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PART  8. 

RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 


Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Wednesday,  August  20,  1919. 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man) presiding. 

The  Chairman.  This  morning  we  have  assigned  to  Mr.  Thom  and 
the  railway  executives  for  the  presentation  of  their  views  on  railroad 
legislation. 

Mr.  Thom.  Mr.  Cuyler,  the  chairman  of  our  association,  Mr.  Chair- 
man, will  first  address  the  committee. 

STATEMENT  OF  MR.  THOMAS  DeWITT  CUYLER,  CHAIRMAN 
ASSOCIATION  OF  RAILWAY  EXECUTIVES,  COMMERCIAL 
TRUST  BUILDING,  PHILADELPHIA,  PA. 

Mr.  Cutler.  Mr.  Chairman,  I  might  say  that  my  railroad  affilia- 
tions are  that  I  am  director  of  the  New  York,  New  Haven  &  Hartford 
and  member  of  the  executive  committee,  and  also  of  the  Long  Island 
Railroad  and  the  Pennsylvania  Railroad,  and  chairman  of  its  road 
committee,  which  is  the  operating  committee,  and  of  the  Atchison, 
Topeka  &  Santa  Fe  and  its  executive  committee. 

The  association  which  I  represent,  Mr.  Chairman,  is  a  voluntary 
association  of  railway  executives  which  was  formed  several  years  ago 
for  the  purpose  of  conferring  on  matters  of  mutual  interest  to  the 
railroads  bearing  upon  legislation  and  other  matters  that  were  im- 
portant-from  their  standpoint,  and  since  the  roads  were  taken  over 
by  the  Government  under  Federal  control  it  has  practically  acted  as 
a  clearing  house  between  the  Federal  Railroad  Administration  and 
the  railroads;  that  is  to  say,  all  questions  such  as  negotiation  of  the 
standard  return,  various  questions  that  have  arisen  under  the  stand- 
ard contract,  and  practically  all  such  matters,  are  now  cleared  through 
our  association  by  Mr.  Hines  to  the  various  railroads. 

The  bill  which  I  have  to  submit  to  the  committee  is  a  bill  which 
was  originally  prepared  in  Philadelphia  at  a  meeting  of  the  executives 
in  the  latter  part  of  December  of  last  year.  We  had  a  meeting  there 
of  practically  all  the  members  of  our  association,  and  I  might  say 
that  they  represent  about  95  per  cent  of  the  trackage  of  the  country, 
the  only  road  of  any  large  size  that  is  not  in  it  being  the  Southern 
Railway.  After  a  five-day  session  a  special  committee  having  been 
appointed  for  the  purpose,  a  plan  was  drafted  and  submitted  to  the 
general  meeting  and  adopted  by  that  meeting. 

This  plan  was  submitted  to  the  Senate  Committee  on  Interstate 
Commerce  in  January  of  this  year.  Since  then  there  have  been  some 
important  modifications  of  the  bill. 
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The  Chairman.  Was  it  presented  in  ])ill  form  or  only  a  synopsis? 

!Mr.  Cutler.  No,  sir;  it  was  presented  only  as  a  plan.  It  was  not 
knoAvn  as  a  bill  then.  We  have  now  prepared  a  bill,  as  we  thought  it 
might  be  more  convenient  for  tlie  committee  to  have  it  in  that  form, 
and  I  want  to  ask  your  pleasure  whether  I  shall  read  the  bill  as  such 
or  simply  explain  the  bill. 

The  Chairman.  I  think  if  you  have  copies  of  the  bill  here  and  can 
distribute  them,  we  can  follow  your  explanations  better. 

Ml".  Thom.  We  have  a  number  of  copies  here. 

Mr.  Cutler.  There  are  certain  parts  of  the  bill  that  are  so  im- 
portant that  I  ought  perhaps  to  read  the  phraseology,  but  as  to  the 
details  of  the  bill  and  when  we  come  to  unimportant  items  I  will  omit 
them. 

Mr.  Sims.  It  is  neither  what  is  known  as  the  Watson  bill  or  the 
Underwood  bill  ? 

Mr.  CuYLER.  No,  sir;  we  have  never  presented  or  fathered  any 
bill  of  any  kind.  We  thought  so  far  as  the  Senate  committee  was 
concerned  that  it  was  better  not  to  do  that. 

(The  bill  referred  to  follows:) 

August  1,  1919. 

A  BILL  To  provide  for  the  relinquishment  of  Federal  control  of  railroads  and  other 
transportation  systems,  for  the  further  regulation  of  interstate  and  foreign  com- 
merce, and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  the  House  of  Rejyresentatives  of  the 
United  States  of  America:  in  Congress  assembled, 

Chapter  I. 

RELINQUISHMENT  OF  FEDERAL  CONTROL  OF  RAILROADS  AND  OTHER 
TRANSPROTATION  SYSTEMS,  AND  FURTHER  REGULATION  THEREOF. 

Section  1.  That  the  Federal  control  of  railroads  and  transporta- 
tion systems  provided  for  in  section  1  of  the  act  of  Congress,  approved 
August  21,  1916,  entitled  "An  act  making  appropriations  lor  the 
support  of  the  Army  for  the  fiscal  year  ending  June  30,  1917,  and 
for  other  purposes,"  and  in  the  act  approved  March  21,  1918,  entitled 
"An  act  to  provide  for  the  operation  of  transportation  systems  while 
under  Federal  control,  for  the  just  compensation  of  their  owners, 
and  for  other  purposes,"  shall  cease  at  midnight  of  the  31st  day  of 
December,  1919,  at  which  time  the  President  shall  relinquish  control 
of  such  railroads  and  transportation  systems.  The  rates,  fares,  and 
charges  in  force  at  the  time  ©f  the  passage  of  this  act  shall  remain 
in  force  until  changed  as  in  this  act  provided.  As  soon  as  practicable, 
after  the  passage  of  this  act,  the  interstate  Commerce  Commission 
shall,  in  consultation  with  the  Director  General  of  Railroads  and, 
if  then  appointed,  with  the  Federal  transportation  board  hereinafter 
referred  to,  proceed  to  a  consideration  of  the  financial  condition, 
under  the  scale  of  expenses  and  of  revenues  put  into  effect  during 
Federal  control,  of  said  carriers  and  shall,  as  far  as  necessary,  change 
and  adjust  the  rates,  fares,  and  charges  and  the  levels  thereof,  in 
such  way  as  to  establish  a  just  relationship  between  the  carriers' 
operating  revenues  and  expenses,  to  the  end  that  the  said  carriers 
may,  as  far  as  practicable,  be  placed  upon  the  basis  provided  in 


RETURN   OF   THE   RAILROADS   TO   PRIVATE   OWNERSHIP.       1125 

section  9  of  this  act.  Pending  such  readjustment,  and  in  order  to 
stabilize  conditions  during  the  transition  period,  this  act  shall  con- 
stitute a  guaranty  on  behalf  of  the  United  States,  until  such  re- 
adjusted rates,  fares,  ^nd  charges  become  effective,  to  those  carriers 
with  which  the  Director  General  of  Railroads  shall  have  entered 
into  contracts  for  compensation  pursuant  to  the  Federal  control 
act,  of  an  annual  railwa}^  operating  income  equal  to  the  annual 
compensation  provided  for  in  such  contracts,  respectively,  and  to 
carriers  under  Federal  control  at  the  time  of  the  passage  of  this  act, 
with  which  no  contracts  shall  have  been  entered  into,  of  an  annual 
railway  operating  income  equal  to  the  annual  compensation  deter- 
mined by  a  board  of  referees  or  by  the  Court  of  Claims  pursuant  to 
section  3  of  the  Federal  control  act.  or,  in  the  absence  of  or  pending 
such  determination,  equal  to  the  average  annual  railway  operating 
income  of  each  such  company  during  the  test  period  provided  for 
in  the  Federal  control  act  (with  proper  adjustments  to  take  care 
of  compensation  for  additions  and  betterments  made  during  Federal 
control  and  such  other  adjustments  as  may  have  been,  or  may 
hereafter,  during  Federal  control,  be  agreed  upon  between  the 
director  general  and  the  company  preliminary  to  making  a 
formal  contract).  The  Interstate  Commerce  Commission  shall,  as 
soon  as  practicable  after  the  end  of  each  quarter  while  such  guaranty 
is  in  effect,  certify  to  the  Federal  transportation  board  the  amount 
of  the  actual  railway  operating  income  of  the  several  carriers  during 
such  quarter  and  the  amount  of  such  guaranty,  showing  in  the 
certificate  the  amount  of  the  excess  or  deficit,  as  the  case  may  be, 
of  such  income  as  compared  with  such  guaranty;  and  the  Federal 
transportation  board  is  hereby  authorized  and  directed  thereupon  to 
draw  its  warrants  in  favor  of  the  several  carriers  upon  the  Treasury 
of  the  United  States,  which  shall  be  paid  out  of  any  funds  therein 
not  othei'wise  appropriated,  for  the  amount  of  any  deficit  shown 
in  respect  to  it  in  such  certificate:  Provided,  however,  That,  if  during 
any  quarter  while  such  guaranty  is  in  force,  the  railway  operating 
income  of  any  carrier  exceeds  the  amount  of  such  guaranty  it  shall 
forthwith  pay  such  excess  into  the  Treasury  of  the  United  States. 
As  soon  as  the  readjusted  rates,  fares,  and  charges  hereinbefore 
directed  to  be  made  become  effective,  and  the  President  by  procla- 
mation shall  so  declare,  the  guaranty  herein  provided  for  shall  cease. 
Sec.  2.  That  the  indebtedness  of  any  carrier  to  the  Director  General 
of  Railroads  or  to  the  War  Finance  Corporation  existing  at  the  passage 
of  this  act  or  at  the  end  of  Federal  control  for  equipment  or  for  other 
additions  and  betterments  acquired  or  made  during  Federal  control 
shall,  at  the  request  of  the  carrier,  be  extended  without  security  for 
a  period  of  10  years  from  the  passage  of  this  act,  with  interest  at  the 
rate  of  —  per  cent  per  annum  payable  semiannually  on  the  1st 
days  of  January  and  July  of  each  year,  and  shall  be  evidenced  in 
such  form  as  shall  be  prescribed  by  the  Secretary  of  the  Treasury. 
Any  other  indebtedness  of  any  carrier  to  the  Director  General  of 
Railroads  or  to  the  War  Finance  Corporation  shall,  to  the  extent  to 
which  the  same  shall  not  be  offset  by  indebtedness  of  the  Director 
General  to  the  carrier  for  compensation  or  otherwise,  be  at  the  re- 
quest of  such  carrier,  extended  with  existing  security  or  such  sub- 
stitutes therefor  as  the  Secretary  of  the  Treasury  shaU  ap])rove,  for 
a  period  of  five  years  from  the  date  of  the  passage  of  this  act,  with 
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interest  at  the  rate  of  —  per  cent  per  annum.  The  principal  of 
any  indebtedness  in  this  section  mentioned  shall  become  due  and 
payable  at  the  o])tion  of  the  Secretary  of  the  Treasury  upon  default 
of  ()0  days  in  the  payment  of  any  installment  of  interest. 

(There  should  be  a  provision  continuing  the  power  of  the  President, 
through  the  Director  General,  or  such  other  agencies  as  he  may 
select,  to  the  extent  necessary  to  close  up  the  affairs  incident  to  Fed- 
eral control.  This  should  be  drafted  in  consultation  with  the  legal 
department  of  the  Director  General.) 

Sec.  3.  That  the  provisions  of  this  act  and  of  the  act  to  regulate 
commerce  as  amended  shall,  in  addition  to  the  commerce  regulated 
by  existing  acts  of  Congress,  extend  and  apply  to  all  transportation 
as  defined  in  section  1  of  the  act  to  regulate  commerce  as  amended, 
by  means  of  instrumentalities  of  transportation  engaged  in  inter- 
state or  in  interstate  and  foreign  commerce,  of  passengers  and 
property,  and  to  the  rates,  fares,  and  charges  therefor,  and  practices 
in  connection  therewith,  wholly  within  one  State,  and  to  trans- 
portation, and  to  the  rates,  fares,  and  charges  therefor  and  practices 
in  connection  therewith,  wholly  by  water  by  a  common  carrier  or 
carriers  between  points  both  of  which  are  m  the  United  States,  in 
the  same  manner  and  to  the  same  extent  as  to  such  transportation, 
and  the  rates,  fares,  and  charges  therefor,  and  the  practices  in  con- 
nection therewith,  in  interstate  or  m  interstate  and  foreign  com- 
merce. Except  as  m  existmg  law  or  in  this  act  provided,  the  police 
powers  of  the  several  States  as  to  such  instrumentalities  of  trans- 
portation are  in  no  way  interfered  with  or  superseded. 

Sec.  4.  That  a  board  be  and  hereby  is  created  and  established,  to 
be  known  as  the  Federal  transportation  board,  which  shall  be 
composed  of  three  transportation  commissioners,  who  shall  be 
appointed  by  the  President,  by  and  with  the  advice  and  consent  of 
the  Senate.  The  commissioners  first  appointed  under  this  act 
shall  continue  in  office  for  the  term  of  two,  three,  and  four  years, 
respectively,  from  the  1st  day  of  January  next  the  passage  of  this 
act,  the  term  of  each  to  be  designated  by  the  President;  but  their 

successors  shall  be  appointed  for  the  term  of years,  except 

that  any  person  chosen  to  fill  a  vacancy  shall  be  appointed  only  for 
the  unexpired  term  of  the  commissioner  whom  he  shall  succeed. 
The  chairman  shall  be  designated  by  the  President  and  when  so 
designated  shall  serve  as  such  during  his  term  of  office  as  commis- 
sioner. Each  commissioner  shall  receive  a  salary  of  $25,000  per 
year,  payable  in  equal  monthly  mstallments.  Any  commissioner 
may  be  removed  by  the  President  for  inefficiency,  neglect  of  duty, 
or  malfeasance  in  office.  Not  more  than  two  of  the  commissioners 
shall  be  appointed  from  the  same  political  party.  No  member  of 
said  board  shall,  during  his  term  of  office,  hold  any  office  or  employ- 
ment under  any  common  carrier  subject  to  the  provisions  of  the  act 
to  regulate  commerce,  or  own  stock  or  bonds  thereof,  or  be  in  any 
manner  pecuniarily  interested  therein;  and,  if  holding  any  such 
office  or  employment,  or  OAvning  any  such  stock  or  bonds,  or  having 
any  such  interest  in  any  such  carrier,  at  the  time  of  his  appointment, 
he  shall  relinquish  such  employment  or  position  and  divest  himself 
of  all  such  stock,  bonds,  or  interest  before  he  shall  enter  upon  the 
duties  of  such  office. 
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Said  commissioners,  while  in  office,  shall  not  engage  in  any  other 
business,  vocation,  or  employment.  No  vacancy  in  the  board  shall 
impair  the  right  of  the  remammg  commissioners  or  commissioner 
to  exercise  all  the  powers  of  the  board. 

Sec.  5.  For  the  purpose  of  the  proper  exercise  of  its  functions  the 
Federal  transportation  board  shall  have  the  same  powers  as  those 
conferred  upon  the  Interstate  Commerce  Commission  by  existing 
law  in  respect  to  the  summoning  and  securing  the  attendance  and 
testimony  of  witnesses,  and  the  production  of  books,  papers,  tariffs, 
contracts,  agreements,  and  documents  relating  to  any  matter  under 
investigation;  and  jurisdiction  is  hereby  conferred  upon  the  district 
courts  of  the  United  States  to  enforce  the  attendance  of  witnesses, 
the  giving  of  evidence  and  the  production  of  books  and  other  papers 
before  the  Federal  transportation  board,  in  like  manner  and  to  the 
same  extent  as  under  existing  laws  they  may  do  in  respect  of  matters 
before  the  Interstate  Commerce  Commission. 

Sec.  6.  The  Federal  transportation  board  shall  be  charged  with 
the  duty  and  responsibility  of  observing  and  keeping  informed  in 
respect  of  the  transportation  needs  and  the  transportation  facilities 
of  the  country  generally  and  of  each  transportation  situation  and  of 
representing  the  public  interest  in  respect  to  the  amount  of  operating 
revenues  necessary  to  the  adequacy  and  efficiency  of  such  trans- 
portation facilities  and  service,  and,  to  that  end,  it  shall  be  its  duty 
to  study  the  financial  condition  and  credit  of  all  common  carriers 
subject  to  the  act  to  regulate  commerce,  to  inform  itself  as  to  the 
amount  of  operatmg  revenues  such  carriers  require  m  order  to  pay 
the  wages  oi  labor  and  all  other  expenses  of  operation  including 
taxes,  a  fair  return  on  the  projjerty  held  for  or  used  m  the  public 
service  and  to  establish  and  maintain  a  credit  sufficient  to  attract 
the  new  capital  necessary  in  the  public  interest,  in  order  that  adequate 
and  efficient  transportation  service  and  facilities  may  at  all  tiines 
be  provided,  which  amount,  as  to  the  carriers  in  the  several  rate- 
making  groups  hereinafter  provided  for,  it  shall  from  time  to  time 
certify  to  the  Interstate  Commerce  Commission,  and  the  said  com- 
mission, in  any  proceeding  before  it  as  to  rates,  fares,  and  charges, 
shall,  for  the  purposes  of  its  decision,  accept  the  said  amount  so 
certified  as  correct  unless  good  cause  be  shown  against  it.  In  arriving 
at  the  amount  to  be  embodied  m  its  certificate,  the  Federal  trans- 
portation board  shall  take  a  comprehensive  view  of  each  rate- 
making  group,  and  the  amount  of  needed  revenue  shall  be  determined 
with  reasonable  reference  to  railroads  fairly  representative  of  average 
conditions  therein.  In  any  proceeding  involving  the  level  of  rates, 
fares,  and  charges  or  which  may  substantially  affect  the  revenues 
of  the  carriers  in  any  rate-makmg  ^roup,  it  shall  be  the  duty  of  the 
Federal  transportation  board  to  intervene  and,  on  behalf  of  the 
public,  make  to  the  Interstate  Commerce  Commission,  or  the  regional 
commissions,  as  the  case  may  be,  such  representations  or  recom- 
mendations, with  the  reasons  therefor,  and  show  such  cause,  as  it 
may  in  the  performance  of  its  duties  imposed  by  this  act,  deem 
proper  and  appropriate  in  the  public  interest. 

it  shall  from  time  to  time  make  reports  to  Congress,  accompanied 
by  recommendations  of  such  measures  and  policies  as  in  its  opinion 
will  promote  the  interest  of  the  public  in  respect  of  the  efficiency  of 
the  transportation  service  and  the  adequacy  of  transportation 
facihties. 
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Sec.  7.  The  functions  and  powers  of  the  Interstate  Commerce  Com- 
mission under  existing  laws,  exce])t  as  to  accounting,  as  to  the  Federal 
valuation  of  railroad  proi^erties,  and  as  to  rates,  fares,  and  charges, 
are  herel)y  transferred  to  and  shall  be  exercised  and  ])erformed  by  tlie 
Federal  transportation  board. 

Sec.  8,  In  addition  to  the  foregoing,  the  following  ]>owers  are  hereby 
conferred  upon  the  Federal  transportation  board: 

(a)  If  it  finds  that  a  carrier  can  not,  by  reason  of  the  congestion  of 
its  lines,  properly  handle  its  traffic,  it  shall  have  power  to  require  the 
distribution  of  such  obstructed  traffic  over  other  lines  of  roads  u))on 
such  terms  as  between  the  several  carriers  as  it  may  find  under  the 
circumstances  to  be  just  and  reasonable;  subject,  in  respect  to  the 
propriety  of  such  diversion  or  in  respect  to  such  terms,  to  an  appeal 
by  any  interested  carrier  to  the  interstate  Commerce  Commission. 
If,  under  the  power  in  this  i^aragraph  contained,  any  traffic  shall  be 
diverted  from  a  carrier  which  it  is  ready  and  able  to  handle  properly, 
then  such  carrier  shaU  be  entitled  to  recover  from  the  carrier  or  car- 
riers to  which  such  traffic  shall  be  thus  diverted,  the  revenue  accruing 
on  such  diverted  trafiic  in  excess  of  the  actual  out-of-pocket  cost  of 
transporting  the  same;  and  if  such  revenue  shaU  not,  as  in  this  par- 
agraph authorized,  be  awarded  to  such  carrier  by  the  Federal  trans- 
portation board  or  l)y  the  Interstate  Commerce  Commission  and  duly 
and  promptly  paid,  then  such  carrier  shall  be  entitled  to  recover  the 
same  by  suit  or  action  against  the  carrier  or  carriers  liable  therefor 
under  this  act. 

Any  suit  mentioned  in  this  or  the  next  succeeding  paragraph  may 
be  brought  in  the  district  court  of  the  United  States  for  any  district 
in  which  the  principal  office  of  any  defendant  carrier  may  be  located, 
and  jurisdiction  is  hereby  conferred  on  such  district  court  to  hear  and 
determine  such  suit  or  action,  regardless  of  the  amount  in  controversy. 

(b)  If  it  finds  it  to  be  in  the  public  interest  and  to  be  practicable 
without  impairing  the  ability  or  substantial  convenience  of  a  carrier 
owning  or  entitled  to  the  enjoyment  of  a  passenger  terminal  to  handle 
its  own  business,  it  shall  have  power  to  require  the  use  of  any  such 
terminal  of  any  carrier  by  another  or  other  carriers  on  such  terms 
and  for  such  compensation  as  the  carriers  may  agree  upon,  or,  in 
the  event  of  their  failure  to  agree,  as  the  Federal  transportation 
board  may  fix  as  reasonable  and  just  for  the  permitted  use,  to  be 
ascertained  on  the  principle  controUing  compensation  in  condemna- 
tion proceedings  (which  compensation  shall  be  paid  or  adequately 
secured  before  the  enjoyment  of  the  use  is  entered  on),  subject  to 
the  right  of  appeal  by  any  interested  carrier  to  the  Interstate  Com- 
merce Commission  as  to  such  requirements  and  as  to  the  reasona- 
bleness and  justice  of  such  terms.  If,  under  the  power  in  this 
paragraph  contained,  the  use  of  the  terminal  of  any  carrier  is  required 
to  be  given  to  another  or  other  carriers,  and  the  carrier  whose  ter- 
minal is  thus  thrown  open  to  use  by  others,  is  not  satisfied  with  such 
requirement  or  with  the  terms  fixed  for  such  use,  or  if  the  amount 
of  compensation  which  is  fixed  is  not  duly  and  promptly  paid,  the 
carrier  whose  terminal  has  thus  been  thrown  open  to  use  shall  be 
entitled  to  recover,  by  suit  or  action  against  such  other  carrier  or 
carriers,  the  damages  growing  out  os  such  requirement  and  just 
compensation  for  the  privileges  awarded. 
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(c)  In  cases  of  serious  national  emergency,  if  declared  by  the 
President,  it  shall  have  power,  on  the  President's  order,  to  require 
the  carriers  engaged  in, interstate  commerce,  during  the  continuance 
of  such  emergency,  to  coordinate  their  facilities  and  to  operate  their 
transportation  facilities  as  a  unified  national  system  on  such  terms 
as  it  shall  find  reasonable  and  just  in  the  public  interest  with  due 
regard  to  the  rights  of  the  carriers;  subject,  however,  if  the  amount 
of  such  compensation  is  not  agreed  upon  between  the  Federal  trans- 
portation board,  with  the  approval  of  the  President  and  the  inter- 
ested carrier,  to  an  appeal  by  such  carrier  to  the  Court  of  Claims 
for  just  compensation  from  the  United  States  for  such  use  of  its 
properties  and  for  any  injury  occasioned  thereby. 

Sec.  9.  The  Interstate  Commerce  Commission  shall  divide  the 
continental  United  States  into  as  many  rate-making  groups  as  it 
may  deem  proper  and  convenient  in  view  of  the  similarity  of  trans- 
portation and  traffic  conditions  applicable  thereto. 

The  level  of  rates,  fares,  and  charges  in  any  rate-making  group 
shall  from  time  to  time  be  adjusted  so  as  to  provide  revenue  sufficient 
to  pay  the  wages  of  labor  and  all  other  expenses  of  operation  includ- 
ing taxes,  a  fair  return  on  the  value  of  the  property  held  for  or  used 
in  the  public  service,  and  to  establish  and  maintain  a  credit  sufficient 
to  attract  the  new  capital  necessary  to  meet  the  public  need  for 
present  and  reasonably  prospective  transportation  facilities  and 
service.  In  applying  the  foregiong  rule  a  comprehensive  view  of 
the  conditions  of  each  rate-making  group  shall  be  taken,  and  the 
level  of  rates,  fares,  and  charges  shall  be  determined  with  reasonable 
reference  to  railroads  fairly  representative  of  average  conditions 
therein. 

Sec.  10.  The  carriers  shaU  have  power  to  initiate  rates,  fares,  and 
charges,  and,  in  cases  where  a  carrier  does  so,  schedules  thereof 
shall  be  filed  with  the  Interstate  Commerce  Commission,  with  the 
Federal  transportation  board,  and  with  the  wState  commissions 
of  the  several  States  in  which  such  carrier  operates  and  in  which 
the  rates,  fares,  and  charges  are  applicable;  and,  if  not  suspended 
as  hereinafter  provided,  such  rates,  fares,  and  charges  shall  become 
effective  thirty  days  after  the  same  shall  be  so  filed,  unless  a  shorter 
period  in  special  cases  shall  be  authorized  by  the  Interstate  Com- 
merce Commission.  The  Interstate  Commerce  Commission  may  sus- 
pend, for  a  period  of  not  exceeding  60  days,  any  rate,  fare,  or  charge 
initiated  by  a  carrier,  and  proceed  to  a  hearing  and  consideration 
thereof.  If  no  determination  is  reached  by  the  commission  within 
the  period  herein  allowed  for  such  suspension,  the  rates,  fares,  and 
charges  shall  be  permitted  to  go  into  effect  at  the  expiration  of  such 
period,  subject  to  such  action  in  respect  thereto  as  the  commission 
shall  take  on  such  hearing,  but,  in  that  event,  the  commission  shall 
make  reasonable  requirements  as  to  the  payment  of  any  amount  of 
reparation  that  may  thereafter  be  ordered  by  the  commission  within 
one  year  after  the  date  of  such  final  action  of  the  commission. 

Authority  is  hereby  conferred  upon  the  Interstate  Commerce 
Commission  to  permit,  consider,  and  determine  applications  for 
change  in  existing,  or  for  the  establishment  of  neM^  rates,  fares,  and 
charges  without  the  filing  or  presentation  of  full  tariffs  thereof. 

To  the  extent  necessary  to  enable  the  commission  to  meet  the 
requirements  of  section  9  hereof,  it  may,  and  it  shall  1^  its  duty, 
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to  initiate,  change,  or  modify  existing  rates,  faros,  and  charges  and 
existing  scales  and  levels  thereof.  The  commission  is  also  empowered 
to  establish  a  relation  of  rates,  fares,  and  charges,  which  shall  be 
just  and  reasonable  as  between  communities,  and  commodities  and 
classes  of  traffic,  to  fix  minimum  as  well  as  maximum  rates,  fares,  and 
charges,  and  to  require  any  carrier  engaged  in  the  transportation 
of  interstate  commerce  to  advance  any  particular  rate,  fare,  or  charge 
in  a  manner  and  to  an  extent  specified  in  the  commission's  order, 
or  to  refrain  from  reducing  or  otherwise  changing  any  rate,  fare,  or 
charge  except  to  such  extent  and  under  such  condition  as  the  com- 
mission may  prescribe,  whenever  in  the  judgment  of  such  com- 
mission such  increase,  or  prevention  of  such  reduction,  is  reasonable 
and  is  necessary  or  appropriate  to  maintain  or  establish  a  proper  rate 
structure,  or  to  make  such  rate,  fare,  or  charge  reasonable  for  the 
service.  No  such  action  shall  be  taken  or  order  made  by  the  com- 
mission without  giving  to  the  carrier  or  carriers  to  be  affected  thereby 
reasonable  notice  and  opportunity  to  be  heard  in  respect^  thereto. 

Sec.  11.  It  is  hereby  declared  to  be  the  policy  of  the  United  States 
to  promote  the  consolidation  of  the  existing  carriers  engaged  in  inter- 
state commerce  into  a  number  of  strong  and  efficient  systems,  which 
shall  preserve  as  between  themselves  the  advantages  of  effective 
competition  in  service,  eliminate  unnecessary  duplications  and  pro- 
mote economy.  To  this  end,  the  Interstate  Commerce  Commission, 
whenever,  after  hearing,  it  shall  find  that  the  public  interest  will  be 
promoted  thereby,  may  enter  its  order  authorizing  any  carrier 
engaged  in  interstate  commerce  to  acquire  the  property,  stocks  or 
securities  of  another  or  of  other  carriers,  or  permitting  leases,  con- 
solidations or  mergers  of  such  carriers,  notwithstanding  it  may  find 
that  there  is  competition  between  such  carriers  so  proposed  to  be 
brought  under  a  common  ownership  or  control.  It  shall  give  notice 
of  anjr  such  hearing  to  the  Federal  transportation  board  and  to  the 
commissions  of  the  several  States  in  which  is  located  any  part  of 
the  lines  of  any  carrier  proposing  to  come  under  such  common  own- 
ership or  control;  and  the  Federal  transportation  board  and  such 
commissions  shall  have  the  right  to  appear  and  to  show  cause  for  or 
against  the  proposal.  Upon  the  entry  of  such  order,  the  carriers 
interested  are  authorized  to  carry  the  same  into  effect,  the  provisions 
of  any  State  or  Federal  law  to  the  contrary  notwtithstanding. 

Sec.  12.  The  Interstate  Commerce  Commission  is  further  author- 
ized, whenever  it  shall  find  that  the  public  interest  mil  be  pro- 
moted thereby,  to  permit  agreements  between  carriers  engaged  in 
interstate  commerce  in  respect  to  rates,  fares,  and  charges,  and  in 
respect  to  practices;  the  pooling  of  cars  and  other  transportation 
facilities;  and  the  division  of  earnings  in  connection  with  the  efimina- 
tion  of  unnecessary  train  service.  Upon  receiving  the  approval  of 
the  commission,  the  carriers  interested  are  hereby  authorized  and 
empowered  to  carry  into  effect  the  commission's  order  under  such 
conditions  and  restrictions  as  the  commission  may  impose.  The 
agreements  and  arrangements  made  pursuant  to  such  approval  must 
be  filed  \vith  the  Interstate  Commission  and  with  the  commissions  of 
the  several  States  in  which  any  part  of  the  lines  of  said  carriers  is 
located,  as  well  as  with  the  Federal  transportation  board,  and  shall 
be  open  to  pubfic  inspection. 
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Sec.  13.  No  new  or  branch  line  of  railroad,  exceeding 


miles  in  length,  shall  be  hereafter  constructed  to  engage  in  inter- 
state or  foreign  commerce  unless,  on  application  of  the  carrier,  a 
certificate  of  public  convenience  and  necessity  is  first  obtained  from 
the  Federal  transportation  board.  Upon  receiving  an  application 
for  approval  of  such  construction,  the  Federal  transportation  board 
shall  enter  upon  an  inquiry  and  hearing  as  to  whether  the  public 
convenience  and  necessity  require  such  construction,  and  if  it  finds 
in  the  afl&rmative  shall  issue  its  certificate  accordingly  and  there- 
upon such  construction  may  be  made. 

Sec.  14.  That  section  10  of  the  act  entitled  "An  act  to  supple- 
ment existing  laws  against  unlawful  restraint  and  monopolies,  and 
for  other  purposes,"  approved  October  15,  1914,  be  and  the  same 
hereby  is  repealed. 

Chapter  II. 

INTERSTATE    COMMERCE    COMMISSION. 

Sec.  15.  Interstate  commerce  commissioners  hereafter  appointed 
shall  be  appointed  for  a  term  of  10  years,  except  that  any  person 
chosen  to  fill  a  vacancy  shall  be  appointed  only  for  the  unexpired 
term  of  the  commissioner  whom  he  shall  succeed.  Each  interstate 
commerce  commissioner,  beginning  on  the  1st  day  of  January,  1920, 
shall  receive  for  his  services  an  annual  compensation  of  $ . 

Chapter  III. 

REGIONAL    COMMISSIONS. 

Sec.  16.  As  soon  as  practicable  after  the  passage  of  this  act,  the 
Interstate  Commerce  Commission  shall  divide  the  continental  United 

States  into  traffic  regions  or  districts,  no  one  of  which  shall 

embrace  more  than  seven  States.  It  shall  certify  to  the  President 
the  boundaries,  or  other  descriptions,  of  such  districts  when  so 
established,  assigning  to  each  district  a  number.  The  boundaries 
and  descriptions  of  the  districts  may  be  changed  at  any  time  and 
from  time  to  time  without  notice  by  the  said  Interstate  Commerce 
Commission  by  like  order  and  upon  certification  of  the  same  to  the 
President. 

Sec.  17.  commissions,   being  one  for  each  of  the   traffic 

regions  or  districts  above  provided  for,  are  hereby  created  and  estab- 
lished, each  to  be  known  as  "Regional  interstate  commerce  com- 
mission for  district."     Each  of  said  commissions  shall  be 

composed  of  one  commissioner  to  be  appointed  from  each  of  the 
States  included  in  said  district,  who  shall  be  appointed  by  the  Presi- 
dent by  and  with  the  advice  and  consent  of  tne  Senate.  The  com- 
missioners first  appointed  under  this  act  for  each  of  said  commis- 
sions shall  be  divided  into  three  classes,  as  nearly  as  possible  equal 
in  numbers,  the  first  of  which  shall  continue  in  office  for  the  term 
of  two  years,  the  second  for  the  term  of  three  years,  and  the  third 
for  the  term  of  four  years,  from  the  1st  day  of  January  next  suc- 
ceeding the  passage  of  this  act,  the  term  of  each  to  be  designated  by 
the  President;  and  their  successors  shaU  be  appointed  for  terms  of 

years;  except  that  any  person  chosen  to  fill  a  vacancy  shall 

be  appointed  only  for  the  unexpired  term  of  the  commissioner  whom 
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he  shall  succeed.  The  commissioners  shall  select  one  of  their  num- 
ber as  chairman  to  serve  as  such  during  his  term  of  office.  Any  com- 
missioner may  be  removed  by  the  President  for  inefficiency,  neglect 
of  duty,  or  malfeasance  in  office. 

No  member  of  said  commission,  during  his  term  of  office,  shall 
hold  any  office  or  employment  under  any  common  carrier  subject  to 
the  provisions  of  the  act  to  regulate  commerce,  or  own  stock  or  bonds 
thereof  or  be  in  any  manner  pecuniarily  interested  therein,  and,  if 
holding  any  such  office  or  employment  or  owning  any  such  stock  or 
bonds  or  having  any  such  interest  in  any  such  carrier  at  the  time  of 
his  appointment,  he  shall  relinquish  such  employment  or  position 
and  divest  himself  of  all  such  stock,  bonds,  or  interest  before  he  shall 
enter  upon  the  duties  of  such  office.  No  such  commissioner,  while 
in  office,  shall  engage  in  any  other  business,  vocation,  or  employment. 
The  majority  of  said  commissioners  shall  constitute  a  quorum,  and 
vacancies  in  the  commission,  provided  a  majority  is  left,  shall  not 
impair  the  authority  of  the  remaining  commissioners  to  exercise  all 
the  powers  of  the  commission.  Each  commissioner  shall  receive  a 
salary  at  the  rate  of  S7,500  per  annum,  payable  monthly. 

Sec.  18.  The  Interstate  Commerce  Commission  shall  prescribe  the 
location  in  each  district  where  the  regional  commission  shall  have 
its  office,  but  the  regional  commission  may  sit  and  perform  its  duties 
at  any  point  in  said  district,  and  may  also,  when  assigned  to  duty 
therein  by  the  Interstate  Commerce  Commission,  hold  its  sessions 
and  perform  its  duties  in  any  other  district.  The  Interstate  Com- 
merce Commission  may  likewise  assign  one  or  more  of  the  commis- 
sioners of  one  region  for  duty  on  the  commission  or  with  members 
of  the  commission  of  another  region. 

Sec.  19.  Each  of  said  regional  commissions  shall  have  primary 
jurisdiction  of  all  complaints  originating  in  its  district  and  shall  hear 
and  determine  the  same,  and  shall  perform  such  other  duties  imposed 
by  law  upon  the  Interstate  Commerce  Commission  as  the  Interstate 
Commerce  Commission  shall  from  time  to  time  by  general  or  special 
order  direct.  Whenever  a  cause  of  action  shall  include  carriers  in 
more  than  one  district,  a  complaint  may  be  filed  in  any  district  in 
which  any  of  such  carriers  operate;  and  the  Interstate  Commerce 
Commission  may  assign,  from  the  regions  of  the  various  districts  in 
which  the  lines  of  such  carriers  lie,  members  of  the  commissions  of 
the  various  districts  to  constitute  a  commission  to  hear  and  determine 
such  cause  of  action  in  the  same  manner  and  to  the  same  extent  as  a 
regional  commission  might  do. 

For  the  purpose  of  the  proper  exercise  of  the  functions  conferred 
upon  it  by  this  act,  the  regional  commissions  shall  have  the  same 
powers  as  those  conferred  upon  the  Interstate  Commerce  Commis- 
sion by  existing  law  in  respect  to  the  summoning  and  securmg  the 
attendance  and  testimony  of  witnesses  and  the  production  of  books, 
papers,  tarift's,  contracts,  agreements,  and  documents  relating  to  any 
matter  under  investigation;  and  jurisdiction  is  hereby  conferred  upon 
the  district  courts  of  the  United  States  to  enforce  the  attendance  of 
witnesses,  the  givmg  of  evidence  and  the  production  of  books  and 
other  papers  before  the  regional  commissions  in  like  manner  and  to 
the  same  extent  as  under  existing  laws  they  may  do  in  respect  to 
matters  before  the  Interstate  Commerce  Commission.  The  Inter- 
state Commerce  Commission  may  authorize  each  regional  commission 
to  appoint  a  secretary  and  such  clerical  and  other  force  as  it  may 
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deem  required  for  the  proper  performance  of  such  regional  commis- 
sion's duties  and  may  prescribe  the  amount  of  their  compensation, 
which  shall  not  be  in  excess  of  the  compensation  for  similar  service 
paid  by  the  Interstate  Commerce  Commission,  to  its  secretary  and 
to  the  persons  employed  by  it  in  similar  capacities. 

Sec.  20.  Whenever  a  regional  commission  shall  make  any  report 
or  order  upon  any  complaint  or  upon  any  matter  referred  to  or  pend- 
ing before  it,  forthwith  it  shall  send  by  mail  to  the  Interstate  Com- 
merce Commission  and  to  the  parties  to  such  proceeding,  a  copy  of 
its  report  and  order,  and  such  parties  shall  have days  there- 
after within  which  to  file  exceptions  tliereto.  In  case  exceptions  are 
so  filed,  or  in  case  the  Interstate  Commerce  Commission  shall  so 
require,  aU  papers  and  the  entire  file  of  tlie  said  regional  commission 
pertaining  to  such  matters  shall  be  transmitted  to  the  Interstate 
Commerce  Commission,  but  shall  be  returned  to  the  regional  com- 
mission when  it  is  no  longer  needed  by  the  Interstate  Commerce 
Commission  for  its  purposes. 

If  exceptions  are  filed,  the  Interstate  Commerce  Commission  shall 
hear  the  parties  thereon;  but  the  hearing  shall  be  confined  to  such 
exceptions  unless  the  Interstate  Commerce  Commission  shall  direct 
that  matters  not  covered  by  such  exceptions  shall  be  included  in  such 
hearing. 

Sec.  21.  No  regional  commission,  in  an)^  matter  referred  to  or 
coming  before  it  for  decision,  shall  write  any  report  embracing  argu- 
ments or  citations  of  authority;  but  in  every  such  matter  such 
regional  commission  shall  reduce  to  writmg  a  brief  and  concise  state- 
ment of  the  facts  found  by  it  and  declare  its  decision  without  em- 
bracmg  reasons,  arguments,  or  citation  of  any  authorities  therefor. 

Sec.  22.  No  order  or  findmg  of  a  regional  commission  shall  become 
effective  until  approved  by  the  Interstate  Commerce  Commission, 
but  such  order  shall  stand  approved  as  of  course,  if  no  exception  is 
filed  thereto  withm  the  time  limited  therefor  in  section  20  of  this  act, 
unless  otherwise  ordered  by  the  Interstate  Commerce  Commission. 
When  the  order  or  finding  of  the  regional  commission  is  so  approved 
by  the  Interstate  Commerce  Commission  or  if  modified  or  enlarged 
or  otherwise  amended,  and  then  adopted,  by  the  Interstate  Commerce 
Commission,  then  such  order,  or  such  order  so  modified,  enlarged, 
amended  and  adopted,  shall  have  the  same  force  and  effect  and  shall 
be  enforceable  in  the  same  way  as  if  originally  made  by  the  Interstate 
Commerce  Commission.  The  Interstate  Commerce  Commission 
shall  likewise  have  power  to  refer  any  matter  back  to  a  regional 
commission  for  further  proceedings  therein,  or,  may  itself  enter  upon 
a  hearmg  and  consideration  thereof  and  take  such  action  thereon  as 
right  and  justice  may  require.  It  shall  prescribe  miiform  rules  of 
procedure  in  the  several  districts  and  shall  supervise  the  proceechngs 
therein  so  that  a  uniform  system  of  decision  and  regulation  through- 
out the  United  States  may  be  established  and  maintained. 

Sec.  23.  The  Interstate  Commerce  Commission  in  any  case,  upon 
the  application  of  any  of  the  parties  or  upon  its  own  motion,  or  upon 
recommendation  of  an)^  regional  commission,  may  assume  jurisdic- 
tion in  the  first  instance  of  any  complamt  or  of  any  proceeding  before 
an;v  regional  commission  whenever  it  shall  deem  such  course  proper 
for  purjjoses  of  convenience  or  expedition  or  in  order  that  a  uniform 
system  of  regulation  may  be  established  throughout  the  United 
States. 
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Chapter  IV. 

ISSUE   OF   SECURITIES. 

Sec.  24.  The  issue  of  securities,  as  hereinafter  defined,  by  a  corpo- 
ration owning  or  operating  a  raiboad  and  subject  to  the  act  to  regu- 
late commerce  as  amended,  or  o\^aling  a  railroad  employed  or  used 
in  interstate  or  foreign  commerce,  is  hereby  declared  to  be  a  matter 
exclusively  within  the  jurisdiction  of  Congress  and  shall  be  regulated 
as  in  this  act  provided,  and  any  such  corporation  subject  to  said  act 
may  issue  and  dispose  of  securities  in  accordance  with  the  provisions 
of  this  chapter  without  securing  approval  other  than  as  specified 
herein. 

Sec.  25.  From  and  after  the day  of ,  19 — ,  it  shall  be 

unlawful  for  any  such  corporation  to  issue  any  stock,  bonds,  or  other 
evidence  of  interest  in  or  indebtedness  of  such  carrier  (hereinafter 
collectively  termed  ''securities"),  or  assume  any  obligation  for  the 
securities  of  any  person,  natural  or  artificial,  or  expend  the  proceeds 
of  any  securities,  for  any  purpose  other  than: 

(a)  The  construction,  improvement,  equipment,  operation,  or 
extension  of,  or  creation  or  betterment  of  facilities  for,  its  railroad, 
or  some  railroad  or  other  common  carrier  property,  comprised,  or  to 
be  comprised,  in  the  transportation  system,  or  affiliated  lines,  of 
which  it  forms  a  part;  or 

(b)  The  discharge,  acquisition,  retirement  by  exchange  or  other- 
wise, or  refunding  of  any  security  or  indebtedness  lawfully  issued  or 
incurred  by  the  corporation,  or  by  some  other  corporation  forming  a 
part  of  the  same  transportation  system  or  affiliated  lines;  or 

(c)  The  acquisition  of  any  railroad  or  other  common  carrier  prop- 
erty, or  any  stock  or  other  interest  in  such  railroad  or  other  common 
carrier  property;  or 

(d)  The  reunbursement  of  the  treasury  of  the  corporation,  or  of 
some  other  corporation  forming  a  part  of  the  same  transportation 
system,  or  affiliated  lines,  for  expenditures  for  any  purpose  in  this 
section  specified;  or 

(e)  Upon,  or  for  the  purpose  of,  any  lawful  reorganization,  con- 
solidation, or  merger,  to  an  amount  not  exceeding  the  aggregate 
of  the  securities  then  outstanding  of  the  corporation  or  corporations 
so  reorganized,  consolidated,  or  merged,  and  of  any  additional 
capital  contributed  in  connection  therewith;  or 

(f)  Some  other  purpose  which  the  Federal  transportation  board 
may,  upon  application,  find  to  be  a  purpose  connected  with  its 
business  as  a  common  carrier,  beneficial  to  the  carrier  and  not  pre- 
judicial to  the  public,  and  one  not  involving  an  expenditure  which 
will  impair  the  abiUty  of  the  corporation  to  perform  its  service  to  the 
public  as  a  common  carrier. 

It  shall  be  unlawful  for  any  such  corporation  to  issue  any  security, 
or  assume  any  obligation  as  aforesaid,  unless  and  until,  and  then  only 
to  the  extent  that,  upon  application  by  the  corporation,  and  after 
investigation  by  the  Federal  transportation  board,  of  the  purposes 
and  uses  of  the  proposed  issue  ana  the  proceeds  thereof,  or  of  the 
proposed  obligation,  the  Federal  transportation  board  shall  find  the 
same  to  be  in  compliance  with  the  aforesaid  provisions  and  reasonably 
necessary  or  appropriate  for  one  or  more  of  the  purposes  specified 
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in  this  section,  and,  if  the  Federal  transportation  board  so  finds,  it 
shall  issue  and  deliver  to  the  corp'oration  a  certificate  setting  forth 
its  findings,  and  thereupon  the  corporation  is  hereby  authorized  to 
make  such  issue  or  issues  of  securities,  or  assume  such  obligation, 
and  to  secure  the  same  by  mortgage,  pledge,  or  otherwise  as  it  niay 
deem  appropriate.  All  such  mortgages  or  other  instruments  securing 
any  such  securities  or  other  obligations  shall  be  filed  for  record  with 
the  Interstate  Commerce  Commission  and  shall  be  recorded  by  the 
commission  in  a  book  kept  by  it  for  that  purpose,  which  book  shall 
be  properly  indexed  and  be  open  to  public  inspection.  Such  filing 
for  record  of  mortgages  or  other  instruments  shall  constitute  notice 
of  the  contents  thereof  to  all  the  world,  and  the  lien  created  thereby 
shall  take  precedence  of  all  judgments  thereafter  obtained,  and  of 
all  conveyances,  mortgages,  or  other  instruments  of  lien  thereafter 
executed,  and  of  all  previously  executed,  except  those  which,  prior 
to  the  passage  of  this  act,  have  been  duly  registered  or  recorded  in 
accordance  with  law. 

Sec.  26.  Nothing  of  this  act  contained  shall  be  construed  to  pre- 
vent the  acquisition  of  additional  property,  issue  of  securities,  incur- 
ring or  assumption  of  obligations,  or  expenditures  of  money,  although 
for  a  purpose  prohibited  by  the  provisions  of  this  act,  if  upon  appli- 
cation the  Federal  transportation  board  shall  find  that  the  same  is 
reasonably  necessary  in  order  to  develop,  or  make  available,  or  to 
protect  any  property  heretofore  lawfully  acquired  by  any  such  cor- 
poration or  other  corporation  forming  a  part  of  the  same  transpor- 
tation system  or  its  allied  lines,  or  by  a  predecessor  or  affiliated 
company,  and  that  such  acquisition,  issue,  incurring,  or  assumption 
of  obligations,  or  expenditure  will  not  injuriously  afi^ect  the  public 
interest  and  can  be  made  without  impairing  the  ability  of  such  cor- 
poration, to  perform  its  service  to  the  public  as  a  common  carrier. 

Sec.  27.  None  of  such  securities  or  obligations,  hereby  authorized, 
or  the  proceeds  thereof  shall  be  used  for  any  purpose  other  than  as 
set  forth  in  the  application  of  the  corporation,  without  the  consent 
of  the  Federal  transportation  board  thereto  first  obtained. 

Sec.  28.  No  issue  of  capital  stock  shall  be  made  by  any  such  cor- 
poration without  the  approval  of  the  Federal  transportation  board 
of  the  terms  upon  whicn  such  stock  shall  be  disposed  of,  and  every 
such  issue  of  stock  shall  be  subject  to  such  rules  and  regulations 
relating  to  the  sale  and  disposition  thereof,  not  inconsistent  with 
this  act,  as  in  the  judgment  of  the  Federal  transportation  board  may 
be  for  the  best  interest  of  the  corporation  and  the  public;  and  in 
issuing  the  certificate  aforesaid  in  respect  of  such  stock  the  Federal 
transportation  board  may  include  its  order  in  that  behalf. 

Sec,  29.  Every  such  application  shall  be  made  in  such  form  as  the 
Federal  transportation  board  may  from  time  to  time  determine  and 
prescribe  and  shall  set  forth  such  matters  as  the  Federal  transporta- 
tion board  may  require.  The  consideration  and  determination  of 
said  application  shall  be  in  every  way  expedited  to  the  end  that 
the  proper  financing  of  the  corporation  may  not  be  unduly  delayed. 

Sec.  30.  Every  such  application,  as  also  every  certificate  of  notifi- 
cation hereinafter  provided  for,  shall  be  made  out  under  oath,  signed, 
and  filed  on  behalf  of  the  corporation  by  its  president  or  a  vice 
president,   auditor,   comptrolJer,   or  other  executive  officer  having 
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knowledge  of  the  matters  therein  set  forth  and  duly  designated  for 
that  purpose  by  the  board  of  directors. 

Sec.  31.  Whenever  any  securities  set  forth  and  described  in  such 
application,  or  certificate  of  notification,  as  unpledged  or  held  unen- 
cumbered in  the  treasury  of  the  corporation,  shall,  subsequent  to 
the  filing  of  such  application  or  certificate,  be  sold,  pledged,  repledged, 
or  otherwise  disposed  of  by  the  corporation,  such  corporation  shall, 
within  30  days  after  such  sale,  pledge,  repledge,  or  other  disposition, 
file  a  certificate  of  notification  to  that  effect,  setting  forth  such  facts 
in  respect  thereof  as  may  be  required  by  the  Federal  transportation 
board. 

Sec.  32.  The  Federal  transportation  board  is  hereby  authorized 
to  make  and  put  in  force  all  proper  rules  and  regulations  pertaining 
to  such  application  and  investigation,  and  shall  likewise  have  power 
from  time  to  time  to  authorize  a  change  of  the  purpose  for  which 
the  proceeds  of  such  securities  or  obligations  may  be  used :  Provided , 
That  such  different  purpose  be  one  that  might  have  properly  been 
includ^,d  in  an  original  application. 

Sec.  33.  To  enable  the  Federal  transportation  board  to  make  such 
investigation  and  findings,  it  is  authorized  to  employ  such  experts 
and  other  assistants  as  may  be  necessary,  and  to  appoint  examiners, 
who  shall  be  authorized  to  administer  oaths,  examine  witnesses,  and 
take  testimony. 

Sec.  34.  Nothing  in  this  act  contamed  shall  be  construed  to  imply 
any  financial  guaranty  or  obligation,  on  the  part  of  the  United  States, 
in  respect  of  such  issues  of  securities. 

Sec.  35.  The  foregoing  provisions  shall  not  apply  to  notes  to  be 
issued  by  any  such  corporation  maturing  not  more  than  two  years 
after  the  date  thereof;  but  the  corporation  shall,  within  tliu'ty  days 
after  the  issue  of  any  such  notes,  file  with  the  Federal  transportation 
board  a  certificate  of  notification  thereof  in  such  form  as  may  from 
time  to  time  be  determined  and  prescribed  by  the  board. 

Sec.  36.  The  Federal  transportation  board  shall  require  periodical 
or  special  reports  from  all  corporations  hereafter  issuing  any  securi- 
ties, including  notes,  or  entering  into  any  obligations  as  aforesaid, 
which  reports  shall  show  in  such  detail  as  the  board  may  require  the 
disposition  thereof  and  the  application  of  the  proceeds  therefrom. 

Sec.  37.  Any  violation,  or  proposed  violation,  of  the  foregoing 
provisions  in  respect  to  the  issue  of  securities  may  be  enjoined  in  a 
suit  in  equity  brought  by  the  Federal  transportation  board  in  any 
district  court  of  the  United  States  of  competent  jurisdiction;  and  any 
person  who  knowingly  aids,  abets,  or  procures  any  such  violation 
shall  be  guilty  of  a  misdemeanor  and,  upon  conviction,  may  be 
punished  by  a  fine  of  not  more  than  $10,000,  or  by  imprisonment  for 
more  than  three  years,  or  by  both  fine  and  imprisonment  in  the 
discretion  of  the  court. 

Chapter  V. 

DEFINING     THE     RAILROAD     CORPORATIONS      WHICH      MAY     LAWFULLY 
ENGAGE    IN    INTERSTATE    AND    FOREIGN    COMMERCE. 

Sec.  38.  Every  corporation  operating  a  line  of  railroad  in  inter- 
state or  foreign  commerce  shall,  before  the  31st  day  of  December,  in 

the  year  ,  become  a  Federal  railroad  corporation  under  and 

pursuant  to  the  terms  of  this  act. 
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Chapter  VI. 

EXISTING   railroad    CORPORATIONS. 

Sec.  39.  That  every  corporation  now,  or  at  any  time  hereafter, 
owning  or  operating  under  lease  or  other  right  of  possession  or  of  use, 
any  line  of  railroad,  or  any  mixed  rail-and-water  line  or  system  of 
transportation,  engaged  in  the  transportation  of  interstate  or  foreign 
commerce,  be,  and  every  such  corporation  hereby  is,  authorized  and 
empowered,  at  any  time  after  the  passage  hereof  to  become  a  Federal 
railroad  corporation  under  and  pursuant  to  the  provisions  of  this  act. 

Sec.  40.  The  board  of  directors  of  every  such  existing  corporation, 
when  directed  by  a  resolution  duly  passed  by  a  vote  of  the  holders  of 
a  majority  in  voting  power  of  all  the  capital  stock  of  such  corporation, 
may,  at  any  time  after  the  passage  of  this  act,  file  with  the  Intei-state 
Commerce  Commission  a  certificate  of  reincorporation,  wliich,  after 
setting  forth  the  name  of  the  corporation,  and  the  State  or  States 
under  the  laws  of  which  and  the  date  when  it  was  incorporated,  shall 
specifically  state — ■ 

First.  That  the  certificate  is  made  and  the  company  is  reincor- 
porated pursuant  to  the  provisions  of  this  act. 

Second.  The  principal  termini  and  general  route  of  the  railroad  or 
railroads  and  water  lines,  if  any,  then  owned  or  operated,  or  under 
construction  by  the  corporation.  ' 

Third.  The  amount  of  capital  stock  of  the  corporation  and  the 
number  of  shares  into  which  the  same  is  divided. 

Fourth.  Whether  the  capital  stock  has  a  par  value,  and  if  so,  the 
par  value  thereof;  whether  there  is  more  than  one  class  of  stock,  and 
if  so,  the  relative  rights  of  the  several  classes. 

Fifth.  The  number  of  directoi-s  and  the  names  and  residences  of 
the  persons  then  constituting  the  board  of  directors  and  also  the 
names  and  residences  of  its  president,  of  its  vice  president  or  vice 
presidents,  of  its  secretary,  of  its  treasurer,  and  of  its  chief  accounting 
officer. 

Sixth.  The  domicile  of  the  corporation. 

Seventh.  The  name,  the  termini,  and  general  route,  the  amount  of 
capital  stock;  the  number  of  shares  into  wliich  it  is  divided,  the  kind 
of  stock,  the  class  of  stock;  the  relative  rights  of  the  several  classes  of 
stock,  and  the  number  and  names  of  the  directors  and  officers  of  the 
corporation  as  set  forth  in  said  certificate  which  shall  be  the  same  as 
those  of  the  existing  corporation. 

Eighth.  That  the  capital  stock  of  the  reincorporated  corporation 
shall  be  evidenced  by  the  outstanding  certificates  of  capital  stock  of 
the  then  existing  corporation  until  certificates  of  capital  stock  of  the 
reincorporated  corporation  shall  be  issued  in  exchange  therefor  in 
due  course  of  transfer. 

Ninth.  That  all  bonded  and  other  indebtedness,  and  all  obligations 
or  liabihties  of  whatsoever  kind  or  nature  of  the  then  existing  cor- 
poration shall  be  assumed  by  and  shall  become  those  of  the  reincor- 
porated corporation. 

Tenth.  Any  other  provisions,  not  inconsistent  with  law,  which 
the  corporation  may  see  fit  to  adopt  for  the  regulation  of  its  business 
and  the  conduct  of  its  affairs. 
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Sec,  41.  The  certificate  of  incorporation  shall  be  signed  by  a 
majority  of  the  directors  of  the  corporation,  shall  be  attested  by 
the  seal  thereof  and  the  signature  of  the  secretary  or  of  an  assistant 
secretary.  Each  director  signing  said  certificate  shall  make  an 
affidavit  before  a  notary  public  that  he  executed  said  instrument 
and  that  he  was  at  the  time  a  director  of  said  corporation.  Said 
certificate,  together  with  the  affidavits  of  the  directors  certified  by 
the  notary  public  and  authenticated  by  his  seal,  together  with  a 
copy,  certified  by  the  corporation's  secretary,  of  the  resolution  of  the 
stockholders  referred  to  in  section  40  of  this  act,  shall  be  transmitted 
to  the  Interstate  Commerce  Commission,  which  shall  cause  said 
certificate  to  be  recorded  in  a  book  to  be  kept  by  it  for  that  purpose, 
and  shall  carefully  preserve  the  said  certificate  and  the  affidavits  in 
its  office.  A  copy  of  such  certificate,  authenticated  by  the  secretary 
or  by  any  member  of  the  commission  under  the  commission's  seal, 
shall  be  evidence  in  all  courts  and  places  of  the  reincorporation  of 
the  company  pursuant  to  the  provisions  of  this  act. 

Sec.  42.  Every  such  existing  corporation  which  shall  have  filed 
said  certificate  shall  immediately  thereupon  become  and  be  a  Federal 
railroad  corporation  under  the  provisions  of  this  act,  and  shall  con- 
tinue as  such  until  dissolved  in  a  manner  hereinafter  in  Chapter 
XIV  of  this  act  provided. 

Sec.  43.  All  powers,  rights,  privileges,  and  franchises  held  or 
enjoyed  by  any  such  existing  corporation  at  the  time  of  the  filing  with 
the  Interstate  Commerce  Commission  of  such  certificate,  whether 
derived  from  special  act  of  incorporation,  general  or  special  laws  of 
any  State  or  Territory,  or  from  any  constitution  or  other  legal  author- 
ity, are  hereby  conferred  upon,  and  shall  continue  to  be  held  and 
enjoyed  under  and  by  virtue  of  this  act,  by  such  corporation  when 
reincorporated  hereunder,  except  such  powers,  rights,  privileges,  and 
franchises  as  are  forbidden  by  this  act  or  by  any  act  of  Congress  now 
in  force  or  hereafter  passed,  and  such  reincorporated  corporation 
shall,  in  addition  to  such  powers,  rights,  privileges,  and  franchises 
have,  possess,  and  enjoy  such  others  as  are  or  may  be  conferred  upon 
corporations  created  under  this  act,  and  shall  be  subject  to  the  duties 
and  obligations  imposed  upon  Federal  i-ailroad  corporations  by  the 
provisions  of  this  act. 

Sec.  44.  AU  constitutions,  statutes,  ordinances,  and  orders  of  any 
State,  Territory,  District,  or  municipality,  in  so  far  as  they  are 
designed  or  construed  to  prevent,  hinder,  or  interfere  with  the 
reincorporation  qi  existing  corporations  pursuant  to  the  provisions 
of  this  act,  or  to  enlarge  or  restrict  the  corporate  powers  or  obliga- 
tions of  any  such  company  when  so  reincorporated,  are  hereby  de- 
clared inoperative  as  constituting  a  regulation  of  or  burden  upon 
interstate  or  foreign  commerce  and  an  interference  with  the  powers 
of  the  Congress  of  the  United  States  to  regulate  such  commerce. 

Sec.  45.  AU  property,  property  rights,  contract  rights,  and  assets 
of  every  kind  owned  or  possessed  by  any  such  corporation  reincor- 
porating hereunder  shaU  by  virtue  of  such  reincorporation  and  of 
this  act  and  without  any  additional  proceeding,  formality,  or  act 
whatsoever,  become  and  be  immediately  vested  in  such  reincorpo- 
rated company,  and  all  debts,  liabilities,  contracts,  obligations,  liens, 
claims,  and  rights  of  whatsoever  kind  of  any  corporation  which  shall 
become  reincorporated  under  the  provisions  of  this  act  shaU  contmue 


RETUEN    OF   THE   RAILROADS   TO   PRIVATE    OWSTERSHIP.       1139 

unimpaired  and  be  enforceable  by  suit  or  otherwise  in  the  same  way 
and  to  the  same  extent  as  if  such  company  had  not  been  reincorpo- 
rated; and  no  suit,  action,  or  proceeding  by  or  against  any  such 
company  shall  abate  or  be  affected  by  such  reincorporation ;  but  every 
such  suit,  action,  and  proceeding  shall  be  conducted,  decided,  and 
enforced  without  revivor  or  the  making  of  new  parties  in  the  same 
manner  as  if  said  company  had  not  been  reincorporated. 

Chapter  VII. 

THE    CREATION    OF    RAILROAD    CORPORATIONS. 

Sec.  46.  Railroad  corporations  may  be  created  under  this  act  by 
any  number  of  natural  persons,  not  less,  in  any  case,  than  five,  who 
shall  obtain  from  the  Federal  transportation  board  a  certificate  of 
public  convenience  and  necessity  as  in  section  48  of  this  act  provided, 
and  who  shall  execute,  acknowledge,  and  file  with  the  Interstate 
Commerce  Commission  a  certificate  of  incorporation  which  shall 
specifically  state:  • 

First.  That  the  certificate  is  made  and  the  corporation  is  formed 
pursuant  to  the  provisions  of  this  act. 

Second.  The  name  assumed  by  such  corporation,  which  shall  be 
subject  to  the  approval  of  the  chairman  of  the  commission. 

Third.  The  principal  termini  and  general  route  of  the  railroad  or 
railroads,  including  water  lines,  if  a  mixed  rail-and-water  line  system 
of  transportation  is  contemplated,  to  be  constructed  or  owned  by  the 
corporation. 

Fourth.  The  amount  of  capital  stock  which  shall  not  be  less  than 
S5,000  per  mile  of  road  as  shown  under  the  preceding  head,  and  the 
number  of  shares  into  which  the  same  is  to  be  divided. 

Fifth.  Whether  the  capital  stock  has  a  par  value;  and,  if  so,  the 
par  value  thereof;  whether  there  is  more  than  one  class  of  stock, 
and,  if  so,  the  relative  rights  of  the  several  classes. 

Sixth.  The  number  of  directors,  which  shall  not  be  less  than  seven 
nor  more  than  twenty-five;  and  the  names  and  residences  of  the 
persons  w^ho  shall  constitute  the  first  board  of  directors  and  of  the 
persons  who  shall  be  respectively  the  first  president,  the  first  vice 
president  or  vice  presidents,  the  first  secretary,  the  first  treasurer, 
and  the  first  chief  accounting  officer. 

Seventh.  The  domicile  of  the  corporation. 

Eighth.  Any  other  provisions,  not  inconsistent  with  law,  which 
the  incorporators  may  see  fit  to  adopt  for  the  regulation  of  the  busi- 
ness of  the  corporation  and  the  conduct  of  its  affairs. 

Sec.  47.  The  certificate  of  incorporation  shall  be  acknowledged 
by  the  persons  signing  the  same  before  a  notary  public,  which 
acknowledgment  shall  be  certified  by  the  notary  and  authenticated 
by  his  seal,  and  shall  be  transmitted  to  the  Interstate  Commerce 
Commission,  which  shall  cause  the  same  to  be  recorded  in  a  book  to 
be  kept  for  that  purpose  and  shall  carefully  preserve  the  same  in  its 
office.  A  copy  of  such  certificate  authenticated  by  the  secretary,  or 
by  any  member,  of  such  commission,  under  the  commission's  seal, 
shall  be  evidence  in  all  courts  and  places  of  the  incorporation  of  such 
company. 
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Sec.  48.  Upon  the  application  of  any  five  or  more  persons  desiring 
to  form  a  railroad  corporation  under  the  provisions  of  this  chapter, 
the  Federal  transportation  board  shall  inquire  and  determine  whether 
the  public  convenience  or  necessity  require  or  justify  the  construc- 
tion of  the  proposed  road  or  any  part  thereof  and  shall  give  or  refuse 
a  certificate  accordingly. 

Sec.  49.  Before  filing  or  authorizing  the  filing  of  the  articles  of 
incorporation  of  any  company  under  this  chapter,  the  Interstate 
Commerce  Commission  shall  require  the  filing  of  a  certificate  from 
the  Federal  transportation  board  that  the  public  convenience  or 
necessity  require  or  justify  the  construction  of  the  road  described  in 
the  thu'd  paragraph  of  the  certificate  of  incorporation,  or  some  part 
thereof,  and  proof  by  the  aflSdavit  before  a  notary  public  of  a  ma- 
jority of  the  persons  executing  the  articles  of  incorporation,  or,  in 
the  absence  thereof,  in  such  other  form  as  the  commission  may 
approve,  but  not  less  than  25  per  cent  of  the  capital  stock  of  the 
company  has  been  subscribed  and  not  less  than  10  per  cent  thereof 
has  been  actually  paid  in  in  cash  and  deposited  in  some  bank  or  trust 
company  to  the  order  of  the  board  of  du-ec'tors  of  said  company. 

Sec.  50.  The  existence  of  such  corporation  shall  date  from  the 
filing  of  the  articles  of  incorporation  with  the  Interstate  Commerce 
Commission,  as  herein  provided;  and  shall  continue  until  dissolved 
in  the  manner  hereinafter  in  Chapter  XIV  provided. 

Chapter  VIII. 

CONSOLIDATION,    MERGERS,    SALES,    LEASES,    AND    TRACKAGE    RIGHTS. 

Sec.  51.  Any  corporation  created  or  reincorporated  pursuant  to 
the  provisions  of  this  act  may,  subject  to  provisions  of  section  11  of 
this  act: 

(1)  Consolidate  with  any  other  such  corporation  or  corporations 
created  or  reincorporated  pursuant  to  the  provisions  of  this  act; 

(2)  Merge  into  itself  or  be  merged  into  any  other  such  corporation 
created  or  reincorporated  pursuant  to  the  provisions  of  this  act; 

(3)  SeU  and  convey,  be  deed  or  other  appropriate  instrument  of 
transfer,  the  whole  of  its  railroad,  property,  and  franchises,  or  any 
part  of  such  railroad  and  property  with  the  franchises  pertaining 
thereto,  to  any  other  such  corporation  created  or  reincorporated 
pursuant  to  the  provisions  of  this  act; 

(4)  Acquire  the  stock  or  securities,  or  any  part  thereof,  of  any 
other  carrier  engaged  in  interstate  or  foreign  commerce; 

(5)  Lease  the  whole  of  its  railroad,  property,  and  franchises,  or 
any  part  of  such  railroad  and  property  with  the  franchise  pertaining 
to  such  part,  to  any  other  such  corporation  created  or  reincorporated 
pursuant  to  the  provisions  of  this  act; 

(6)  Grant  a  right  of  trackage  over  its  railroad,  or  any  part  thereof, 
and  the  use,  joint  or  otherwise,  of  any  of  its  facilities  to  any  other 
such  corporation  created  or  reincorporated  pursuant  to  the  provi- 
sions of  this  act. 

Sec.  52.  The  consolidation  of  corporations  created  or  reincorpo- 
rated pursuant  to  the  provisions  of  this  act  shall  be  effected  in  the 
following  manner: 
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(a)  Tlie  boards  of  directors  of  the  several  corporations  proposing  to 
consolidate  shall  enter  into  a  joint  agreement,  under  the  corporate 
seals  of  their  respective  corporations,  for  the  consolidation  of  such 
corporations,  prescribing  the  terms  and  conditions  thereof,  the  mode 
of  carrying  the  same  into  effect,  the  name  of  the  new  corporation, 
the  number,  names,  and  places  of  residence  of  the  directors,  the  presi- 
dent, the  vice  presidents  (if  any),  the  secretary,  the  treasurer,  and  the 
chief  accounting  officer  thereof  (who  shall  hold  their  offices  until  their 
successors  shall  be  chosen  or  appointed) ;  the  prmcipal  termini  and 
general  route  of  the  railroads  of  the  new  corporation  or  proposed  to 
be  constructed  by  it;  the  domicile  of  the  new  corporation ;  the  amount 
of  the  capital  stock  of  the  new  corporation  and  the  number  of  shares 
into  which  it  is  to  be  divided ;  the  par  value  of  each  share  if  it  has  a 
par  value,  and  if  it  is  to  be  divided  into  classes,  the  classes  thereof, 
with  the  terms  on  which  it  is  to  be  issued ;  the  manner  of  converting 
the  capital  stock  of  each  of  the  consolidating  coi"porations  into  the 
capital  stock  of  the  new  corporation  or  of  otherwise  providmg  for 
the  same;  and  such  other  provisions  and  details,  not  inconsistent 
with  any  act  of  Congress,  as  the  boards  of  directors  entering  into  such 
agreement  shall  deem  necessary  or  appropriate. 

The  amount  of  the  capital  stock  of  such  new  corporation  shall  not 
be  in  excess  of  the  aggregate  of  the  capital  stocks  of  the  consolidating 
corporations  plus  such  additional  amount,  if  any,  as  is  to  be  paid  for 
in  cash.  No  bonds  or  other  evidences  of  indebtedness  shall  be  issued 
in  connection  with  the  consolidation  unless  they  be  issued  for  the 
funding  or  refunding  of  existing  indebtedness  or  for  cash. 

(b)  vSuch  agreement  shall  be  submitted  to  the  stockholders  of  each 
of  such  corporations  separately  at  a  meeting  thereof  called  for  the 
purpose  of  taking  the  same  into  consideration,  at  which  meeting  there 
shall  be  present,  in  person  or  by  proxy,  stockholders  holding  a  majority 
of  the  stock  of  such  corporation.  Due  notice  of  the  time  and  place 
of  holding  such  meetmg  and  the  general  object  thereof  shall  be  given 
by  such  corporation  to  its  stockholders  by  written  by  printed  notice 
addressed  to  each  of  the  persons  in  whose  names  the  capital  stock  of 
such  corporation  stands  on  the  books  thereof  and  delivered  to  such 
persons  respectively,  or  sent  to  them  by  mail  to  the  last  post-office 
address  known  to  the  corporation  of  each  of  the  stockholders  of 
record,  at  least  30  days  before  the  time  of  holding  such  meeting, 
and  also  by  a  general  notice  published  at  least  once  a  week  for  four 
successive  weeks  in  some  newspaper  printed  in  the  town,  city,  or 
county  where  such  corporation  has  its  domicile.  At  such  meeting 
of  stockholders  such  agreement  shall  be  considered,  and  a  vote  by 
ballot  taken  for  the  adoption  or  rejection  of  the  same,  each  share 
entitling  the  record  holder  thereof  to  one  vote;  and,  if  the  votes  of 
the  stockholders  owning  at  least  two-thirds  of  the  stock  of  each  cor- 
poration present  and  voting  in  person  or  by  proxy  shall  be  for  the 
adoption  of  such  agreement,  then  that  fact  shall  be  certified  by  ths 
president  or  one  of  the  vice  presidents  of  the  corporation,  under  it. 
corporate  seal  attested  by  its  secretary  or  an  assistant  secretary 
Such  certificate,  duly  acknowledged  before  a  notary  public  by  the 
president  or  the  vice  president  signing  the  same  and  by  the  secretary 
or  an  assistant  secretary  of  the  several  corporations,  together  with  a 
copy  of  the  agreement,  shall  be  presented  to  the  Interstate  Com- 
merce Commission  for  its  approval;  and  the  commission  shall  ascer- 
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tain  and  declare  whether  the  appUcants  have  complied  with  the 
requirements  of  law  relating  to  the  consolidation  of  corporations  as 
in  this  act  prescribed,  and  shall,  subject  to  the  exercise  by  it  of  the 
discretion  conferred  upon  it  by  section  11  of  this  act,  grant  its  approval 
of  such  consolidation  if  it  finds  that  such  requirements  have  been 
complied  with,  and  shall  refuse  it  if  it  finds  that  they  have  not  been 
complied  with.  If  such  approval  be  given,  such  agreement  and 
certificates,  with  the  order  thereon  of  the  commission,  shall  be 
recorded  in  a  book  kept  by  said  commission  in  its  office  for  that 
purpose  and  shall  constitute  the  certificate  of  incorporation  of  the 
new  corporation.  When  such  agreement  and  certificates  with  the 
order  of  approval  thereon  of  the  commission  shall  have  been  filed  for 
record  by  the  new  corporation,  such  consolidation  shall  be  complete 
and  the  new  corporation  duly  incorporated  under  this  act,  and  it 
may  proceed  to  carry  out  the  details  of  such  consolidation  according 
to  the  terms  of  the  agreement  and  to  transact  and  to  carry  on  the 
business  for  which  it  was  formed:  Provided,  however,  That  no  stock 
or  bonds  or  other  obligations  for  the  issuance  of  which  the  approval 
of  the  Federal  transportation  board  is  by  this  act  required  shall  be 
issued  by  such  new  corporation  until  the  provisions  of  this  act  as 
contained  in  Chapter  IV  hereof  in  respect  to  the  issuance  of  securities 
shall  have  been  complied  with. 

Such  consolidated  corporation  shall  be  a  new  corporation  and  shall 
have  all  and  singular  the  rights,  privileges,  and  franchises  of  each  of 
the  consolidating  corporations,  parties  to  the  agreement  of  con- 
solidation, except  as  restricted  by  any  act  of  Congress,  and  all  the 
powers,  rights,  and  franchises  oif,  and  shall  be  subject  to  all  the 
duties  and  obligations  granted  to  and  imposed  upon  Federal  rail- 
road corporations  by  this  act;  and  all  propert}^,  real  and  personal, 
and  all  debts  due  on  whatever  account,  as  well  of  stock  subscrip- 
tions as  other  things  in  action,  belonging  to  each  of  such  consolidat- 
ing corporations  shall  be  taken  and  deemed  to  be  transferred  to  and 
vested  in  t!  uch  new  corporation  without  further  act  or  deed;  and  all 
property,  all  rights  of  way,  and  all  and  every  other  interest  shall  be 
as  effectually  the  property  of  the  new  corporation  as  they  were  of 
the  former  corporations,  parties  to  the  said  agi-eement;  and  the  title 
to  the  real  estate,  either  by  deed  or  otherwise,  vested  in  any  of  said 
corporations  shall  not  be  deemed  to  revert  or  to  be  in  any  way 
impaired  by  reason  of  this  act  or  of  such  consolidation:  Pr^ovided, 
however,  That  the  rights  of  creditors  and  all  liens  upon  the  property 
of  any  of  said  corporations  shall  be  preserved  unimpaired,  and  the 
respective  corporations  shall  be  deemed  to  continue  in  existence  so 
far  as  may  be  necessary  to  preserve  the  same,  and  all  debts,  liabilities, 
and  duties  of  each  of  said  companies  shall  thenceforth  attach  to 
said  new  corporation  and  become  and  be  its  debts,  liabilities,  and 
duties,  and  be  enforceable  against  it  to  the  same  extent  as  if  the 
said  debts,  liabilities,  and  duties  had  been  incurred  or  contracted 
by  it. 

Any  action  or  proceeding  pending  by  or  against  any  of  the  consoli- 
dating corporations  may  be  prosecuted  to  judgment  as  if  such  con- 
solidation had  not  taken  place,  or  the  new  corporation  may  be  sub- 
stituted in  its  place. 

Sec.  53.  Whenever  any  corporation  created  or  reincorporated 
under  the  provisions  of  this  act  shall  omii  all  of  the  capital  stock  of 
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any  other  such  corporation,  the  hoard  of  directors  of  such  owning 
corporation  may,  by  resolution,  dechire  that  there  shall  be  merged 
into  it  the  corporation '  the  stock  of  which  is  so  owned.  A  copy  of 
such  resolution,  duly  certified  by  the  president  or  a  vice  president, 
under  the  seal  of  the  owning  corporation,  attested  by  the  secretary 
or  an  assistant  secretary,  shall  be  presented  to  the  Interstate  Com- 
merce Commission  for  its  approval.  The  said  commission  shall  pro- 
ceed as  in  section  11  of  this  act  provided  and  in  addition  thereto, 
and  if  it  apjjroves  such  merger,  shall  ascertain  and  declare  whether 
the  foregoing  provisions  of  this  section  have  been  duly  complied 
with,  and  if  it  finds  that  they  have,  it  shall  approve  the  said  merger  ; 
if  it  finds  that  they  have  not,  it  shall  refuse  its  approval.  If  such 
approval  be  given,  a  copy  of  said  resolution,  certified  as  aforesaid, 
with  the  order  thereon  of  the  commission,  shall  be  recorded  in  a  book 
kept  by  the  commission  in  its  office  for  that  purpose;  and  thereupon 
the  certificate  of  incorporation  of  said  corporation  shall,  without  any 
further  action  on  its  part  or  on  the  part  of  its  stockholders,  be  taken 
to  be  amended  so  as  to  include  therein  and  thereunder  the  railroad 
and  property  of  the  corporation  so  merged,  and  all  and  singular  the 
rights,  privileges,  and  franchises  of  the  corporation  so  merged,  except 
as  restricted  by  any  act  of  Congress,  and  all  property,  real  and  per- 
sonal, and  all  debts  due  on  whatever  account  belonging  to  such 
merged  corporation  shall  be  taken  and  deemed  to  be  transferred  to 
and  vested  in  such  merging  corporation  without  further  act  or  deed; 
and  all  property,  all  rights  of  way,  and  all  and  every  other  interest 
shall  be  as  effe(;tually  the  property  of  the  corporation  so  merging  as 
they  were  of  the  merged  corporation;  and  the  title  to  the  real  estate, 
either  by  deed  or  otherwise,  vested  in  such  merged  corporation  shall 
not  be  deemed  to  revert  or  to  be  in  any  way  impaired  by  reason  of 
this  act  or  of  such  merger:  Provided,  however,  That  the  rights  of 
creditors  and  all  liens  upon  the  property  of  such  merged  corporation 
shall  be  preserved  unimpaired,  and  such  corporations  shall  be  deemed 
to  continue  in  existence  so  far  as  may  be  necessary  to  preserve  the 
same,  and  all  of  its  debts,  liabilities,  and  duties  shall  thenceforth 
attach  to  such  merging  corporation  and  become  and  be  its  debts, 
liabilities,  and  duties,  and  be  enforceable  against  it  to  the  same 
extent  as  if  the  said  debts,  liabilities,  and  duties  had  been  incurred 
or  contracted  by  it. 

Any  action  or  proceeding  pending  by  or  against  such  merged  cor- 
poration may  be  prosecuted  to  judgment  as  if  such  merger  had  not 
taken  place,  or  such  merging  corporporation  may  be  substituted  in 
its  place. 

Sec.  54.  Any  corporation  created  or  reincorporated  pursuant  to 
the  provisions  of  this  act  may  sell  and  convey,  by  deed  or  other 
appropriate  instrument  of  transfer  setting  forth  the  consideration, 
terms  and  conditions  of  the  sale  and  purchase,  the  whole  of  its  rail- 
road, property  and  franchises,  or  any  part  of  its  railroad  and  property 
with  the  iranchises  pertaining  thereto,  to  any  other  such  corporation, 
when  such  sale  shall  have  been  approved  by  the  Interstate  Commerce 
Commission  under  section  1 1  of  this  act  and  shall  have  been  author- 
ized by  the  stockholders  of  the  two  corporations,  at  meetings  thereof 
separately  held,  in  the  same  manner  and  by  the  same  vote  required 
in  the  case  of  consolidation  as  set  forth  in  section  52  of  this  act.  The 
fact  of  such  approval  by  the  stockholders  shall  be  certified  by  the 
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president,  or  a  vice  president,  of  each  of  the  corporations,  under  its 
corporate  seal  attested  by  the  secretary  or  an  assistant  secretary. 
Such  certificate,  duly  acknowledged  before  a  notary  public  by  the 
president  or  the  vice  president  signing  the  same  and  by  the  secretary 
or  an  assistant  secretary,  of  each  of  the  corporations,  together  witn 
a  copy  of  the  deed  or  other  instrument  of  transfer,  shall  be  presented 
to  the  Interstate  Commerce  Commission  for  its  approval.  The  said 
commission  shall  ascertain  and  declare  whether  the  foregoing  provi- 
sions of  this  section  have  been  duly  complied  with,  and  if  it  finds  that 
they  have,  it  shall  approve  the  same ;  if  it  finds  that  they  have  not, 
it  shall  refuse  its  approval.  If  such  approval  be  given,  a  copy  of  such 
certificate  and  of  such  deed  or  other  instrument  of  transfer,  with  the 
order  thereon  of  the  said  commission,  shall  be  recorded  in  a  book 
kept  by  the  commission  in  its  office  for  that  purpose;  and  thereupon 
the  respective  certificates  of  incorporation  of  such  selling  corpora- 
tion and  of  such  purchasing  corporation  shall  be  deemed  amended 
so  as  to  exclude  from  the  former  and  to  include  in  the  latter  the  rail- 
road and  property  so  sold  and  conveyed. 

Sec.  55.  Any  corporation  created  or  reincorporated  pursuant  to 
the  provisions  of  this  act  may,  upon  receiving  the  approval  of  the 
Interstate  Commerce  Commission  under  section  11  of  this  act,  lease, 
for  such  period  of  time  and  on  such  terms  as  may  be  agreed  upon,  the 
whole  of  its  railroad,  property,  and  franchises,  or  any  part  of  its 
railroad  and  property  with  the  franchises  pertaining  thereto,  to  any 
other  such  corporation.  If  such  lease  be  for  a  term  of  more  than  five 
years,  it  shall  not  be  valid  unless  it  shall  have  been  authorized  by  the 
stockholders  of  the  lessor  corporation  and  by  the  stockholders  of  the 
lessee  corporation,  at  meetings  thereof  separately  held,  in  the  same 
manner  and  by  the  same  vote  required  in  the  case  of  consolidation  as 
set  forth  in  section  52  of  this  act.  The  fact  of  such  approval  by  the 
stockholders  shall  be  certified  by  the  president,  or  a  vice  president, 
of  each  of  the  corporations,  under  its  corporate  seal  attested  by  the 
secretary  or  an  assistant  secretary.  Such  certificate,  duly  acknowl- 
edged before  a  notary  public  by  the  president  or  the  vice  president 
signing  the  same  and  by  the  secretary  or  an  assistant  secretary  of 
each  of  the  corporations,  together  with  a  copy  of  the  lease,  shall  be 
presented  to  the  Interstate  Commerce  Commission  for  its  approval. 
The  said  commission  shall  ascertain  and  declare  whether  the  fore- 
going provisions  of  this  section  have  been  duly  complied  with,  and 
if  it  finds  that  they  have,  it  shall  approve  the  same;  if  it  finds  that 
they  have  not,  it  shall  refuse  its  approval.  If  such  approval  be  giveii 
a  copy  of  such  certificate  and  lease,  with  the  order  thereon  of  the 
commission,  shall  be  recorded  in  a  book  kept  by  the  said  commission 
in  its  office  for  that  purpose;  and  thereupon  the  lessee  may  take 
possession  of  and  operate  the  leased  property  and  shall  exercise  all 
of  the  rights  and  franchises  of  the  lessor  pertaining  thereto,  subject 
to  the  terms  of  the  lease. 

Sec.  56.  Any  corporation  created  or  reincorporated  pursuant  to 
the  provisions  of  this  act  may  grant  the  right  of  trackage  for  the 
movement  of  trains  and  equipment  over  its  railroad,  or  any  part 
thereof,  to  any  other  such  corporation,  for  such  period  of  time  and 
on  such  terms  as  may  be  agreed  upon.  If  such  right  of  trackage  is 
for  a  period  of  more  than  five  years,  it  shall  require  the  authoriza- 
tion of  stockholders  and  the  approval  of  the  Interstate  Commerce 
Commission  as  provided  in  the  case  of  leases  in  section  55  of  this  act. 
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Sec.  57.  The  foregoing  provisions  of  this  chapter  in  respect  to  con- 
soHdation,  merger,  sale,  or  lease  are  hereby  expressly  made  subject 
to  the  provisions  of  section  11  of  this  act. 

Chapter  IX. 

HOW  PURCHASER  OF  FRANCHISES  AND  PROPERTY  OF  CORPORATIONS 
MAY  FORM  A  CORPORATION. 

Sec  58.  If  the  franchises  and  property  of  any  corporation  created 
or  reincorporated  or  formed  by  consolidation  under  the  provisions  of 
this  act,  or  of  a  railroad  company  created  under  the  laws  of  any  State 
or  Territory,  are  sold  under  any  deed  of  trust  or  mortgage,  or  by  vir- 
tue of  the  judgment  or  decree  of  an}"  court,  or  pursuant  to  a  disso- 
lution thereof,  to  an  individual  or  individuals,  the  person  or  persons 
who  may  become  the  purchaser  or  purchasers  of  the  franchises  and 
property,  or  of  the  property,  of  said  corporation  at  any  such  sale 
may,  for  the  purpose  of  engaging  in  interstate  commerce,  organize  a 
corporation  under  this  act  for  the  enjoyment,  operation,  and  manage- 
ment of  the  same.  Such  corporation  may  be  formed  by  a  certificate 
of  incorporation,  executed,  and  acknowldged,  as  hereinafter  provided, 
by  the  purchaser  or  purchasers,  and  such  persons  as  are  or  may  be 
associated  with  them  for  the  purpose,  which  certificate  shall  set  forth: 

First.  That  the  certificate  is  made  and  the  company  is  formed  {pur- 
suant to  the  provisions  of  this  act. 

Second.  The  name  assumed  by  such  corporation,  which  shall  be 
subject  to  the  approval  of  the  chairman  of  the  Federal  railroad  com- 
mission. 

Third.  A  general  description  of  the  property  purchased,  the  date 
of  the  deed  of  trust,  mortgage,  judgment,  or  decree  under  which  the 
sale  was  made,  and  the  terms  of  purchase  which  are  to  be,  or  have 
been  complied  with. 

Fourth.  The  amount  of  capital  stock  and  the  number  of  shares 
into  which  the  same  is  to  be  divided. 

Fifth.  Whether  the  capital  stock  has  a  par  value,  and  if  so,  the 
par  value  thereof ;  whether  there  is  more  than  one  class  of  stock,  and 
if  so,  the  relative  rights  of  the  several  classes. 

Sixth.  The  number  of  directors,  which  shall  not  be  less  than 
seven  nor  more  than  twenty-five;  and  the  names  and  residences  of 
the  persons  who  shall  constitute  the  first  board  of  directors  and  of 
the  persons  who  shall  be,  respectively,  the  fu-st  president,  the  first 
vice  president  or  vice  presidents,  the  first  secretary,  the  first  treas- 
urer, and  the  first  chiei  accounting  officer. 

Seventh.  The  domicile  of  the  corporation. 

Eighth.  Any  other  provisions,  not  inconsistent  with  law,  which 
the  incorporators  may  see  fit  to  adopt  for  the  regulation  of  the 
business  of  the  corporation  and  the  conduct  of  its  affairs. 

The  certificate  of  incorporation  shall  be  signed  by  the  purchaser  or 
purchasers  and  their  said  associates,  if  any,  and  acknowledged  by 
them  before  a  notary  public  and  shall  be  filed  with  the  Interstate 
Commerce  Commission  just  as  in  the  case  of  other  corporations 
created  under  this  act,  and  when  such  certificate  shall  be  filed  as 
aforesaid,  the  corporation  shall  be  deemed  to  be  duly  organized,  and 
shall  have  all  the  rights,  powers,  and  privileges  of  the  corporation 
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whose  property  is  purchased  and  also  all  rights,  powers,  and  privi- 
leges, and  be  subject  to  all  the  restrictions,  limitations,  and  liabilities 
of  other  corporations  organized  under  this  act,  and  shall  generally 
be  subject  to  all  the  provisions  of  this  act. 

Chapter  X. 

AMENDING    ARTICLES    OF    INCORPORATION. 

Sec.  59.  Any  company,  incorporated  or  reincorporated  or  formed 
by  consolidation  under  the  provisions  of  this  act,  may  amend  its 
articles  of  incorporation  as  hereinafter  provided  in  any  particular 
not  inconsistent  with  the  provisions  of  this  statute  or  other  act  of 
Congress. 

Sec.  60.  The  amendments  shall  be  in  the  form  of  a  certificate, 
which,  after  stating  that  it  is  made  pursuant  to  the  provisions  of 
this  act,  and  referring  to  the  date  of  the  filing  of  the  certificate  of 
incorporation  or  reincorporation  of  the  company  or  of  the  consolida- 
tion, and  of  any  previous  amendments,  shall  refer,  by  number,  to  the 
article,  paragraph,  or  subdivision  of  the  previously  existing  certificate 
intended  to  be  amended,  or  may  add  thereto  another  article  or  other 
articles  of  amendments  not  inconsistent  with  this  act;  and  such 
certificate  shall  thereupon  set  forth  and  reenact  the  article,  para- 
graph, or  subdivision  in  the  form  in  which  the  same  shaU  thereafter 
be,  or  shaU  set  forth  in  full  the  additional  article  or  articles  which 
it  is  proposed  to  introduce  by  way  of  amendment. 

Sec.  61.  The  certificate  making  such  amendment  shall  be  signed 
by  a  majority  of  the  directors  of  the  corporation,  and  shall  be  attested 
by  the  seal  of  the  corporation  and  the  signature  of  the  secretary  or 
of  an  assistant  secretary.  Each  director  signing  the  said  certificate 
shall  make  an  affidavit  before  a  notary  public  that  he  executed 
said  instrument  and  that  he  was  at  the  time  a  director  of  said  corpora- 
tion. Said  certificate,  together  with  the  affidavits  of  the  directors 
certified  by  the  notary  public  and  authenticated  by  his  seal,  shall 
be  transmitted  to  the  Interstate  Commerce  Commission,  which  shall 
cause  the  same  to  be  recorded  in  a  book  to  be  kept  for  that  purpose 
and  shall  carefully  preserve  the  said  certificate  and  the  affidavits  in 
its  office.  A  copy  of  said  certificate  authenticated  by  the  secretary 
or  by  any  member  of  the  commission,  under  the  commission's  seal, 
shall  be  evidence  in  all  courts  and  places  of  the  amendment  of  the 
articles  of  incorporation  of  the  company  as  shown  thereby. 

Sec.  62.  No  amendment  shall  be  filed  with  the  Interstate  Commerce 
Commission  or  become  valid  unless,  if  it  be  an  amendment  permitting 
the  construction  of  additional  line,  it  be  accompanied  by  a  certificate 
of  convenience  or  necessity  as  to  such  additional  line  from  the  Fed- 
eral transportation  board  under  the  provisions  of  section  48  of  this 
act,  or,  in  any  case,  until  the  same  shall  have  been  specifically  author- 
ized, or  shall  have  been  approved,  by  a  vote,  in  person  or  by  proxy, 
of  the  holders  of  two-thirds  in  amount  of  the  capital  stock  of  the 
company  present  or  represented  at  a  meeting  at  which  the  holders 
of  a  majority  of  the  stock  are  present  or  represented,  of  which  not 
less  than  ten  days'  notice  shall  nave  been  given,  stating  the  general 
purpose  of  the  meeting.  A  copy  of  the  resolution  of  the  stockhold- 
ers' meeting,  approving  or  authorizing  the  amendment,  together  with 
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an  affidavit  of  the  secretary  of  the  conipany  showing  the  notice  that 
was  given  of  the  meeting,  and  affidavits  of  the  chairman  and  secre- 
tary of  the  meeting  ttiat  the  copy  is  a  true  copy  of  the  resohition 
passed  by  a  vote  of  holders  of  two-thirds  in  amount  of  the  capital 
stock  of  said  company,  present  or  represented  at  said  meeting,  shall 
be  filed  with  the  Interstate  Commerce  Commission  at  the  time  or 
before  the  filing  of  said  amendment  of  the  articles  of  incorporation. 

Sec.  63.  In  case  any  company  incorporated  or  reincorporated  or 
formed  by  consolidation  under  this  act  shall  defuiitely  locate  for 
construction  any  branch  or  extension  of  the  lines  of  railroads  shown 
in  its  articles  of  incorporation,  or  shall  acquire  by  purchase  or  other- 
wise any  additional  line,  or  shall  sell  or  otherwise  voluntarily  relin- 
quish the  ownership  of  any  such  lines  or  parts  of  lines,  it  shall,  if  the 
effect  of  any  such  action  is  to  change  the  principal  termini  or  general 
route  of  its  lines,  within  one  year  thereafter  file  an  amendment  of  its 
articles  of  incorporation  showing  such  changes  in  its  line  or  system 
of  railroad. 

Sec.  64.  All  amendments  under  the  provisions  of  this  chapter  shall 
be  in  force  from  the  time  of  the  filing  of  the  same  with  the  Interstate 
Commerce  Commission. 

Chapter  XI. 

CORPORATE   POWERS. 

Sec.  65.  In  addition  to  any  powers  otherwise  conferred  upon  any 
corporation  by  this  act,  every  corporation  created  or  reincorporated, 
or  formed  by  consolidation,  pursuant  to  the  provisions  of  this  act, 
shall,  as  such  and  in  the  name  designated  in  the  certificate  of  incor- 
poration, or  of  any  amendment  thereof,  have  power: 

First.  To  adopt  and  use  a  corporate  seal,  which  it  may  alter,  renew, 
or  amend  at  its  pleasure. 

Second.  To  have  succession  until  dissolved  in  a  manner  hereinafter 
in  Chapter  XIV  of  this  act  provided. 

Third.  To  sue  and  be  sued. 

Fourth.  To  elect  directors  and  provide  for  the  filling  of- vacancies 
in  the  board  of  directors ;  to  divide  the  same  into  classes ;  and  to  appoint 
all  such  officers  and  agents  prescribed  by  the  by-laws  or  determined  by 
the  board  of  directors  as  the  business  of  the  corporation  shall,  in  the 
opinion  of  the  board,  rec^uire. 

Fifth,  To  prescribe  by-laws,  not  inconsistent  with  law,  regulating 
the  time,  place,  and  manner  of  holding  meetings  of  its  stockholders  and 
directors,  and  the  notice  which  shall  be  given  thereof,  and  the  mode  of 
serving  such  notice,  except  as  otherwise  provided  in  this  act;  to  fix  and 
alter  the  number  of  its  directors,  the  division  of  the  same,  if  desired, 
into  classes;  their  authority  and  powers;  the  duration  of  the  terms  of 
its  officers  and  directors  and  the  various  classes  thereof;  for  the  cer- 
tification and  transfer  of  its  stock;  regulating  the  ffiling  of  vacancies 
in  the  board  of  directors;  creating  the  principal  officers  of  the  cor- 
poration; specifying  the  extent  to  which  the  board  of  directors  may 
create  and  confer  powers  of  the  board  upon  committees  of  the  board; 
prescribing  the  manner  in  which  deeds  and  contracts  may  be  made; 
imposing  limitations  upon  the  powers  of  the  board  of  directors  and  of 
committees  of  the  board  and  of  officers  and  agents  of  the  company; 
and  generally  for  the  government  of  all  under  its  authority,  for  the 
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management  of  its  properties  and  estates  and  the  due  and  orderly 
regulation  and  conduct  of  its  affairs.  The  by-laws  may  be  enacted, 
amended,  or  repealed  by  the  board  of  directors  unless  the  stockholders 
at  an  annual  meeting,  or  at  some  special  meeting  called  for  the 
purpose,  shall  otherwise  order  and  direct:  but  by-laws,  or  any  pro- 
vision thereof,  enacted  or  amended  by  the  stockholders,  shall  be 
amended  or  repealed  only  by  the  stockholders. 

Sixth.  To  construct,  acquire,  own,  maintain,  improve,  and  operate 
as  a  common  carrier,  by  steam,  electricity,  or  other  power,  lines  of 
railroad,  and  mixed  rail-and-water  lines  between  the  termini  and 
along  the  routes  generally  described  in  its  articles  of  incorporation  or 
in  any  amendments  thereof:  to  change  the  location  of  any  part  or 
parts  of  its  line  for  the  purpose  of  improving  grades  or  alignment  or 
shortening  distances  when  such  change  of  location  shall  be  approved 
by  the  Federal  transportation  board  as  not  contrary  to  the  public 
interest :  to  acquire  by  purchase  or  lease,  or  consolidate  with  or  by  the 
purchase  of  the  securities  of,  a  company  owning  or  operating  any 
other  railroad  when  such  purchase,  lease,  or  consolidation  shall  have 
been  approved  by  the  Interstate  Commerce  Commission  as  in  section 
11  of  tliis  act  provided. 

Seventh.  To  organize  or  participate  in  the  organization  of  terminal 
railroad  and  station  companies  or  other  companies  designed  to  provide 
facilities  or  conveniences  for  the  reception,  accommodation,  trans- 
portation, handling,  or  delivery  of  passenger,  freight,  and  express 
traffic,  and  to  acquire  the  stocks  and  bonds  or  any  evidence  of  debt 
of  such  companies  or  to  guarantee  the  same;  to  organize  subsidiary 
companies  for  the  construction  of  branches  or  other  lines  so  located  as 
to  become  feedei's  to  the  main  line  of  the  company,  and  to  acquire  and 
own  all  or  any  part  of  the  capital  stock  or  other  securities  of  any  other 
transportation  company  when  the  ownership  thereof  is  approved  as 
provided  in  section  1 1  of  this  act. 

Eighth.  To  transport  passengers  and  property  and  to  perform  all 
services  incidental  to  such  transportation,  charging  reasonable  rates 
therefor,  whether  such  transportation  and  service  be  between  places 
in  one  State  and  places  in  other  States  or  in  foreign  countries,  or 
between  places  wholly  within  one  State;  and  generally  to  carry  on 
and  conduct  the  business  of  a  common  carrier  over  and  on  the  lines 
which  it  may  operate,  whether  said  business  be  intrastate,  interstate, 
or  foreign  commerce:  and  to  do  all  such  things  as  may  be  necessary 
or  reasonably  appropriate  to  provide  for  or  carry  on  the  business  of 
the  corporation. 

Ninth.  To  contract  and  be  contracted  with,  to  purchase,  hold,  and 
grant  such  real  and  personal  estate  as  the  purposes  of  the  corporation 
shall,  in  the  judgment  of  its  board  of  directors,  require,  and  all  other 
real  estate  which  shall  have  been  bona  fide  conveyed  or  mortgaged  to 
said  corporation,  or  for  its  benefit,  by  way  of  security,  or  in  satisfac- 
tion of  debts,  or  purchased  at  sales  upon  judgment  or  decree  obtained 
for  such  debts,  and  to  mortgage,  or  pledge,  or  convey,  by  way  of  deed 
of  trust  or  otherwise  encumber,  any  such  real  estate  or  personal 
estate,  and  the  franchises  of  such  corporation,  in  whole  or  in  part. 

Tenth.  To  exercise  and  enjoy  all  such  powers  of  eminent  domain  in 
each  of  the  States  as  are  authorized  of  conferred  by  the  existmg  laws 
thereof  on  railroad  corporations  of  that  State  in  the  manner  and 
through  the  procedure  and  in  the  tribunals  prescribed  by  such  laws 
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or  as  may  be  conferred  in  this  or  in  any  other  act  of  Congress  accord- 
ing to  the  provisions  of  such  acts. 

Eleventh.  To  retain  ^he  ownership  of  any  property,  in  addition  to 
that  authorized  by  this  act  to  be  owned  or  acquired  by  corporations 
created  or  reincorporated  or  formed  by  consoHdation  hereunder,  which 
any  existing  corporation  may  have  heretofore  la\^'fully  acquired  under 
the  powers  possessed  by  it  at  the  time,  the  acquisition  or  ownership 
of  which  shall  not  be  contrary  to  any  act  of  Congress. 

TSvelf th.  To  borrow  money,  to  make,  issue,  and  sell  shares  of  capital 
stock,  bonds,  bonds  convertible  into  stock,  notes  and  other  forms  of 
indebtedness,  and  to  guarantee  the  same  and  to  pledge,  mortgage,  or 
convey  by  deed  of  trust  or  otherwise,  any  of  its  properties  or  assets, 
including  its  franchises,  to  secure  such  bonds  or  other  indebtedness. 
But  no  such  stock,  bonds,  notes,  or  other  forms  of  indebtedness  shall 
be  issued  otherwise  than  in  accordance  with  the  provisions  contained 
in  Chapter  IV  of  this  act. 

Thirteenth.  To  cause  to  be  made  such  examination  for  its  railroad 
as  may  be  necessary  to  the  selection  of  the  most  advantageous  route 
or  routes,  or  for  the  improvement  or  straightening  of  its  line  or  change 
of  location,  for  constructing  or  providing  additional  tracks  or  facil- 
ities, or  for  any  other  work  or  thing  necessary  or  convenient  in  its 
service  as  a  common  carrier;  and  for  such  purposes  by  its  officers  and 
servants  to  enter  upon  the  lands  or  waters  of  any  person,  but  subject 
to  responsibility  for  all  actual  damage  that  may  be  done  thereby. 

Fourteenth.  To  purchase,  lease,  or  otherwise  acquire  or  construct, 
maintain,  and  operate  all  necessary  or  convenient  telegraph  and 
telephone  lines,  power  transmission  lines,  signal  service,  or  other 
facilities  and  appurtenances  in  connection  with  and  as  a  part  of 
its  business. 

Fifteenth.  To  exercise  all  such  incidental  powers  as  shall  be 
necessary  or  appropriate  to  the  location,  construction,  acquisition, 
maintenance,  equipment,  change  of  location,  change  of  its  line, 
improvement  and  operation  of  its  railroads  and  other  property, 
and  to  the  transportation  of  passengers  and  property,  and  to  the 
conduct  generally  of  its  business. 

Sec.  66.  In  the  event  the  said  corporation  can  not,  because  of 
any  incapacit}'  of  the  oMTier,  or  inability  to  agree  upon  the  price 
or  terms,  or  because  the  owner  can  not,  with  diligence,  be  found, 
or  is  unknown,  agree  on  terms  of  purchase  with  those  entitled  to 
any  land  or  interest  therein,  sand,  earth,  gravel,  water,  or  other 
material  necessary  to  be  taken  and  used  in  the  construction,  main- 
tenance, operation,  or  improvement  of  said  railroad,  or  in  the  change 
of  its  alignment  or  of  its  location,  or  in  the  construction  or  providing 
of  depots,  stations,  shops,  yards,  terminals,  or  additional  tracks  or 
facilities,  or  for  other  necessary  or  appropriate  railroad  purposes, 
or  on  the  terms  of  purchase  or  acquisition  of  any  leasehold,  or  other 
right,  held  or  enjoyed  without  power  of  assignment  or  transfer 
by  the  State  corporation  or  by  a  Federal  corporation  to  which, 
or  to  the  rights  of  which,  the  said  corporation,  if  it  be  a  corporation 
reincorporated  or  formed  by  consolidation  or  added  to  by  merger 
under  this  act,  may  succeed,  the  corporation  may,  in  any  such 
case,  proceed  for  the  condemnation  thereof  in  the  district  court 
of  the  United  States  within  the  jurisdiction  of  which  the  property 
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or  any  part  thereof  so  to  be  condemned  is  located,  and  the  practice, 
pleadings,  forms,  and  modes  of  proceeding  in  condemnation  causes 
under  this  act  in  the  district  courts  of  the  United  States  shall  con- 
form, as  near  as  may  be,  to  the  practices,  pleadings,  forms,  and 
proceedings  existing  at  the  time  in  like  causes  in  the  courts  of  record 
of  the  State  within  which  such  district  court  is  held,  any  rule  of  the 
court  to  the  contrary  notwithstanding:  Provided,  howet:>er,  That 
such  corporation  shall  not  take  by  condemnation  proceedings  a 
strip  of  land  wider  than  200  feet  for  a  single  track,  and  50 
feet  additional  for  ea/'h  additional  track,  or  side  or  passing 
track,  except  at  places  where  more  land  is  required  for  yards,  depots, 
terminals,  slopes,  ditches,  cuts,  tunnels,  embankments,  or  for  the 
improvement  or  straightening  of  its  line  or  change  of  location,  or  for 
drainage  or  for  depositing  waste  material. 

Sec.  67.  All  the  corporate  powers  of  every  corporation,  created 
or  reincorporated  or  formed  by  consolidation  pursuant  to  the  pro- 
visions of  this  act,  shall  be  vested  in  and  be  exercised  by  its  legally 
constituted  board  of  directors,  subject  to  such  restrictions  as  the 
stockholders  by  duly  enacted  by-laws  or  other  regulations  may 
impose. 

Chapter  XII. 

GOVERNMENTAL  AUTHORITY  OVER  COMPANIES  INCORPORATED  UNDER 

THIS  ACT. 

Sec.  68.  Every  corporation  created  or  reincorporated  or  formed 
by  consolidation  under  the  provisions  of  this  act,  shall  in  each  State 
into  or  through  which  the  railroads  operated  by  it  extend,  be  sub- 
ject, as  to  its  property  within  said  State,  to  the  general  laws  of  such 
State  not  inconsistent  with  any  act  of  Congress,  unless  the  effect  of 
such  laws  is  to  regulate  interstate  or  foreign  commerce,  and  except 
that  no  State  statute,  nor  any  rule  or  order  of  any  board,  commis- 
sion or  other  tribunal  of  any  State,  regulating  transportation,  or  tlie 
agencies,  operations,  or  equipment  therefor,  or  the  issuing  of  securi- 
ties, or  the  rate  to  be  charged  by  any  common  carrier  for  transporta- 
tion, or  for  any  service  connected  therewith,  shall  be  applicable  to  such 
corporation. 

Sec.  69.  Every  State  into  or  througli  which  the  railroads  of  any 
company  created  or  reincorporated  under  the  provisions  of  this  act 
may  pass  shall  be  entitled  to  exercise,  with  respect  to  the  parts  of 
the  road  in  such  State  by  such  corporation,  the  same  power  and 
authority  that  such  State  may  now  lawfully  and  constitutionally 
exercise,  respecting  separate  cars  and  separate  waiting  and  dining 
rooms  at  stations  for  different  races  traveling  upon  sucli  railroads; 
and  no  valid  State  statute  in  respect  thereof  now  in  force  shall  be 
impaired  or  affected  by  this  act. 

Sec.  70.  The  physical  property  of  every  corporation  created  or 
reincorporated  under  the  provision  of  this  act,  shall  remain  subject 
to  taxation  in  each  State  wherein  the  property  is  situated  in  accord- 
ance with  the  laws  thereof. 
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Chapter  XIII. 

STOCK   AND    STOCKHOLDERS. 

Sec.  71.  No  change  in  the  amounts,  or  owners,  of  capital  stock  out- 
standing at  the  time  of  the  reincorporation  of  any  company  hereunder 
sh?Jl  be  made  at  tlie  time  of  or  in  connection  with  such  reincorpora- 
tion; and  neither  the  amounts  of  such  capital  stock,  nor  the  rights 
or  the  relative  rights  of  the  holders  thereof,  nor  the  certificate  or 
other  evidence  of  ownership  shall  be  affected  by  such  reincorpora- 
tion, and  such  certificates  or  evidence  of  ownership  shall  be  evidence 
of  similar  interest  or  ownership  m  the  remcorporated  company.  But 
any  increase  or  decrease  m  the  amount,  or  classes,  of  such  stock,  or 
change  in  the  form  of  the  certificates,  or  in  the  right  or  relative  right 
of  the  holders  thereof,  which  it  may  be  desired  to  make,  shall  be  made 
after  such  reincorporation  as  provided  for  in  Chapter  IV  of  this  act. 

Sec.  72.  Any  company  created  or  reincorporated  or  formed  b}"  con- 
solidation under  the  provisions  of  this  act,  may  issue  its  capital  stock 
without  par  value  by  stating  in  its  articles  of  incorporation,  or  in  an 
amendment  thereto  or  in  an  amendment  to  its  articles  of  reincorpo- 
ration, the  amount  of  its  capital,  the  number  of  shares  mto  which  it 
is,  or  is  to  be,  divided,  and,  if  more  than  one  class,  the  relative  rights 
of  the  several  classes  with  respect  to  dividends  and  otherwise;  and, 
in  case  of  the  preference  of  any  class  upon  a  liquidation  or  a  distribu- 
tion of  the  principal,  the  extent  and  amount  of  such  preference. 

Sec.  73.  The  stock  of  any  company  created,  or  reincorporated  or 
formed  by  consolidation  pursuant  to  the  provisions  of  this  act,  shall 
be  deemed  personal  estate  and  shall  be  transferable  on  the  books  of 
the  company  in  the  manner  prescribed  by  the  by-laws  of  the  company; 
but  no  share  shall  be  thus  transferred  until  all  previous  calls  thereon 
then  due  shall  have  been  paid. 

Sec.  74.  The  directors  of  any  such  corporation  may  in  its  name 
require  the  subscribers  to  the  capital  stock  of  the  corporation  to  pay 
any  unpaid  amounts  by  them  res])ectively  subscribed,  in  such  manner 
and  m  such  installments  as  the  directors  may  deep  proper,  or,  in  the 
event  the  subscription  contract  provides  the  terms  of  payment,  in 
such  manner  and  in  such  installments  as  such  contract  provides. 

Sec.  75.  Each  stockholder  of  any  such  corporation  shall  be  held 
individually  liable  to  the  creditors  of  such  corporation  to  an  amount 
not  exceeding  the  amount  unpaid  on  the  stock  held  by  him,  for  any 
and  all  debts  and  liabilities  of  such  corporation,  until  the  whole 
amount  of  the  capital  stock  of  such  corporation  so  held  by  him  shall 
have  been  paid;  but  he  shall  not  be  further  liable:  Provided,  however, 
That  in  case  any  greater  liability  is  imposed  by  existing  laws  upon 
the  stockholders  of  any  corporation,  such  liability  shall  continue  for 
the  benefit  of  any  creditors  of  the  corporation  whose  debts  existed 
at  the  time  of  reincorporation  hereunder  to  the  same  extent  as  the 
same  would  have  existed  if  no  such  reincorporation  had  occurred. 

Sec.  76.  Any  such  corporation  may  from  time  to  time  increase  or 
reduce  its  capital  stock  by  such  amount  as  its  board  of  directors 
shall  determine,  by  the  amendment  of  its  articles  of  incorporation, 
as  in  this  act  provided,  when  such  increase  and  amendment  shall  have 
been  specifically  authorized,  or  shall  have  been  approved,  by  a  vote, 
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ill  person  or  b}'  prox}^,  of  the  holders  of  a  majority  in  amount  of  the 
capital  stock  of  the  company  at  a  meeting  of  which  not  less  than  ten 
days'  notice  shall  have  been  given,  which  notice  shall  state  the  pur- 
pose of  the  meeting;  and  such  additional  stock  may  be  of  the  same 
class,  or  be  given  such  preference  over,  or  may  be  subordinate  to,  the 
capital  stock  then  outstanding,  as  shall  be  specified  in  the  amend- 
ment of  the  articles  of  incorporation  authorizing  such  increase;  but 
no  such  increased  stock  shall  be  issued  except  as  provided  in  Chapter 
IV  of  this  act. 

Sec.  77.  Any  director,  or  other  ofTicer,  of  any  such  corporation, 
may  be  removed  at  any  time  by  a  vote  in  person  or  by  written  proxy 
of  the  registered  holders  of  a  majority  in  amount  of  the  ca])ital  stock 
of  the  corporation  at  any  special  meeting  called  for  that  purpose  by 
members  constituting  a  majority  of  the  directors,  or  by  the  regis- 
tered holders  of per  centum  of  the  capital  stock  of  the  company, 

upon  giving  the  notice  prescribed  in  the  by-laws  for  special  meetings 
01  stockholders. 

Sec.  78.  An  annual  meeting  of  the  stockholders  of  every  such  cor- 
poration shall  be  held  at  the  domicile  of  the  com})any  designated  in 
its  articles  of  incorporation,  or  reincorporation,  or  m  its  certificate  of 
merger  or  consolidation,  or  in  an  amendment  of  such  articles  or 
certificates  on  such  date  as  the  by-laws  may  prescribe.  The  directors 
shall  hold  office  for  one  year  thereafter  or  until  their  successors  are 
elected  and  have  qualified,  miless  the  by-laws  shall  otherwise  direct, 
in  which  event  the  directors  shall  hold  office  for  the  term,  and  may 
be  divided  into  classes,  prescribed  by  and  in  accordance  with  the 
provisions  of  the  by-laws. 

Celapter  XIV. 

DISSOLUTION    OF    FEDERAL    RAILROAD    CORPORATIONS. 

Sec.  79.  Corporations  created  or  reincorporated  or  formed  by  con- 
solidation under  the  provisions  of  this  act  shall  be  dissolved  only  in 
the  following  manner: 

1.  By  a  vote  in  person  or  by  proxy  of  the  holders  of  three-fourths 
in  amount  or  interest  of  all  the  capital  stock  of  the  company  issued 
and  outstanding,  at  a  special  meeting  duly  called  for  that  purpose, 
after  notice  to  the  stockholders  in  the  manner  provided  in  the  by- 
laws. 

2.  By  sale  under  judicial  process,  or  by  trustees,  upon  default  in 
the  payment  of  the  principal  or  interest  of  indebtedness  secured  by 
a  deed  of  trust  or  mortgage  on  all  the  railroads  owned  by  it,  with 
their  appurtenances. 

3.  By  act  of  Congress  repealing  the  charter  of  the  company  pur- 
suant to  the  powers  reserved  by  this  act. 

4.  By  decree  of  a  court  of  competent  jurisdiction  for  legal  cause  in 
some  proceeding  brought  for  the  piu'pose  by  or  under  the  direction 
of  the  Attorney  General  of  the  United  States. 

Sec.  80.  Upon  the  dissolution  of  any  such  corporation,  title  to  its 
property  shall  not  be  forfeited,  or  in  anywise  impaired,  but  shall, 
unless  a  receiver  be  appointed  by  a  court  of  competent  jurisdiction 
to  wind  up  its  affairs,  be  vested  in  the  directors  in  office  at  the  time, 
who  shall  thereupon  become  trustees  for  the  stockholders  and  creditors 
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to  wind  up  the  affairs  of  the  corporation,  sell  its  property,  pay  its 
debtS;  and  distribute  the  residue  in  cash  among  the  stockholders  ac- 
cording to  their  respective  rights. 

Note. — Provisions  as  to  labor  controversies  to  be  added. 

Mr.  Cutler.  I  might  say,  Mr.  Chairman,  that  this  bill  diffei-s  in 
this  respect  from  the  plan  that  was  submitted  by  the  railway  execu- 
tives to  the  Senate  Committee  on  Interstate  Commerce.  In  that 
bill  we  provided  for  a  member  of  the  Cabinet  to  be  known  as  the 
secretary  of  transportation,  and  in  him  were  vested  the  powers 
that  are  now  vested  in  our  proposed  bill  in  the  Federal  board  of 
transportation.  After  further  consideration,  and  feeling  that  the 
sentiment  generally  was  opposed  to  an  additional  member  of  the 
Cabinet,  we  came  to  the  conclusion  that  we  should  substitute  for 
the  Cabinet  member,  and  have  substituted  for  him,  this  Federal 
board  of  transportation.  We  feel  that  the  bill  is  a  practical  railroad 
bill.  We  do  not  ask  for  any  fixed  property  return.  We  feel  that 
if  we  have  the  rate-making  provision  that  we  have  prescribed  in  this 
bill  every  railroad  will  receive  ample  protection.  Vv'e  feel  that  our 
bill  is  more  in  line  with  our  American  practices  as  to  corporations, 
in  that  it  preserves  private  initiative,  and  gives  the  opportunity  for 
investment  in  the  corporations  under  safeguards  that  ought  to  be 
as  attractive  in  the  future  as  in  the  past. 

W^e  have  no  desii-e  to  enter  into  any  discussion  of  the  other  bills 
that  have  been  submitted.  We  feel  that  each  bill  must  stand  before 
this  committee  on  its  own  merits.  We  feel  that  our  bill  is  a  meri- 
torious one  and  that  it  is  one  worthy  of  the  serious  consideration  of 
this  committee. 

There  is  one  other  statement  that  I  would  like  to  make,  and  I 
have  put  it  in  writing  because  I  want  it  presented  in  no  uncertain 
terms.  This  statement  relates  to  the  Plumb  bill.  This  statement  I 
am  about  to  submit  to  the  committee  is  not  a  statement  submitted 
by  me  on  behalf  of  the  railroads  as  such,  but  it  is  submitted  on  behalf 
of  the  railroads  as  citizens  of  this  country  and  as  Americans.  We 
believe  that  it  is  not  our  particular  quarrel  with  the  Plumb  bill,  but 
that  it  is  a  matter  for  the  American  people  to  pass  upon  and  decide. 
It  is  as  a  part  of  the  American  people,  and  having  rights  as  railroads 
and  as  persons  in  this  country,  that  we  desire  to  put  this  statement 
on  record. 

I  can  not  brmg  these  remarks  to  a  close  without  reference  to  the 
proposal  as  to  a  future  railroad  policy  made  to  this  committee  by 
counsel  for  certain  groups  of  the  employees. 

I  am  unable  to  accept  this  proposal  as  creating  an  issue  between 
railroad  companies  and  the  great  body  of  employees.  The  workers 
of  the  railroads  are  fair-minded  men,  thoroughly  patriotic  and 
devoted,  as  their  fellow  citizens  are,  to  our  American  institutions. 

In  my  judgment  they  will  never  knowingly  consent  to  dangerous 
experiments  destructive  of  our  institutions,  under  which  we  have 
grown  to  be  the  foremost  Nation  of  the  world,  and  under  which  there 
have  been  established  standards  of  happiness  and  well-being  of 
which  all  of  us  have  a  right  to  be  proud. 

I  have  complete  confidence  that  a  proposal  as  radical,  as  revo- 
lutionary of  the  accepted  and  cherished  prmciples  of  our  social  and 
economic  life,  as  the  proposal  made  to  you,  will  never,  when  it  is 
fully  understood,  receive  the  sanction  of  the  great  body  of  our  citi- 
zens, whether  engaged  in  railroad  work  or  in  other  occupations. 
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The  people  have  ah-eady  made  a  correct  appraisal  of  the  danger 
of  the  proposal,  and  have  realized  that  it  involves  in  essence  the 
taking  of  the  means  of  all  the  people  to  acqnire  the  railroad  properties 
from  their  owners,  and  turn  them  over,  not  to  all  the  people,  not 
even  to  all  labor,  but  to  one  class  of  labor — and  that  a  comparatively 
small  one — to  manage  and  operate  for  their  own  advantage  and 
without  adequate  responsibility  to  any  public  authority. 

In  order  to  popidarize  the  proposal,  it  is  accompanied  by  a  sug- 
gestion of  a  reduction  of  railway  rates.  Without  reference  to  the 
pending  large  demands  for  further  increases,  railway  wages,  since  the 
beginning  of  Federal  control,  have  already  been  increased  about  a 
thousand  millions  of  dollars  a  year,  which  is  more  than  the  entire 
annual  return  on  the  capital  invested  in  the  railroads.  The  public  has 
been  quick  to  see  that  the  promise  in  this  plan  of  a  reduction  of 
railway  rates  is  entirely  illusory,  and,  in  fact,  that  it  promises  instead 
a  very  large  increase  either  m  rates  or  taxes,  for  the  public  burden 
would  depend  upon  the  exercise  of  the  power  of  the  employees  to  fix 
their  own  wages.  The  payment  of  the  wages  thus  fixed  woidd  con- 
stitute a  charge  against  all  of  the  people  eitlier  in  transportation  rates 
or  in  taxes. 

It  is  declared  by  the  proponents  of  this  measure  that  it  introduces 
democracy  into  industry.  Democracy  is  the  rule  of  all  the  people. 
But  this  would  be  the  rule  of  a  very  small  minority.  Instead  of 
democratizing  industry,  it  would  establish  in  industry'  class  power  and 
privilege.  It  is  a  proposal  to  take  a  large  part  of  the  national  wealth 
and  set  it  aside  for  the  benefit  of  a  relatively  very  small  class  of  our 
population,  at  the  expense  of  aU  the  rest. 

Railroad  owners,  while  the  immediate  object  of  attack,  are  by  no 
means  chiefly  interested  in  the  issue  wliich  has  thus  been  raised, 
although  these  owners,  directly  and  indirectly,  constitute  a  very 
large  part  of  our  population.  As  long  as  we  have  a  Constitution,  the 
owners  must  be  paid  adequate  compensation  for  their  property  if  it  is 
taken. 

Tiie  issue  affects  the  entire  people,  for  it  constitutes  an  assault  upon 
the  very  fundamentals  of  our  institutions. 

As  such  it  is  the  business  of  the  entire  public  and  as  such  it  wiU  be 
opposed  by  all  those  who  are  attached  to  American  ideals  and  to 
American  conception  of  government  and  social  order, 

I  might  say  that  I  am  to  be  followed  by  Mr.  Thom,  the  general 
counsel,  who  will  explain  the  bill  more  in  detail,  and  also  by  some 
practical  railroad  men,  which  I  am  not,  including  Judge  Lovett, 
president  of  the  Union  Pacific;  Mr.  Howard  Elliott,  president  of  the 
Northern  Pacific;  and  Mi*.  Bledsoe,  general  counsel  of  the  Atchison, 
Topeka  &   Santa  Fe  Railroad.     I   submit  myself   to  you  for  any 

Questions  that  the  committee  may  desire  to  ask,  but  those  gentlemen 
have  mentioned  will  go  into  greater  detail  regarding  the  bills  that 
have  been  submitted  to  you. 

There  is  one  other  thing  that  I  would  like  to  submit,  not  as  chair- 
man of  the  Association  of  Railway  Executives,  but  as  a  member  of 
the  board  of  directors  of  the  Pennsylvania  Railroad  and  chairman  of 
the  roads  committee.  That  statement  relates  to  the  issue  of  stocks 
made  by  the  railroads,  and  has  a  bearing  upon  the  charge  made  by 
Mr.  Plumb  that  a  great  deal  of  stock  had  been  issued  that  was  water, 
and  he  mentioned  the  Pennsylvania  Railroad  as  one  of  the  railroads 
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that  had  done  that.  The  statement  is  short,  and  if  you  wiU  allow 
me,  I  will  read  it.  I  have  no  doubt  that  it  will  be  followed  by  other 
statements  on  behalf  of  other  roads  who  desire  to  submit  statements 
in  the  same  connection.  This  is  under  date  of  August  4,  1919,  and 
is  prepared  by  Mr.  A.  J.  County,  who  is  the  accounting  vice-president 
of  the  Pennsylvania  Railroad. 

Pennsylvania  Railroad  Co.. 

Philadelphia.  August  14,  1919. 

Mr.  Glenn  E.  Plumb  in  his  recent  testimony  before  the  House  Committee  on  Inter- 
state Commerce  charged  that  between  1900  and  1910  eight  eastern  lines  alone  had 
issued  new  stock  for  §101,000,000  less  than  the  market  value,  and  gave  av,'ay  this 
enormous  amount  of  bonuses  to  stockholders,  and  named  the  Pennsylvania  Railroad 
Co.  as  one  of  the  companies.  Of  course  the  statement  is  inaccurate,  and  it  was  so 
related  with  charges  of  so-called  watered  capital  of  other  companies  that  a  reader  of 
the  statement  was  apt  to  be  very  much  mislead. 

To  clear  the  atmosphere  so  far  as  the  Pennsylvania  Railroad  Co.  is  concerned,  I 
forward  the  following  statement  at  yonr  request.  Yon  know  that  the  Pennsylvania 
Railroad  (Jo.'s  stock,  under  the  conservative  financing  of  the  company,  represents  not 
only  actual  cash  value  but  through  substantial  issues  at  premiums  from  time  to  time 
cost  the  stockholders  more  than  the  par  value  on  its  books.  These  premiums  from 
stock  issues  and  bond  conversions  amount  in  all  to  over  §40,000,000  since  1900.  It  is 
further  well  known  that  the  laws  of  Pennsylvania  proliibit  the  issue  of  railroad  stock 
for  less  than  par.  ]\Ir.  Plumb's  charge,  therefore,  in  substance  is  that  because  the 
price  of  capital  stock  on  the  market  was  at  certain  figures  it  was  ])ossible  for  tlie  com- 
pany to  issue  large  amounts  of  new  capital  stock,  which  it  has  done,  and  to  sell  them  at 
the  prevailing  prices.  Whenever  it  was  reasonably  possible  to  sell  stock  at  a  premium 
the  company  pursued  that  course,  but,  of  course,  large  issues  of  new  stock  generally 
reduce  tlie  prevailing  market  price.  This  is  by  no  means  a  new  (piestiim,  and  it  has 
been  fully  discussed  in  various  rate  and  other  investigations  of  the  Interstate  Com- 
merce Commission.  It  will  also  be  recalled  that  althougli  the  New  York  Central  in 
1916  offered  $25,000,000  of  new  stock  to  its  holders  at  par,  when  the  stock  v.'as  selling 
at  a  premium  of  9  per  cent,  the  oll'er  had  to  be  withdrawn  because  it  Would  n;it  be 
taken  by  the  stockholders. 

The  following  recites  the  chief  facts  of  capital  issues  from  1900  to  1917.  inclusive: 

Outstanding  capital  stock,  the  Pennsvlvania  Railroad  Co.,  December  31,  1917, 
$499,265,700;  December  31,  1900,  $151,502,250;  increase,  §317,763.450. 

June,  1901,  §50,500,800,  which  was  sold  at  §60  per  share,  and  a  premium  was  received 
of  $10  per  share  or  20  per  cent  over  the  par  value  of  §50  per  share. 

March,  1903,  over  $75,000,000  at  $60  per  share,  which  was  20  per  cent  in  excess  of  par. 

In  1909,  1911,  and  1913,  over  §169,000,000  of  stock  was  sold  to  the  stockholders  at 
par  value. 

The  premiums  received  on  the  issues  of  1901  and  1903  of  over  §25,300,000  were 
invested  in  the  property.  The  stockholders  do  not  receive  a  dividend  on  any  part  of 
the  premiums  they  paid  but  only  on  the  par  value  of  this  stock  ti)  which  they  sub- 
scribed, so  that' their  return  is  at  the  rate  of  5  per  cent  per  annum,  under  the  dividends 
of  6  per  cent  per  annum  which  the  company  regularly  pays  on  the  par  value  of  §50 
per  share. 

During  the  same  period  the  company  issued  bonds  convertible  intf)  stock. 

In  1902  §50,000,000  of  convertible  bonds  bearing  3^  per  cent  interest,  Cimvertible 
into  capital  stock  at  $70  per  share,  which  is  a  premium  of  40  per  cent  above  the  par 
value  of  §50  per  share.  Under  this  plan  a  holder  of  §100  of  these  bonds  surrendering 
the  same  for  conversion  received  $71.43  of  capital  stock.  About  $40,000,000  of 
convertible  Ijonds  were  surrendered  for  conversion  so  that  the  company  retired 
$40,000,000  of  bonded  debt  hy  an  issue  of  about  $28,571,400  of  capital  stock. 

In  1905,  $100,000,000  of  3J  per  cent  convertible  bonds,  convertible  into  stock  at 
$75  per  share,  which  is  a  premium  of  50  per  cent  over  the  par  value  of  $50  per  share. 
This  option,  on  account  of  the  fall  in  price  of  the  stock,  resulted  in  the  conversion  of 
only  about  $13,200,000  of  bonds  into  stock,  but  to  retire  and  pay  off  that  $13,200,000 
of  bonds  only  about  §8,800,000  of  capital  stock  had  to  be  issued. 

Therefore,  the  company  retired  almost  $53,000,000  of  bonded  debt  through  the  issue 
of  about  §37,500,000,  in  round  figures,  of  capital  stock.  If,  therefore,  anybody  has 
been  unfairly  treated  it  is  the  stockholders  who  paid  §60  per  share  and  other  amounts 
in  excess  of  par  for  their  stock;  those  paying  $60  are  getting  a  return  of  only  5  per  cent 
per  annum,  while  those  who  converted  their  bonds  into  stock  at  the  rate  of  §70  and 
$75  per  share  are  receiving  a  return  of  only  4.29  and  4  per  cent  per  annum,  respectively. 
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To  sum  up  the  entire  situation  I  may  say  this,  that  instead  of  there  being  any  water 
or  fictitious  capital  of  the  Pennsylvania  Railroad  system  outstanding  as  a  whole, 
the  cost  of  the  property  exceeds  "by  over  $400,000,000  the  outstanding  par  value  of 
the  total  stock  and  bonds  of  the  system  in  the  hands  of  the  public. 

From  the  foregoing  statement  it  will  also  be  evident  that  when  opportunity  offered 
the  stock  was  sold  at  a  premium,  but  the  issues  of  over  $82,000,000  in  1909,  over 
$41,000,000  in  1911,  and  over  $45,000,000  in  1913  could  not  be  sold  at  a  premium 
without  affecting  the  company's  credit  and  without  injuriously  reducing  the  market 
value  of  the  stock  already  outstanding.  In  1905,  when  the  3J  per  cent  convertible 
bonds  were  issued,  convertible  into  stock  at  $75  per  share,  the  stock  of  the  company 
was  selling  around  $70  per  share,  or  140  per  cent  on  the  par  value;  but  before  the  trans- 
action could  be  consumated  its  market  value  began  to  be  seriously  reduced  and  the 
company  believed  it  wise,  and  accordingly  made  arrangements  with  bankers,  to 
underwrite  the  issue  at  a  cost  of  2^  per  cent.  Nevertheless,  the  stock  price  varied 
between  147|  per  cent,  or  $73.87  per  share,  in  March,  1905,  to  131^  per  cent,  or  $65.75 
per  share  in  May,  1905.  The  wisdom  of  that  transaction  has  never  been  questioned 
as  a  feature  of  financial  insurance.  The  present  price  of  the  stock  is  around  $44 
per  share,  or  12  per  cent  below  par,  and  since  1913  the  general  conditions  siirrounding 
railroad  credit  have  been  such  and  the  margin  of  profits  above  actual  interest  and 
dividend  requirements  so  small  on  the  entire  investment  that  the  company's  manage- 
ment never  felt  it  could  successfully  sell  stock  issues  at  par.  Therefore,  all  the 
financing  done  by  the  Pennsylvania  Railroad  Co.  since  1913  has  been  through  the 
issue  of  bonds  and  the  sale  of  marketable  treasury  assets.  The  facts  and  prices  of 
these  various  issues  are  public,  and  are  filled  with  the  various  State  commissions, 
which  for  several  years  have  approved  of  new  security  issues,  and  are  also  with  the 
Interstate  Commerce  Commission  as  part  of  their  investigation. 

A.  J.  County,  Vice  President. 

T.  De  Witt  Cuyler,  Esq., 

Commercial  Trust  Building,  Philadelphm,  Pa. 

Mr.  Chairman,  with  your  permission,  I  should  hke  to  put  that 
memorandum  in  the  record. 

The  Chairman.  Certainly. 

Mr.  CiTYLER.  I  believe  ttat  is  all  I  have  to  say. 

The  CiiAiRMAN.  If  we  had  a  longer  opportunity  to  examine  the 
proposed  bill  we  could  probably  interrogate  you  more  intelligently. 

Mr.  CnxEE.  I  thought  j^ossibly  Mr.  Thom  coidd  do  that  better. 

The  Chairman.  How  do  the  provisions  of  the  proposed  bill,  so  far 
as  stocks  and  bonds  are  concerned,  differ  from  the  authority  granted 
in  the  bill  H.  R.  4378,  outside  of  the  fact  that  you  give  the  control 
to  the  board  of  transportation  and  under  the  bill  H.  R.  4378  it  is  in 
the  hands  of  the  Interstate  Commerce  Commission  ?  Are  there  any 
material  differences  ? 

Mr.  Cuyler.  I  do  not  think  there  are.     Are  there,  Mr.  Thom? 

Mr.  Thom.  Yes. 

Mr.  CuYLEK.  vSerious  ones? 

Mr.  Thom.  Yes,  sir. 

Mr.  Cuyler.  I  suggest  that  Mr.  Thom  j)oint  them  out. 

Mr.  Thom.  Yes,  sir. 

Mr.  Barkley.  Under  >  our  bill  you  authorize  the  encouragement  of 
the  consolidation  of  roads? 

Mr.  Cuyler.  Yes,  sir. 

Mr.  Barkley.  l/VTiat  is  your  idea  as  to  the  ultimate  number  of  such 
corj)orations  that  would  result  if  your  idea  were  carried  out  to  its 
conclusion  ? 

Mr.  Cuyler.  That  is  a  difficult  cniestion  to  answer.  We  are  now 
having  figures  and  tables  prej)area  on  that  ])oint.  I  should  doubt 
very  much  if  it  would  be  less  than  a  dozen  to  17  large  systems. 

Mr.  Barkley.  Would  that  contemplate  the  amalgamation  of  the 
so-called  weak  lines  so  as  to  form  these  great  groups  of  systems? 

Mr.  Cuyler.  Authoritv  would  be  given  for  that. 
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Mr.  Baekley.  That  would  practically  result  in  the  elimination  of 
the  State  commission  ? 

Mr.  Ci  YLER.  No,  sir;  it  has  its  powers. 

Mr.  Bahkley.  I  mean  as  to  the  regulation  of  rates  bv  the  com- 
missions ? 

Mr.  CuYLEK.  Yes,  sir. 

Mr.  Dexisox.  I  notice  no  provision  in  the  bill  with  reference  to  the 
adjustment  of  labor  disputes? 

Mr.  CuYLER.  No,  sir. 

Mr.  Denison.  Do  you  feel  that  there  should  be  no  legislation? 

Mr.  CuYLER.  We  feel  that  there  should  be  legislation,  but  we  have 
not  been  able  to  settle  upon  a  form  to  submit  to  you.  You  will  note 
in  the  draft  of  the  bill  we  ha\  e  stated  that  that  is  to  be  drafted  and 
submitted  to  you.  We  are  firmly  of  the  opinion  that  there  should  be 
a  compulsory  provision. 

Mr.  Denison.  Will  that  be  submitted  to-day? 

Mr.  CuYLER.  Not  to-day,  but  we  will  submit  it  to  3^ou  before  you 
come  to  consider  the  bill  in  committee. 

Mr.  Merritt.  Mr.  Cuyler,  beginning  with  section  2  of  the  bill,  the 
provision  for  the  payment  of  the  indebtedness  being  extended,  I 
suppose,  somehow  or  other,  there  will  l)e  some  question  arise  as  to  the 
payment  of  that  indebtedness? 

Mr.  Cuyler.  I  thhik  it  is  going  to  be  absoluteh^  impossible  to 
arrive  at  any  settlement  with  the  Government  by  the  1st  of  January. 
I  think  that  is  a  matter  of  a  long  time. 

Mr.  Merritt.  The  question  of  how  to  take  care  of  the  indebtedness 
out  of  the  profits  and  the  new  equipment  wiU  be  difficult  ? 

Ml'.  CimLER.  We  feel  that  there  wiU  be  difficulty  in  arriving  at 
the  equipment  adjustment.  We  are  going  to  have  a  meeting  on 
Saturday. 

Ml".  Merritt.  And  the  machinery  ? 

Mr.  Cuyler,  We  believe  that  that  is  all  provided  for  under  the 
contract  with  the  railroads.  Of  course,  a  good  many  railroads  are 
in  the  unfortunate  position  of  not  having  a  contract.  For  some 
reason  or  other  a  good  many  roads  did  not  make  settlement  with  the 
Government  as  to  the  contract.  I  should  say  in  round  figures  that 
30  per  cent  of  the  roads  were  still  not  under  contract,  would  you  not, 
Mr.  Tliom  ? 

Mr.  Thom.  I  should  think  that  171,000  miles  of  road  are  not  under 
contract. 

Mr.  Merritt.  This  bill  does  not  undertake  to  deal  with  that  ? 

Mr.  Cutler.  No,  sir. 

Mr,  Merritt.  But  you  think 

Mr.  Cuyler  (interposing).  Another  thing,  we  think  that  is  pro- 
vided for  by  the  present  existing  law  and  the  act  giving  the  Govern- 
ment control.  Of  course,  there  are  many  questions,  the  adjustment 
of  maintenance  of  property  and  the  condition  in  which  they  are  going 
to  be  returned.  The  act  provided  that  they  should  be  returned  in 
the  same  condition  as  the  Government  took  them  over.  All  of  those 
questions  wiU  be  open  for  a  long  time. 

Mr,  Merritt,  Do  you  think  that  the  return  of  the  roads  to  the 
owners  should  not  w^ait  ? 

Mr,  Cutler.  I  think  that  the  sooner  the  roads  are  returned  under 
the  provisions  of  this  biU  the  better.     In  other  words,  the  roads, 
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both  on  the  operating  side  and  on  the  corporate  side,  are  going  to 
pieces.  It  is  hard  to  keep  the  men  who  have  been  trained  for  a 
lifetime,  and  if  Government  control  should  continue  long  this  will 
create  a  very  serious  condition  to  them  as  well  as  to  ourselves. 

Mr.  WiNSLOW.  We  hear  constantly  of  the  deficit  which  is  being 
created  daily  in  the  operation  of  the  roads  under  Federal  manage- 
ment. Do  you  happen  to  know  whether  in  that  deficit  there  may  be 
included  any  charges  which  might  properly  be  applied  to  the  capital 
account  ? 

Mr.  CiTYLER.  I  can  not  answer  that  question  intelligently.  The 
accountants  and  engineers  are  dealing  with  those  questions.  We  are 
going  into  that  very  thorouglily  and  carefully.  We  have  not  gone 
far  enough  to  say. 

Mr.  WiNSLOAV.  Is  there  anyone  connected  with  your  association 
who  has  some  general  idea  as  to  whether  that  loss  is  particularly 
one  of  operation  or  whether  it  involves  the  purchase  and  division  of 
equipment  ? 

Mr.  Thom,  Nothing  in  capital  account. 

Mr.  WiNSLOW.  Nothing  in  the  way  of  support  ? 

Mr.  Thom.  No. 

Mr.  CuYLER.  The  question  might  arise  whether  something  has. 
not  gone  into  that  account. 

Mr.  Thom.  It  is  intended  not  to  cover  the  capital  account. 

Mr.  WiNSLOW.  Just  operating  the  roads  ? 

Mr.  Thom.  It  is  supposed  to  be  so. 

Mr.  Sanders  of  Indiana.  Will  that  work  be  completed  so  that  we 
can  have  the  result  of  it  within  the  next  tlu'ee  or  four  weeks  ? 

Mr.  CuYLER.  Which  one  do  you  refer  to  ? 

Mr.  Sanders  of  Indiana.  The  accounting  work. 

Mr.  CuYLER.  No,  sir.  If  it  is  completed  inside  of  a  year  I  think 
we  shall  be  very  fortunate.  We  have  not  had  a  meeting  yet.  Our 
people  are  working  on  our  side  of  the  case,  but  there  are  differences 
of  opinion  between  ourselves  and  the  railroad  control  as  to  the  con- 
struction of  these  contracts.  All  of  that  has  to  be  threshed  out.  My 
own  feeling  is  that  we  are  in  for  an  interminable  negotiation  before  we 
finally  get  through. 

Mr.  Sanders  of  Indiana.  In  the  consideration  of  the  plan  for  rate 
making  one  of  the  difficulties  that  we  encounter  is  the  question  of  the 
weak  and  strong  roads.  Will  you  kindly  indicate  how,  in  your  opin- 
ion, this  plan  takes  care  of  that  problem  ? 

Mr.  Cutler.  It  does  not  take  care  of  it;  we  leave  it  as  it  was  in  the 
past.  We  believe  that  is  contrary  to  American  enterprise  and  also 
contrary  to  our  Constitution,  that  a  weak  road  should  be  supported 
by  a  strong  road.  We  feel  that  each  road  stands  in  its  position  by 
reason  of  its  operation,  by  reason  of  better  conditions  and  possibly 
by  reason  of  the  board  of  directors  issuing  securities  greater  than 
there  is  earning  power.  We  feel  that  it  would  be  unfair  to  the  more 
important  roads  if  their  earnings  are  to  be  cut  downi  and  passed  over 
to  somebody  else;  we  do  not  think  it  is  an  American  idea.  I  have 
grave  doubts,  personally,  as  to  its  constitutionality. 

Mr.  Sanders  of  Indiana.  I  notice  in  section  9  a  specific  provision 
about  the  level  of  rates,  fares,  and  charges.  Is  it  intended  by  that 
section  to  formulate  such  a  rule  with  reference  to  rate  making  as  to 
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permit  a  test  of  any  rate  in  a  court  after  the  rate  has  been  fixed  with 
a  view  to  determining  whether  it  properly  follows  the  statutory  rule  ? 

Mr.  Cutler.  Yes,  sir;  it  is  subject  to  the  right  of  appeal  to  any 
United  States  court. 

Mr.  Barkley.  You  stated  that  you  did  not  favor  the  proposal  to 
take  away  the  earnings  of  certain  prosperous  roads  and  give  them 
to  unprosperous  roads,  that  is  to  even  things  up  and  to  make  all  of 
them  fairly  prosperous  ? 

Mr.  CuYLER.  Of  course,  that  is  rather  an  embarrassing  question 
for  me  to  answer  because  I  am  supposed  to  represent  all  the  roads. 

Mr.  Barkley.  What  is  your  view  as  to  the  propriety  of  attempting 
to  assist  these  weak  roads  out  of  the  Public  Treasury  ? 

Mr.  CuYLER.  If  the  public  was  willing  to  spend  the  money,  I  see 
no  objection.     If  the  needs  of  the  community 

Mr.  Barkley  (interposing).  As  a  part  of  the  public  as  you  are? 

Mr.  CuYLER.  I  should  not  be  adverse  to  that.  If  a  community 
felt  that  it  was  essential  that  a  road  should  be  supported  in  the  com- 
munity, that  would  be  proper.  Of  course,  the  question  would  at 
once  arise  if  there  were  two  roads,  one  a  strong  road  and  one  a  weak 
road,  whether  the  people  of  the  country  should  be  taxed  if  they  had 
sufficient  facilities  through  the  strong  road  to  support  the  weak  road, 
where  the  one  could  do  aU  of  the  business. 

Mr.  Barkley.  In  the  event  that  the  weak  road  is  not  assisted  by 
turning  over  a  part  of  the  earnings  of  the  strong  road  or  by  a  subsidy 
out  of  the  Public  Treasury  and  that  road  could  not  maintain  itself 
under  the  conditions  that  existed  when  turned  back,  what  would  be 
the  result  to  the  public  ? 

Mr.  Cuyler.  Of  course,  that  point  of  view  we  would  have  to  look 
at.  Of  course,  that  road  would  continue  to  exist.  That  would  be 
a  misfortune  to  the  shareholders  and  security  holders,  but  they  would 
have  to  take  that  chance  in  business  and  go  through  reorganization 
and  be  reorganized  on  a  basis  which  it  could  live  under,  just  as  has 
happened  in  the  cases  of  a  great  many  roads  in  the  past. 

Mr.  Barkley.  Would  such  a  reorganization  under  those  condi- 
tions be  actually  beneficial  to  the  public  and  to  the  roads  ? 

Mr.  Cutler.  It  would  be  beneficial  to  the  road  in  the  sense  of 
keeping  it  going  and  to  the  public,  but  hardly  to  the  security  holders. 

Mr.  Sims.  I  want  to  know  what  you  mean  by  the  Government 
aiding  any  roads,  do  you  mean  b}^  gift  ? 

Mr.  Cuyler.  I  have  not  made  any  suggestion  of  doing  that  at  all. 
I  was  asked  the  question  whether  I  thought  that  would  be  the  right 
thing  to  do.  I  said  that  that  depended  entirely  upon  the  needs  of 
the  community  and  to  the  country  at  large,  that  the  community 
being  prosperous  it  could  be  met  by  taxation.  I  do  not  believe  that 
a  rich  road  should  be  made  to  assist  a  poor  road. 

Mr.  Sims.  The  rich  road  performs  a  service  as  by  law  required 
under  governmental  regulation,  the  demand  being  such  that  the 
service  must  be  performed  and  the  earnings  incident  thereto  increase 
or  better  the  service,  and  you  are  not  in  favor  of  taking  away  the 
fruits  of  a  road  which  is  performing  service  and  giving  them  to  some 
road  which  is  not  performing  service  ? 

Mr.  Cutler.  That  is  exactly  my  view. 

Mr.  Sims.  You  do  not  believe  in  that? 

Mr.  Cutler.  No,  sir. 
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Mr.  Sims.  It  was  argued  here  last  week,  if  1  correctly  understood 
the  argument  of  the  counsel  in  favor  of  what  is  known  as  the  War- 
field  plan,  that  when  a  road  earned  over  and  above  a  certain  amount 
it  was  an  unconstitutional  earning,  unauthorized  by  law  to  retain  it, 
and  should  be  turned  over,  or,  in  other  words,  he  seemed  to  me  to 
be  arguing  that  that  portion  should  be  used  in  the  public  interest. 
I  do  not  know  that  I  have  stated  it  correctly. 

The  Chairman.  I  think.  Judge,  he  stated  that  the  excess  over  the 
6  per  cent  was  practically  held  in  trust  and  never,  therefore,  was 
paid  to  the  carriers. 

Mr.  Sims.  Paid  to  them  in  the  sense  of  trustees. 

Mr.  Ctiylee.  The  result  is  the  same  in  the  end.  A  rich  road  earn- 
ing 8  or  9  per  cent  is  confined  to  6  per  cent  and  a  portion  of  it  under 
the  Warfield  plan  it  loses.  My  own  feeling  as  to  the  Warfield  plan — 
it  is  approved  by  many  people,  I  think,  some  without  careful  con- 
sideration— -in  the  first  place  it  is  eminently  a  plan  to  protect  bond- 
holders as  against  stockholders.  C^ur  feeling  is  that  all  should  be 
protected  and  that  possibly,  after  all,  a  shareholder  of  a  company 
should  receive  more  consideration  under  the  law  than  a  bondholder. 
In  a  sense,  he  is  willing  to  risk  his  money  without  security  of  any 
kind  and  the  laws  of  the  country  ought  to  protect  him  in  the  enjoy- 
ment of  the  income  from  the  investment. 

Mr.  Sims.  It  has  been  stated  that  the  excess  earning  above  a  fair 
return  on  the  investment  is  an  unconstitutional  earning,  so  much 
so  that  the  carrier  who  is  the  possessor  of  it  is  not  entitled  to  it  and 
that  it  should  be  taken  from  that  carrier  and  given  to  others. 

Mr.  CuYLER.  I  do  not  understand  that  they  go  to  the  extent  of 
saying  that  such  earnings  are  unconstitutional,  but  that  it  is  unlawful 
to  enjoy  an  income  over  and  above  a  certain  sum. 

Mr.  Sims.  Is  that  a  matter  that  can  be  settled  by  congressional 
action  ? 

Mr.  CuYi.ER.  It  is  very  difficult  for  me  to  set  up  any  argument  for  it. 

Mr.  Sims.  In  other  words,  the  courts  would  have  to  pass  on  that 
question  ? 

Mr.  CuYLEE.  Yes,  sir. 

Ml*.  Sims.  It  has  been  represented  to  the  committee  heretofore  by 
the  committee  of  executives,  as  I  now  recall  it,  that  the  recommenda- 
tion of  the  committee  represented  about  95  per  cent  of  the  class  one 
mileage  of  the  United  States  ? 

Mr.  Cutler.  Yes,  sir. 

Mr.  Sims.  That  is,  represented  the  roads,  but,  as  a  matter  of  fact, 
indirectly  represented  the  interests  of  the  bondholders  ? 

Mr.  CuYLER.  We  believe  we  do. 

Mr.  Sims.  The  two  interests  absolutely? 

Mr.  CuYLER.  Yes,  sir. 

Mr.  Sims.  Here  we  have  the  bondholders  as  against  the  executives 
of  the  railroads  themselves,  asking  for  a  plan  for  their  benefit  unless 
they  are  protected  by  some  other  plan  or  by  existing  law.  All  the 
life  insurance  companies,  the  savings  banks,  and  other  institutions 
have  been  intensely  interested  in  the  different  bills  and  it  is  highly 
evident  that  it  is  the  intention  of  these  institutions  to  appeal  to  the 
public  for  the  ultimate  safety  of  the  bonds.  Do  you  think  they 
nave  a  separate  interest  as  against  the  interest  necessarily  covered 
bv  the  railroads  ? 


EETUEN   OF   THE   EATLEOADS   TO   PEIVATE   OWFEESHIP.      1161 

Mr.  CuYLEE.  I  do  not  think  they  have.  I  might  say  this:  I  am 
a  member  of  the  finance  committee  of  the  Equitable  Assurance 
Society  and  a  member  of  the  board  of  directors  of  many  large  trust 
companies  in  New  York  and  Philadelphia,  and  in  not  one  single 
instance  have  I  known  the  Warfield  plan  or  any  plan  to  be  discussed 
by  either  the  directors  or  by  the  finance  committee.  Our  plan  has 
been  practically  the  same  as  it  is  to-day  vnih  the  exception  of  the 
transportation  board  instead  of  the  secretary.  Since  January  it  has 
been  sent  everywhere.  We  have  not  received  a  single  dissent  from 
anyone,  stockholder  or  bondholder.  Tt  has  been  discussed  by  the 
board  of  directors  of  railroads,  and  we  have  never  recc'ived  any 
communication  from  any  bondholders  that  they  thought  it  jeopar- 
dized their  interests.  So  far  as  we  know,  outside  of  the  plan  sub- 
mitted by  the  Warfield  committee,  we  have  no  knowledge  of  any 
unrest  among  the  security  holders  except  the  general  feeling  of 
uncertainty  that  exists  to-day  as  to  the  railroad  situation. 

Mr.  Sims.  That  is,  safeguarding  the  same  rights? 

Mr.  CuYLEE.  Yes,  sir.  I  want  it  to  be  distinctly  understood  that 
the  executives  feel,  as  the  corporate  officers  of  the  board  of  directors, 
that  they  represent  the  whole  road,  all  its  securities,  the  bondholders, 
and  the  shareholders.     I  can  not  make  that  too  emphatic. 

A^Ir.  Sims.  They  are  not  antagonistic? 

Mr.  CuYLER.  Not  at  all. 

Mr.  Sims.  Your  plan  would  take  care  of  every  interest,  including 
the  bondholder? 

Mr.  Cutler.  He  is  the  first  person  taken  care  of. 

Mr.  Sims.  But,  as  a  matter  of  course,  you  take  care  of  the  interest 
of  the  stockholders,  as  much  as  they  can  be  taken  care  of  by  any 
such  plan  ? 

Mr.  Cutler.  That  is  our  belief;  yes,  sir. 

Mr.  Sims.  The  executives  represent  the  operating  knowledge,  the 
expert  knowledge,  who  in  that  sense  are  ex])erts  as  compared  with  the 
life  insurance  companies  or  the  investment  bankers  who  ])rofit  by 
their  services? 

Mr.  Cutler.  Most  of  the  executives  have  been  with  the  roads  for 
years.  They  are  all  trained,  technical  men,  and  !  might  say,  as 
chairman,  for  the  association,  that  in  season  and  out  of  season  these 
gentlemen  have  been  busily  o<;cupied  all  the  time  during  the  past 
16  months  in  trying  to  devise  some  proper  bill  that  would  be  just  to 
the  railroads  and  their  owners. 

Mr.  vSims.  The  earnings  of  the  roads  through  rates,  fares,  and 
charges  must  be  sufficient  to  pay  all  operating  expenses,  the  mainte- 
nance of  the  roads,  the  fixed  charges,  interest  on  bonds,  regarded  as 
fixed  charges,  and  then  in  excess  oi  that  an  amount  to  go  as  divi<lends 
sufficient  to  be  attractive  to  the  investors  ol  the  country  competitively 
watn  capital  investments  offered  by  any  and  nh  other  industries? 

Mr.  Cuyx^eji.  Yes,  sii. 

Mr.  Sims.  With  the  power  of  rate-making  and  the  power  of  cajjital 
to  provide  for  what  you  ask,  each  in  its  place,  as  far  as  I  can  see  it  is 
not  an  unreasonable  or  unconstitutional  requirement,  but  will  it 
not,  in  effect,  unite  the  railroad  class,  the  executives,  those  repre- 
senting the  officials,  the  classified  employees  and  all  other  employees 
of  the  railroad  companies  as  to  the  operating  expenses  involved  as  to 
just  what  should  be  paid  to  the  several  classes  out  of  the  railway 
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earnings  i  In  other  words,  if  the  employees  in  the  unions  should 
demand  an  increase  of  compensation,  and  if  the  executives  were 
absolutely  protected  and  their  property  was  protected,  and  the 
owners  of  securities  were  protected  against  the  result  of  the  increase, 
what  would  there  be  basically  in  your  plan  to  prevent  even  an  unrea- 
sonable increase  Avhen  it  did  not  financially  affect  the  properties  con- 
cerned ?     Do  you  get  my  idea  'f 

Mr.  Cutler.  My  answer  would  be,  first,  on  the  basis  of  public 
opinion  aside  from  the  bill  itself,  these  wages  and  rates  have  to  be 
passed  upon  by  the  board  of  transportation  and  again  by  the  Inter- 
state Commerce  Commission  and  the  reasonableness  has  to  be 
certified,  and  if  it  were  apparent  that  the  railroad  executives  had 
improperly  entered  into  an  agreement  with  the  brotherhoods  or  the 
unions  that  they  should  receive  a  wage  that  was  inconsistent  with  the 
wage  received  in  other  lines  of  labor  in  the  country,  I  think  that 
public  opinion  would  wish  to  control  that  at  once. 

Mr.  Sims.  Suppose  that  this  labor,  the  lower  strata  of  laborer,  the 
lower  employees,  should  feel  that  for  the  service  actually  rendered 
they  were  not  getting  what  they  should  and  that  the  presidents, 
general  managers,  and  representatives  received  handsome  salaries  far 
in  excess  of  the  proportion  of  service  rendered,  and  suppose  they  are 
perfectly  honest  and  say  that  we  want  a  level  of  compensation  as  well 
as  a  level  of  rates  and  thej^  become  obstreperous,  in  other  words, 
resort  to  a  strike  until  the  executives  might  feel  authorized  to  agree 
to  a  higher  compensation,  would  that  be  vetoed  by  the  commission 
or  shoiud  that  be  provided  for  ? 

Mr.  CuYLEE.  It  would  meet  that  perfectly,  because  that  would  be 
asking  for  an  excessive  rate  to  meet  such  a  condition.  Of  course,  the 
only  test  you  can  have  is  the  actual  pay  roll  of  the  industry  in  the  past, 
and  that  labor  should  receive  a  just,  proper,  and  fair  compensation, 
and  no  more. 

Mr.  Sims.  I  want  your  judgment. 

Mr.  CuYLER.  Yes,  sir. 

Ml*.  Sims.  Your  bill,  it  seems  to  me,  whatever  the  compensation 
may  be,  whatever  the  expenses  may  be,  whatever  the  cost  of  material 
may  be,  it  must  be  taken  care  of  by  the  rates  and  also  the  profits,  and 
when  I  say  profits  I  mean  distributed  profits,  return  on  investment 
and  on  the  bonds  as  capitalization  or  stocks,  the  interest  is  the  same, 
just  as  long  as  he  is  secure  and  gets  his  money,  just  as  long  as  the 
stockholder  gets  his  dividend  that  must  be  earned  as  well  as  operating 
cost,  I  do  not  see  how  there  is  such  a  difference  in  the  interests  of  the 
two  so  that  it  would  not  be  easier  to  secure  an  increase  by  the  officials 
or  directors  of  the  railroads.  There  was  a  strong  argument  made, 
and  not  without  weight,  that  the  two  classes  of  employees  could  work 
together  and  increase  their  compensation.  All  of  the  plans  require  a 
specific  amount,  a  minimum  amount  upon  the  property  investment, 
and  it  seems  to  me  that  they  could  possibly  treat  all  these  things, 
including  the  dividends,  as  in  the  nature  of  operating  expenses,  and 
that  the  rates  must  take  care  of,  whether  high  or  low. 

Mr.  Cutler.  My  answer  would  be  that  the  public  opinion,  I 
think,  would  be  a  very  prompt  remedy  to  destroy  such  a  conspiracy. 

Mr.  Sims.  Public  opinion  would  also  benefit  the  railroads  ? 

Mr.  Cutler.  We  have  two  bodies  in  between  which  the  Plumb 
plan  does  not  have,  we  have  the  transportation  board  and  the 
Interstate  Commerce  Commission. 
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The  ultimate  result  of  the  whole  thmg  would  be  that  public  opmioii 
would  be  aroused  and  the  secuiity  holder  m  the  end  would  be  worse 
off  than  he  ever  was.  ^There  has  been  fair  dealing  in  the  past  and  I 
"believe  this  will  require  fair  dealmg. 

Mr.  StMS.  The  Plumb  plan  gets  rid  of  the  security  holder. 

Mr.  CuYLER.  Very  effectivel)'. 

Mr.  Sims.  And  it  is  clauned  with  honesty  I  assume,  as  all  the  rest, 
I  assume,  are  actmg  honestly,  there  will  be  excessive  demands  for 
unreasonable  mcreases  m  wages. 

Mr.  CuYT.ER.  Judge,  I  do  not  believe  that  is  so.  I  believe  in  the 
intelligence  of  labor  and  I  believe  that  when  labor  comes  to  under- 
stand the  whole  situation  and  when  we  have  fair  legislation  so  that 
we  can  put  before  them  just  what  it  is  and  what  their  point  of  view 
should  be  as  well  as  our  pomt  of  \'iew,  I  believe  labor  will  become  very 
reasonable.  I  believe  that  passion  has  been  aroused  so  just  now  that 
it  is  very  hard  to  secure  quiet,  calm  discussion,  but  I  do  not  believe 
the  country  is  on  the  verge  of  collapse  at  all. 

Mr.  Sims.  All  legislation  is  restrictive  in  the  %-ery  nature  of  thmgs, 
and  it  does  not  seem  to  me  that  the  railroad  companies  for  a  number 
of  years  have  had  unlimited  private  control  of  their  own  properties, 
because  they  have  had  to  operate  them  under  rigid,  statutory  pro- 
visions. 

Mr.  CuYLER.  Yes. 

Mr.  Sims.  With  Government  agencies  authorized  to  pass  on  what 
they  are  doing,  and  the  public  in  the  past  have  not  always  let  public 
opinion  control  private  interest  when  the  public  interest  was  affected 
by  such  control  and  operation,  public  opinion,  of  course,  is  sovereign 
in  this  country,  but  oftentimes  it  differs  m  detail  and  a  good  deal 
with  respect  to  the  bill  of  those  who  advocate  certam  thuigs,  and 
often  i^ublic  opinion  is  asserted  in  electing  the  legislative  branches  of 
the  State  and  Federal  Governments. 

Mr.  Cutler.  I  have  unbounded  faith  in  public  opuiion  in  America 
when  it  is  fuially  developed  and  understood,  and  I  think  it  is  quite 
remarkable  how  it  is  becoming  understood.  For  instance,  we  sent 
out  a  questionnaire  to  about  12,000  newspapers  in  the  country  on 
the  question  of  Government  ownership  or  Government  control  and 
asked  the  opinion,  not  of  the  editors  but  of  the  conmiunities  in  which 
they  lived,  and  I  thmk  we  received  replies  from  o^'er  6,000  papers 
scattered  all  over  the  country  everywhere,  and  about  84  per  cent, 
as  I  recall  it,  were  agamst  both,  and  where  the  public  ownership 
theory  has  been  supposed  to  have  been  indulged  in  more  largely  in 
the  past,  like  the  West  and  Southwest,  it  was  practically  unanimous 
against  it.  I  think  that  is  the  result  of  thought  and  the  people 
getting  down  to  thinking,  and  I  think  they  are  going  to  get  down  to 
thmking  on  this  legislation  when  it  goes  before  them  in  concrete 
form. 

Mr.  Sims.  A  great  many  newspapers,  or  some  of  them,  the  day 
aftei  the  Plumb  plan  was  introduced,  immediately,  without  waiting 
to  read  the  bill  or  anj^thing  else,  said  they  just  knew  it  would  not  do 
and  gave  their  reasons,  and  some  very  high-class  papers  stated  that 
the  outstanding  capitalization  of  the  railroads  was  $33,000,000,000, 
and  it  would  have  been  an  offense  to  even  have  intimated  that  the 
author  of  the  article  did  not  know  exactly  what  it  was. 

Mr.  CuYLER.  I  think  that  is  too  true  at  times. 
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Mr.  Dewalt.  Mr.  Cuyler,  turning  to  page  77,  chapter  12,  according 
to  the  provisions  of  section  68,  what  is  left,  in  your  judgment,  for  the 
State  commissions  i 

Mr.  Cuyler.  I  do  not  think  there  is  very  much  left,  sir. 

Mr.  Dewalt.  In  other  words,  section  68,  I  judge  from  your  reply, 
would  deprive  the  State  commissions  of  almost  all,  if  not  all,  of  their 
now  existing  authority. 

Mr.  Cuyler.  No,  sir;  they  would  liave  full  control  over  purely 
intrastate  rates  and  police  powers. 

Mr.  Dewalt.  Is  that  quite  so,  if  you  read  the  wording  ?  Turn  to  the 
language  commencing  on  line  8,  "except  that  no  State  statute  nor 
any  rule  or  order  of  any  board,  commission,  or  other  tribunal  of  any 
State,  regulating  transportation."  That  does  not  limit  it  to  mtra- 
state  transportation  because  the  wording  there  is  general.  It  says 
transportation. 

Mr.  Cuyler.  That  is  transportation  in  so  far  as  it  is  uiterwoven 
with  interstate  transportation,  either  directly  or  mdirectly. 

Mr.  Dewalt.  As  I  take  it,  Mr.  Cuyler,  I  may  be  wrong,  that  word- 
ing would  include  all  sorts  of  transportation  whether  it  be  mtrastate 
or  interstate;  but  leaving  that  open,  is  your  opinion,  if  you  desire  to 
express  it,  that  the  wordmg  of  this  section  68  would  nullify  State 
laws  m  regard  to  compensation  for  injuries  occasioned  by  accidents. 

Mr.  Cuyler.  Mr.  Thom  is  of  the  opinion  it  would. 

Mr.  Dewalt.  Then  the  effect  of  section  68  would  be  to  nullify 
and  abrogate  the  compensation  laws  of  the  various  States  as  now 
existmg.  Would  it,  in  your  judgment,  nidlify,  as  a  specific  instance, 
the  full-crew  law  of  the  State  of  Pennsylvania. 

Mr.  Cuyler.  I  should  hope  so. 

Mr.  Dewalt.  Would  it  nuUify  the  hours-of-service  law  m  the 
various  States  with  regard  to  railroad  employees? 

Mr.  CuiLER.  I  think  it  would,  Mr.  Dewalt.  To  be  frank,  our 
desire  is  to  limit  and  clip  the  powers  of  the  State  commissions  just  as 
much  as  possible.  We  realize  there  must  be  certam  powers  exercised 
by  them,  but  we  are  looking  upon  the  railroad  problem  as  a  great 
national  problem. 

Mr.  Dewalt.  Yes;  and  I  thuik  a  good  many  of  us  agree  with  you 
in  that,  although  I  am  not  expressmg  my  own  opmion.  What  I  am 
trying  to  get  at,  Mr.  Cuyler,  is  how  this  would  affect  the  vital  ques- 
tion of  State  rights.  I  am  pomting  out  these  specific  mstances  only 
to  try  to  show  how  far  this  section  68  would  go,  and  I  understand 
your  answer  to  be — and  if  I  am  mcorrect  you  wiU  please  correct  me — 
that  the  purpose  of  section  68  is  to  limit  as  far  as  possible  the  power 
and  authority  of  the  State  commissions  and  the  States  in  the  regula- 
tion of  transportation,  including  all  the  agencies  therewith  connected. 

Mr.  Cuyler.  From  a  national  standpoint,  yes. 

Mr.  Dewalt.  And,  as  a  consequence,  would  it  foUow  that  State 
laws  now  passed  and  existmg  in  reference  to  the  various  subjects  I 
have  mentioned  and  kindred  subjects  would  be  nullified  and  abro- 
gated. 

Mr.  Cuyler.  Yes,  sir;  so  far  as  the  scope  of  this  bill  is  concerned. 

Mj\  Watson.  Mr.  Cuyler,  it  has  been  stated  for  a  long  while  that, 
unless  the  railroads  receive  Government  aid  when  they  are  returned 
to  private  ownership,  they  can  not  exist  except  under  receiverships. 
You  probably  have  more  knowledge  of  railroads  and  their  manage- 
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ment  than  any  one  else.  Would  you  hesitate  to  give  your  opinion 
on  that  question. 

Mr.  CuYLER.  My  judgment,  Mr.  Watson,  is  this:  That  of  course, 
under  existing  conditions,  the  roads  could  not  go  back  with  safety 
without  protection.  My  own  feeling  is  that  a  bill  like  this  or  such  a 
bill  as  the  wisdom  of  Congress  may  see  fit  to  pass  will  enable  the 
roads  to  take  care  of  and  protect  themselves  at  the  proper  time; 
but  meanwhile  they  have  got  to  be  protected.  Here  we  are  met 
with  a  railroad  deficit  which  last  year  amounted  in  round  figures  to 
over  $200,000,000,  and  Mr.  McAdoo  stated  in  his  testimony  before 
the  Senate  Committee  that  they  were  going  to  make  $100,000,000 
net  this  year;  yet  they  are  going  to  lose  more  this  year  than  last  year, 
and  of  course,  with  the  tremendous  wage  increase  we  have  got  to  be 
protected  until  we  can  adjust  ourselves  to  the  conditions.  I  do  not 
believe,  myself,  it  will  take  nearly  as  long  as  a  good  many  people 
state,  and  if  Congress  will  give  us  proper  protection  while  we  are 
adjusting  ourselves,  as  I  said  before,  I  am  anxious  to  see  the  roads 
go  back  as  soon  as  possible. 

Mr.  Denison.  Mr.  Cuyler,  can  you  state  to  the  committee  now 
what  the  specific  charge  which  Mr.  Plumb  made  was  with  reference 
to  the  Pennsylvania  Railroad? 

Mr.  Cuyler.  His  specific  charge  was  that  we  issued  stock  at  less 
than  the  price  we  could  obtain  by  selling  in  the  market.  For  instance, 
that  we  issued  stock  at  70,  when  the  stock  was  selling  at  75,  and  that 
we  ought  to  have  issued  it  at  75,  the  inference  being,  therefore,  that 
5  per  cent  was  water;  and  that  we  gave  our  stockholders  that  water. 
As  a  matter  of  fact,  as  you  all  know,  when  you  increase  the  stock  of  a 
railroad  or  bank  or  any  corporation,  your  stock  goes  down  because 
you  have  more  stock  to  earn  a  dividend  on.  In  point  of  fact,  in 
every  instance  with  us,  the  stockliolder  who  took  the  stock  got  left, 
because,  after  he  took  his  stock,  it  went  below  the  price  he  took  it  at. 
That,  I  understand,  to  be  Mr.  Plumb's  charge  so  far  as  the  Pennsyl- 
vania Railroad  was  concerned. 

Mr.  Denison.  Did  he  state  what  that  amounted  to?  I  did  not 
hear  all  of  his  statement. 

Mr.  Cuyler.  I  do  not  think  he  put  it  in  dollars  and  cents,  so  far  as 
the  Pennsylvania  Railroad  was  concerned.  He  lumped  the  Penn- 
sylvania with  other  roads,  and  with  various  charges  and  other  rail- 
roads were  accused  of  issuing  securities  below  their  value,  and  he 
lumped  them  with  the  Pennsylvania,  and  said  it  had  issued  stock  below 
the  market  price;  not  below  the  par  value,  but  the  market  price. 
In  point  of  fact,  as  this  statement  shows,  we  have  taken  from  our 
shareholders,  including  the  premiums  they  have  paid  and  everything 
else — we  have  put  into  the  Pennsylvania  Raih'oad  in  the  last  10 
years,  over  $40,000,000,  on  which  they  received  no  return  of  any 
kind. 

Mr.  Denison.  Did  his  statement  have  reference  to  the  stock  issued 
since  1900? 

Mr.  Cuyler.  That  I  can  not  say,  but  before  1900 — in  fact,  we  never, 
in  the  history  of  the  Pennsylvania  Railroad,  have  issued  any  stock 
below  par,  and  I  do  not  think  before  1900  we  issued  any  stock. 

Mr.  Thom.  His  earliest  date  was  1900. 

Mr.  Cuyler.  Mr.  Thom  says  his  earliest  date  was  1900,  or  from 
1900  on.     I  was  not  here  and  did  not  hear  Mr.  Plumb  myself. 
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Mr.  Denison.  Who  prepared  the  statement  which  you  read  to  the 
committee  with  reference  to  the  Pennsylvania  Railroad. 

Mr.  Cutler.  It  was  prepared  by  Mr.  County,  one  of  the  vice 
presidents  of  the  Pennsylvania  Railroad,  in  charge  of  accounting. 

Mr.  Denison.  Are  all  of  those  matters  of  record  on  the  books  of 
the  company  ? 

Mr,  Cxjyler.  Absolutely;  so  much  so  that  this  statement  was  pre- 
pared for  me  in  15  minutes  after  I  asked  for  it. 

Mr.  Denison.  Do  you  know  whether  or  not  those  facts  are  in  the 
possession  of  the  Interstate  Commerce  Commission? 

Mr.  CuYLER.  Yes,  sir;  they  are  all  on  file  with  the  Interstate  Com- 
merce Commission. 

Mr.  Denison.  Has  the  Interstate  Commerce  Commission,  under 
the  act  of  Congress,  done  any  work  toward  the  valuation  of  the 
Pennsylvania  Railroad  ? 

Mr.  CuYLER.  Oh,  yes;  our  valuation  is  well  on.  I  should  say  that 
within  a  year  it  would  be  finished.  The  New  Haven  valuation  is 
very  nearly  finished,  and  I  understand,  so  far  as  the  New  Haven  is 
concerned,  and  I  am  a  director,  that  the  valuation  probably  will 
show  considerably  in  excess  of  its  book  values,  even  alloA\4ng  for  the 
enormous  shrinkage  of  securities  in  that  road. 

Mr.  Denison.  When  the  stock  of  the  railroad  companies,  or  the 
Pennsylvania  Railroad,  particularly,  referred  to  in  this  statement, 
was  offered  or  issued,  was  it  offered  to  the  public  or  offered  to  the 
stockholders  ? 

Mr.  Cutler.  It  was  offered  to  the  shareholders  with  warrants 
attached,  and  the  shareholders,  if  they  did  not  want  it  themselves, 
sold  those  warrants.  It  was  all  issued  to  the  shareholders.  We 
have  never  sold  any  stock  publicly  in  the  Pennsylvania  Railroad. 

Mr.  Denison.  And  the  board  of  directors  fixed  the  price  at  which 
it  should  be  sold  to  the  stockholders  ? 

Mr.  Cutler.  Yes,  sir;  and,  of  course,  we  have  to  receive  the  ap- 
proval of  our  State  commission.  We  have  a  State  commission  in 
Pennsylvania  with  considerable  powers. 

Mr.  Denison.  And  were  the  various  issues  of  stock  referred  to  in 
this  statement  issued  after  receiving  the  approval  of  the  State  Com- 
mission of  Pennsylvania? 

Mr.  Cutler.  Yes,  sir. 

Mr.  Denison.  And  did  that  approval 

Mr.  Cutler  (interposing).  Now,  let  me  correct  myself  in  one 
respect.  Our  public  service  commission  in  Pennsylvania  did  not 
come  into  full  power,  my  recollection  is,  until  about  1910.  Its  powers 
before  that  were  limited.     It  now  has  fuU  powers  on  all  subjects. 

Mr.  Denison.  And  in  issuing  stock,  does  the  company  state  to  the 
commission  the  value  or  the  price  at  which  it  is  to  be  sold  and  receive 
the  commission's  approval  on  that? 

Mr.  CtTTLER.  Yes,  sir;  full  details  are  given  in  all  respects,  as  to 
requirements,  why  it  is  issued,  ])rice  at  which  it  is  proposed  to  be 
issued,  and  the  market  value  at  the  time  it  is  issued,  and  everything. 

Mr.  Denison.  What  governs  the  board  of  directors  in  determining 
the  value  at  which  the  stock  is  to  be  sold  ? 

Mr.  Cutler.  There  are  two  factors;  one  is  the  selling  price  and 
what  price  the  shareholders  will  be  likely  to  take  it  at,  and  then  they 
also  take  into  consideration  the  amount  of  money  that  has  been  put 
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into  the  property  out  of  earnings  and  for  which  the  shareholders 
have  never  received  any  return.  For  instance,  if  our  stock  were 
issued  at  70,  when  the  stock  was  selling  at  75,  we  said,  "We  have  been 
earning  a  sum  of  money  that  would  enable  us  to  pay  7  or  8  per  cent 
instead  of  6  per  cent."  As  a  matter  of  fact,  we  have  never,  except 
in  one  year,  in  my  recollection,  and  I  have  been  director  of  the  rail- 
road for  a  great  many  years,  paid  over  6  per  cent.  One  year  we 
paid  7  ])er  cent,  and  we  have  paid  as  low  as  5  per  cent. 

Mr,  Denison.  It  would  hardly  be  possible,  would  it,  to  provide 
for  any  large  increase  of  stock  and  sell  it  at  the  same  price  as  the 
stock  alreacly  outstanding? 

Mr.  Cutler.  Absolutely  impossible,  because,  as  I  have  said,  it 
would  go  right  off.  The  people  would  say,  ''You  are  putting  out 
twenty  or  twenty-five  million  dollars  more  of  stock  and  you  have  got 
to  earn  G  per  cent  on  that  additional  twenty  or  twenty-five  million 
dollars,"  and  it  has  to  be  demonstrated  whether  you  can  do  that, 
and  therefore  there  is  a  gamble  there  which  makes  the  stock  sell  off. 
In  one  of  the  cases  we  cited  here,  we  thought  we  had  offered  it  at  a 
safe  figure  to  the  shareholders,  but  they  would  not  take  it,  and  we 
felt  the  credit  of  the  road  would  be  very  largely  affected  if  the  issue 
failed,  and  therefore  we  had  to  go  to  the  bankers  in  Xew  York  and 
say  to  them,  ''Will  you  underwrite  this  issue  at  the  price  we  are 
offering  it  to  the  shareholders,  and  they  said,  ''Yes;  we  will  do  it  for 
a  commission  of  2^  per  cent."  We  thought  that  was  the  wise  thing 
to  do  and  the  stock  was  protected  in  that  way  at  a  comparatively 
small  cost. 

Mr.  Denison.  Now,  the  premium  at  which  this  stock  was  sold, 
whatever  it  was,  went  into  the  treasury  of  the  company. 

Mr.  CuYLER.  Absolutely. 

Mr.  Denison.  No  stock  has  l)een  issued  to  offset  that  premium  ? 

Mr.  CuYLER.  None  at  all  in  any  way. 

Ml'.  Ellsworth.  You  stated,  Mr.  Cuyler,  that  at  a  given  date  the 
value  of  the  Pennsylvania  was,  I  think,  $400,000,000  in  excess  of 
the  amount  of  stocks  and  bonds  in  the  hands  of  the  public.  I  did 
not  catch  the  date.     Do  you  remember,  approximately? 

Mr.  Cuyler.  He  says  in  this  statement,  ''in  round  figures  since 
1900." 

Mr.  Ellsworth.  But  you  stated  in  giving  your  statistics 
$151,000,000  and  I  did  not  catch  what  that  referred  to. 

Mr.  Cuyler.  The  outstanding  stock  on  December  31,  1900,  was 
$151,000,000  and  on  December  31,  1917,  it  was  $499,000,000,  showing 
an  increase  of  $347,000,000. 

Mr.  Ellsworth.  I  was  not  here  during  your  entire  testimony, 
Mr.  Cuyler,  and  I  notice  you  have  a  note  on  page  85  that  provisions 
as  to  labor  controversies  are  to  be  added.  Did  you  expect  to  appear 
before  the  committee  again  and  give  your  ideas  about  the  settlement 
of  labor  controversies? 

^ii-.  Cuyler.  No;  Mr.  Thom  will  do  that. 

Ml".  Sims.  Mr.  Chau*man,  there  is  one  matter  I  did  not  know  was 
coming  up  that  I  would  like  to  ask  a  question  about,  and  that  is  the 
statement  with  reference  to  earnings. 

Mr.  Cuyler,  is  it  not  a  fact  that  in  some  instances,  I  will  not  confine 
it  to  the  Pennsylvania  Raikoad  Co.,  that  it  is  determined  to  issue  so 
much  stock  and  that  stock  must  sell  at  the  price  fixed  by  the  com- 
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paiiy;  in  other  words,  the  company  fixes  an  upset  price,  so  to  speak, 
or  a  minimum  price?  Now,  is  it  not  a  fact  that  the  property  holdings 
of  the  company  are  not  reduced  by  that  sale  of  stock  if  there  is  put 
into  the  company  the  money  that  was  paid  in  for  the  stock  and  there- 
fore there  is  no  reduction  in  the  value  of  the  holdings  of  the  company? 

Mr.  Cutler.  No,  sii ;  there  is  not. 

Mr.  Sims.  That  is,  if  the  amount  that  the  stock  sold  for  is  put  in 
the  treasury,  but  is  not  this  often  done:  The  authorities  or  the  board 
of  directors,  or  whoever  has  charge  of  it,  provide  that  this  stock  shall 
be  issued  at  par,  we  will  say,  so  as  to  readily  understand  it,  to  existing 
stockholders  in  proportion  to  the  amount  that  they  hold,  a  certain 
percentage,  and  has  it  not  often  occurred  that  the  stock  already 
outstanding  in  such  railroads,  when  the  stock  was  above  par,  actually 
advanced  instead  of  declined  in  the  markets  of  the  country? 

Mr.  Cutler.  Not  to  my  knowledge,  Judge. 

Mr.  Sims.  Now,  further,  has  not  this  occurred,  and  has  it  not 
occurred  even  with  the  Pennsylvania  some  time,  that  the  stock  was 
selling  higher  in  the  market,  say,  on  the  stock  exchange,  or  wherever 
it  was  dealt  in,  than  the  price  fixed  for  the  new  issue? 

Mr.  Cutler.  Yes,  sir. 

Mr.  Sims.  And  the  existing  stockholders  having  a  right  over  any 
one  else  to  receive  this  stock,  instead  of  receiving  it  and  paying  the 
money,  have  actually  sold  their  rights  at  an  advance  over  and  above 
the  price  of  the  stock,  or  what  it  would  be  with  the  new  issue  out- 
standing, and  where  those  rights  have  been  sold  not  one  dollar  of 
that  money  goes  into  the  treasury? 

Mr.  Cutler.  The  right  to  sell  at  the  relative  price  the  stock  was 
selling  at • 

Mr.  Sims.  But  they  sold  their  stock  or  the  right  to  the  stock  to 
somebody  who  was  willing  to  take  it  in  excess  of  what  they  were 
paying  for  it? 

Mr.  Cutler.  Yes,  sir. 

Ml-.  Sims.  And  that  money  did  not  go  into  the  treasury  of  the 
company? 

Mr.  Cutler.  What  they  got  did  not,  but  the  money  of  the  man 
who  bought  the  right  went  into  the  treasury  of  the  company. 

Mr.  Sims.  No. 

Mr.  Cutler.  They  did  not  lose  anything.  They  had  to  go  and  pay 
for  the  stock  at  the  price  the  company  was  putting  it  out  at. 

Ml'.  Sims,  I  know  that,  but  the  seller  of  the  stock  or  the  right  got 
the  profit  between  what  the  treasury  received  and  what  the  purchaser 
gave  for  it,  and  therefore  the  stock  was,  in  a  sense,  watered,  not  in 
the  number  of  shares  issued,  but  the  purchaser  gave  more  money  for 
the  share  than  went  into  the  treasury  of  the  company,  and  less  money 
than  the  property  was  worth  when  it  was  sold. 

Mr.  Cutler.  The  answer  to  that  is  the  company  probably  would 
not  have  been  able  to  sell  this  stock  unless  such  a  transaction  was 
allowed. 

Mr,  Sims.  Why  not  ?  Why  would  not  a  person  who  would  buy  a 
right  and  pay  a  premium  for  that  right  be  willing  to  give  the  same 
amount  to  the  railroad  company  for  the  stock  to  start  with. 

Ml'.  Cutler.  Of  course,  a  great  many  shareholders  are  not  able  to 
take  up  their  stock,  and  the  man  who  bought  took  the  gamble  as  to 
whether  it  was  a  wise  purchase  on  his  part  or  not.     As  a  rule  it  did 
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not  turn  out  wise  and  the  stock  went  clown.  So  far  as  the  stock- 
holder himself  is  concerned,  he  may  not  have  been  able  to  take  the 
stock. 

Mr.  Sims.  I  have  noticed  in  watching  the  market  that  when  stock 
of  that  sort  was  ordered  to  be  issued,  the  old  shares  on  the  market 
immediately  advanced,  because  they  have  this  privilege,  the  stock 
])eing  authorized  to  be  sold  at  less  than  the  market  price,  and  for  a 
while  that  booms  the  whole  stock,  but  when  the  stock  is  finally 
issued  and  all  existing  stockholders  have  pocketed  the  profit,  then 
the  stockholders,  all  of  them,  have  to  take  what  the  value  of  the 
property  is  represented  to  have  been  plus  the  money  received,  and 
the  corporation  did  not  receive  all  it  was  worth  at  the  start,  and  it 
seems  to  me  that  the  stockholders  of  a  prosperous  corporation  if  they 
had  any  pride  of  ownership,  rather  than  to  pocket  a  profit,  when 
they  were  given  the  privilege  of  purchasing  at  less  than  the  market 
value,  would  have  pride  enough  in  their  corporation  to  retain  it 
and  not  put  it  upon  the  public  and  thereby  reduce  the  price  of  all 
the  stock  of  that  company  on  the  market. 

Mr.  Cutler.  I  am  sorry  to  say  I  think  pocket  generally  comes 
first  and  pride  afterward. 

Mr.  Sims.  It  seems  so,  but  if  a  directorate  would  provide  for  such 
a  thing  as  that,  what  could  we  think 

Mr.  CuYLER.  You  could  not  do  it  otherwise. 

Mr.  Hamilton.  Perhaps  you  do  not  take  into  consideration. 
Judge,  that  some  man  may  be  a  little  hard  up  and  need  the  money. 

Mr.  CuYLER.  It  is  a  pretty  trying  thing  for  a  board  of  directors  to 
decide  just  how  such  stock  should  be  issued.  If  you  issue  it  at  too 
high  a  price  nobody  will  take  it.  You  have  got  to  make  a  certain 
price  in  order  to  get  your  money  just  as  you  pay  a  banker  for  selling 
your  bonds.  I  would  rather  the  shareholders  get  the  profit  than  the 
bankers. 

Mr.  Sims.  If  it  was  offered  all  over  the  country  it  undoubtedly 
would  sell  at  practically  what  it  would  bring  on  the  market. 

Ml'.  Cutler.  I  do  not  feel  that  way  about  it. 

Mr.  Sims.  I  mean  as  the  Liberty  bonds  were  sold  all  over  the 
country  through  the  banks  and  ])ost  offices,  but  instead  of  that  they 
go  to  Wall  Street  and  ask  them,  "What  will  you  charge  for  this  job,  ' 
and  they  say,  "We  will  not  do  it  except  for  a  certain  amount." 

Mr.  CuYLER.  Judge,  I  do  not  speak  for  the  railroads  generally,  but 
the  Pennsylvania  Railroad  lias  had  very  little  to  do  with  Wall  Street. 
We  have  over  60,000  women  shareholders  in  the  Pennsylvania  Rail- 
road. 

Mr.  Sims.  Sixty  thousand  women  ? 

Mr.  Cutler.  Yes. 

Mr.  Sims.  Then  woman's  rights  prevail  in  that  corporation? 

Mr.  Cutler.  The  men  still  have  a  little  majority.  We  have  about 
140.000  shareholders  altogether,  but  the  Pennsylvania  Railroad,  from 
its  inception,  has  been  an  individually  owned  road,  <(Wned  largely 
by  the  people  of  Pennsylvania.  I  think  the  aA^erage  holding  is  less 
than  50  shares.  There  is  no  large  controlling  interest  of  any  kind. 
I  do  not  believe  there  is  a  shareholder  that  has  one-eighth  of  1  per 
cent  of  the  outstanding  shares  of  the  compaii}",  and  we  feel  that  we 
have  looked  after  the  interest  of  the  shareholders  and  we.feel  we  have 
to  give  them  a  little  inducement  once  in  a  while  to  get  the  stock  taken 
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up.  We  would  rather  do  that  then  go  to  Wall  Street  or  go  to  bankers 
who  will  sell  our  securities  instead  of  stock  and  then  we  will  have  to 
pay  2  or  3  or  4  per  cent. 

(The  committee  thereupon  took  a  recess  until  2  o'clock  p.  m.) 

AFTER    RECESS. 

The  committee  met  after  the  expiration  of  the  recess  at  2  o'clock 
p.  m. 

Mr.  CuYLER.  Mr.  Chairman,  I  would  like  to  make  one  correction 
in  my  statement  of  this  morning.  I  was  asked  the  question  whether 
we  had  received  any  communication  from  any  security  owners  as 
to  our  plan  or  any  other  plan,  and  I  said  that  I  could  not  recollect 
any.  I  now  recall  that  I  received  communications  from  Mr.  Ecker, 
vice  presdient  of  the  Metropolitan  Life  Insurance  Co.,  of  New  Yoik; 
Mr.  Dryden,  president  of  the  Prudential  Insurance  Co.  of  America, 
of  Newark,  N.  J.;  and  from  Mr.  Blair,  of  Blair  Bros.  &  Co.,  bankers 
of  New  York,  advocating  the  Warfield  plan.  There  were  also  letters 
written,  but  not  to  me,  by  Mr.  Sabin,  president  of  the  Guaranty 
Trust  Co.,  of  New  York,  and  Mr.  Kingsley,  president  of  the  New  York 
Life  Insurance  Co.  Those  gentlemen  are  members  of  Mr.  Warfield's 
committee,  and  they  wrote  letters,  but  not  showing  that  they  were 
authorized  to  act  officially  in  behalf  of  their  companies.  I  think  I 
ought  to  make  that  correction. 

STATEMENT  OF  MR.  ALFRED  P.  THOM,  GENERAL  COUNSEL 
ASSOCIATION  OF  RAILWAY  EXECUTIVES,  MUNSEY  BUILD- 
ING,  WASHINGTON,  D.  C. 

The  Chairman.  Mr.  Thom,  do  you  desire  to  speak  uninterruptedly, 
or  do  you  want  interrogations  made  as  you  proceed  ? 

Mr.  Thom.  Mr.  Chairman,  I  would  like  for  the  committee  to  exer- 
cise its  own  discretion  as  to  that,  bearing  in  mind  only  that  the 
further  away  they  get  me  from  the  subject  I  am  discussing  the  longer 
time  it  will  take  me  to  get  back  to  it,  and  it  will  probably  prolong 
the  time  I  will  have  to  ask  the  attention  of  the  committee. 

Mr.  Chairman  and  gentlemen,  before  proceeding  to  discuss  the 
plan  which  was  presented  here  this  morning  by  Mr.  Cuyler,  I  think 
it  is  due  to  the  committee  and  due  to  the  record  for  me  to  make  an 
analysis  of  the  main  features  of  the  plan  presented  here  by  Mr. 
Plumb,  and  to  cite  the  committee  to  some  authorities  on  the  subject. 
I  would  like  to  call  your  attention,  in  the  first  place,  to  section  4  of 
that  bill,  which  sets  out  a  description  of  the  properties  proposed  to 
be  taken  and  paid  for  by  the  United  States. 

It  will  be  noted  tliat  this  description  in  the  first  para^aph  of  sec- 
tion 4  is  qualified  by  the  following  language:  "Granted  in  and  ac- 
quired under  the  charters  of  the  several  corporate  owners  and  the 
laws  under  which  they  operate."  If  the  description  in  the  bill  was  ' 
intended  to  cover  all  of  the  properties  of  the  railroad  companies 
proposed  to  be  paid  for,  it  would  not  have  been  necessary  to  assert 
any  reservation.  It  is  to  be  noted,  however,  that,  in  addition  to  the 
foregoing  limitation,  the  following  express  reservation  is  inserted: 

That  all  values  not  included  in  the  grants  made  in  the  charters  of  the  corporate 
owners  or  the  laAvs  under  which  they  operate  or  in  grants  made  to  individual  owners 
shall  be  regarded  as  values  retained  by  the  public  in  the  public  highways  and  not 
subject  to  compensation. 
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On  the  face  of  these  provisions,  a  great  uncertainty  as  to  what  is 
intended  exists,  but  we  are  entitled  to  assume  that  in  so  important  a 
matter  the  language  has  been  carefully  weighed,  and  that  something 
is  intended,  both  by  the  qualifications  in  the  first  paragraph  of  the 
section  and  by  the  reservation  m  the  second  paragraph  of  tlie  section. 

Exactly  what  these  reservations  are  is  not  clear  from  the  language 
of  the  bill.  It  is  entirely  clear,  however,  that  there  is  a  legislative 
reservation  upon  what  the  United  States  shall  compensate  the  owners 
for.  There  can  be  no  legislative  reservation  in  respect  to  what  shall 
be  paid  for  in  condemnation  proceedings.  That  question  is  entirely 
a  judicial  question.  It  is  in  no  sense  a  legislative  question,  and  any 
attempt  on  the  part  of  the  legislators  to  make  a  reservation  is  micon- 
stitutional  and  void. 

The  power  to  make  such  reservation  was  once  before  attempted 
by  Congress.  In  the  Monongahela  Navigation  Co.  case,  the  act  of 
Congress  declared  that  "the  franchise  to  collect  tolls  was  not  to  be 
considered  in  estimating  the  sum  to  be  paid  for  the  property."  One 
of  the  fundamental  questions  in  the  case  was  as  to  the  constitutionality 
of  such  a  reservation.    The  Supreme  Court  of  the  United  States  says: 

IW  this  legislation  Congress  seems  to  have  assumed  the  right  to  determine  what 
shall  be  the  measure  of  compensation.  But  this  is  a  judicial  and  not  a  legislative 
question.  The  legislature  may  determine  what  private  property  is  needed  for  public 
pin-poses — that  is  a  question  of  a  political  and  legislative  character;  but  when  the 
taking  has  been  ordered,  then  the  question  of  compensation  is  judicial.  It  does  not 
rest  with  the  public,  taking  the  property,  through  Congress  or  the  legislature,  its 
representative,  to  say  what  compensation  shall  be  paid,  or  even  what  shall  be  the  rule 
of  compensation.  The  Constitution  has  declared  that  j  ust  compensation  shall  be  paid, 
and  the  ascertainment  of  that  is  a  judicial  inquirv.  (Monongahela  Navigation  Co.  i'. 
United  States,  148  U.  S.,  377.) 

Tliere  can  be  no  escape,  therefore,  from  the  conclusion  that  section 
4  of  the  Plumb  bill,  in  making  a  reservation  of  certam  values,  is  un- 
constitutional, if  the  reservation  means  anything. 

Tliere  can  be  no  doubt  that  the  reservation  clause  was  inserted  l)y 
the  author  of  the  bill  for  a  serious  pm'pose,  and  that  in  his  mind,  at 
least,  the  reservations  are  of  great  monetary  consequence. 

We  are  not  at  a  loss  to  determme  what  the  author  of  this  bill  in- 
tends to  reserve  from  the  things  that  shall  be  compensated  for. 

I  was  not  present  the  first  day  of  Mr.  Plumb's  statement  at  this 
hearing,  but  I  am  told  that  on  this  point  his  statement  agrees  with 
the  statement  made  by  him  in  the  hearings  on  the  Federal-control 
bill  in  1918  (hearings  before  the  Committee  on  Interstate  Commerce 
United  States  Senate,  65th  Cong.,  S.  Res.  171,  pts.  1  to  7,  inclusive,, 
pp.  1017,  1018,  1024,  and  1027). 

From  his  testimony  here  I  am  told,  and  from  his  testimony  before 
the  committee  of  the  Senate,  it  appears  that  there  are  two  substantial 
elements  of  property  which  he  is  seeking  to  deny  to  the  railroads. 

(a)  He  denies  that  the  railroads  are  entitled  to  any  property  in- 
terest in  the  growth  in  value  of  their  properties  since  they  were 
acquired. 

(6)  He  denies  to  the  railroads  all  compensation  for  any  mvestment 
in  their  properties  derived  by  them  under  reasonable  rates  from 
earnings  arising  out  of  operation.  He  insists  that  the  entire  property 
right  of  the  owners  in  these  properties  is  the  original  mvestment  in 
money  furnished  by  the  original  subscribers  to  the  capital  stock  or 
the  original  pm'chasers  of  the  bonds,  the  integrity  of  which  has  been 
preserved  by  proper  maintenance. 
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As  to  the  former  contention,  that  the  owners  of  properties  devoted 
to  a  quasi  piibUc  use  liave  no  right  to  compensation  for  the  growth 
m  value  of  their  properties  if  taken,  he  is  du"ectly  in  confUct  with 
repeated  decisions  of  the  Supreme  Court  of  the  United  States. 

That  court  uses  the  following  language  in  the  Consolidated  Gas 
case: 

And  we  coiiciir  with  the  coint  bek)w  in  holding  that  the  vahie  of  property  in  to  be 
determined  as  of  the  time  wlien  the  inquiry  is  made  retjarding  the  rates.  If  the 
property,  which  legally  enters  into  the  consideration  of  the  ((ue'^tion  of  rates,  has  in- 
creased in  value  since  it  was  acquired,  the  company  is  entitled  to  the  benefit  of  such 
increase.  This  is,  at  any  rate,  the  general  rule.  We  do  not  say  there  may  not  possibly 
be  an  exception  to  it,  where  the  property  may  have  increased  so  enormously  in  value 
as  to  render  a  rate  permitting  a  reasonable  return  upon  such  increased  value  unjust  to 
the  public.     (Wilcox  v.  Consolidated  Gas  Co.,  212  U.  S.,  52.) 

In  the  Minnesota  Rate  case  the  Supreme  Court  says: 

The  property  of  the  railroad  corporation  has  been  devoted  to  a  public  use.  There 
is  always  the  obligation  springing  from  the  nature  of  the  business  in  which  it  is  en- 
gaged— which  private  exigency  may  not  l^-e  permitted  to  ignore — that  there  shall  not 
be  an  exorl:>itant  charge  for  the  serAdce  rendered.  But  the  State  has  not  seen  fit  to 
undertake  the  service  itself;  and  the  private  property  embarked  in  it  is  not  placed  at 
the  mercy  of  legislative  caprice.  It  rests  secure  under  the  constitutional  protection 
which  extends  not  merely  to  the  title  but  to  the  right  to  receive  just  compensation 
for  the  ser^dce  given  to  the  public. 

It  is  clear  that  in  ascertaining  the  present  value  we  are  not  limited  to  the  considera- 
tion of  the  amount  of  the  actual  investment.  If  that  has  been  reckless  or  improvident, 
losses  may  lie  sustained  which  a  community  does  not  underwrite.  As  the  company 
may  not  be  protected  in  its  actual  investment  if  the  value  of  its  property  be  plainly 
less,  so  the  making  of  a  just  return  for  the  use  of  the  property  involves  the  recognition 
of  its  fail-  value  if  it  be  more  than  its  cost.  The  property  is  held  in  private  ownership, 
and  it  is  that  property,  and  not  the  original  cost  of  it,  of  which  the  owner  may  not  be 
deprived  without  due  process  of  law.  (Minnesota  Rate  case,  230  U.  S.,  454;  San 
Joachin  Co.  v.  Stanislaus  Co.,  233  U.  S.,  454;  Reagan  v.  The  Farmers'  Loan  &  Trust 
Co.,  154  U.  S.,  3G2.) 

These  cases  conclusively  negative  the  contention  that  a  raih'oad 

company  is  not  entitled  to  be  compensated,  where  its  property  is 

taken,  for  the  value  of  the  property  at  the  time  it  is  taken  and  to  the 

■  growth  in  that  value  over  and  above  the  investment,  which  has  taken 

place  since  the  investment. 

As  to  the  contention  that  surplus  from  the  earnings  under  lawful 
rates  do  not  belong  to  the  company,  I  cite  Judge  Prouty's  statement 
in  the  case  of  the  City  of  Spokane  v.  Northern  Pacific  Railway  Co. 
(15  I.  C.  C.  Reports,  415,  416): 

We  come  now  to  the  complainants'  claim  that  the  surplus  which  has  been  accu- 
mulated by  these  defendants  from  earnings  should  be  first  subtracted  from  the  value 
of  their  properties  in  determining  the  amount  upon  which  they  may  properly  earn. 
The  contention  of  counsel  is  that  this  surplus  is  a  fund  held  by  the  railway  company 
as  trustee  for  the  public,  w^hich  this  commission  should  in  some  way  manage  to  redis- 
tribute to  the  pul)lic  in  the  establishment  of  just  and  reasonalile  rates.  The  railway 
is  certainly  an  agent  of  the  government  in  the  construction  and  operation  of  its  prop- 
erty, and  it  is  only  allowed  to  charge  for  its  services  a  reasonable  compensation.  Does 
it  from  this  follow  that  the  surplus  of  the  Great  Northern  Railway,  for  example,  which 
is  said  to  be  .'i!70,000,000,  is  held  by  that  company  in  trust  for  the  public?  Does  it 
follow,  even,  that  the  value  of  this  property  to-day  should  be  decreased  by  $70,000,000 
upon  the  theory  that  the  public  has  i)aid  into  the  property  that  amount? 

It  is  well  understood  that  rates  by  all  lines  to  Spokane  from  a  given  eastern  destina- 
tion must  be  the  same.  We  have  already  held  that  in  establishing  a  reasonable  rate 
the  strongest  line  should  not  alone  be  considered ;  the  necessities  of  the  weaker  line 
must  also  be  taken  into  account.  In  the  application  of  this  principle  it  is  evident 
that  a  rate  might  be  fixed  which  would  pay  a  very  moderate  return  by  one  line  and  a 
very  handsome  return  by  the  other.  Under  the  operation  of  these  rates  the  Great  j 
Northern,  by  reason  of  its  cheaper  construction  and  its  easier  operation,  might  accu- 
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mulate  a  surplus  while  the  Northern  Pacific  did  not.  If  so,  could  it  be  said  that  the 
surplus  of  the  Great  Northern  had  been  improperly  accumulated  when  its  rates  had 
been  just  and  reasonable?  r)oes  the  mere  fact  of  the  accumulation  of  a  surplus  by  a 
particular  road  show  that  the  rates  upon  that  road  have  been  excessive? 

But  assume  that  they  have  been.  This  170,000,000  to  which  the  complainants 
refer  in  case  of  the  Great  Northern  surplus  is  the  result  of  the  operations  of  the  Mani- 
toba and  the  Great  Northern  Cos.  since  the  year  1880;  that  is,  for  27  years.  During 
all  that  period  this  surplus  has  been  gradually  accumulated  and  has  gone  into  the 
property.  Should  the  Government  to-day  take  note  of  that  surplus  for  the  purpose 
either  of  so  reducing  the  rates  of  the  company  that  no  earnings  can  be  made  upon  this 
much  of  the  property  or  with  a  view  to  in  some  sense  turn  that  surplus  back  again  into 
the  hands  of  the  public? 

There  is  no  absolute  test  of  a  reasonable  rate,  and  the  Government  has  supplied 
none.  During  all  this  period  the  excess  has  gone  into  the  property,  which  has  gradu- 
ally become  more  valuable,  and  this  increased  value  has  reflected  itself  in  the  market 
price  of  the  securities  of  that  company.  It  is  impossible  to  restore  what  has  been 
improperly  taken  in  the  way  of  excessive  rates  to  those  persons  from  whom  it  has  been 
received.  The  Government,  under  those  circiunstances,  can  not  lay  hold  on  this 
surplus  as  a  fund  held  in  trust-  for  the  public. 

The  Public  Utilities  Commission  of  New  Jersey,  in  a  case  about 
to  be  cited,  made  the  following  declaration: 

If,  in  the  past,  this  gas  company,  out  of  the  rates  exacted  from  consmners,  had  met 
its  operating  expenses  and  depreciation,  and  in  addition  thereto  had  obtained  enough 
to  pay  returns  to  investors  and  to  build  an  actual  structure  used  in  the  business,  would 
this  structure  aforesaid  be  the  lawful  property  of  the  company?  The  answer,  it  seems 
to  us,  must  be  in  the  affirmative.  If  the  company  had  paid  out,  in  addition  to  other 
payments  to  investors,  dividends  equal  to  the  cost  of  building  this  structure  and 
then  had  issued  additional  stock  in  value  equal  to  the  cost  of  the  structure  in  order  to 
repossess  itself  of  the  money  required  to  build  it,  there  can  be  no  doubt  that  the 
structure  built  out  of  the  proceeds  of  the  additional  seciu-ities  thus  sold  would  be  the 
lawful  property  of  the  company.  It  would  be  none  the  less  the  company's  lawful 
property  if  built  out  of  current  earnings  without  the  issue  of  additional  seciurities. 
(Passaic  Gas  Case,  1  Public  Utilities  Commission  of  New  Jersey,  433.) 

The  Public  Utilities  Commission  of  Wisconsin  made  the  following 
decision  on  this  question: 

It  is  quite  clear,  also,  that  property  paid  for  out  of  earnings  is  as  much  the  property 
of  the  respondent  as  though  paid  for  out  of  new  capital.  Such  earnings  might  have 
been  first  distributed  among  stockholders  as  di\-idends  and  later  returned  for  invest- 
ment. Charlesworth  v.  Omro  Electric  Light  Co.,  Public  Utilities  Keport  of  Wis- 
consin, 1915,  B,  p.  1.) 

To  the  same  effect  are  the  cases  of  Stennerson  v.  Great  Northern 
Railroad  (69  Minn.,  353);  Bryner  v.  Butler  Water  Co.,  179  Pa.  State, 
231);  Garden  City  v.  Garden  City  Telephone,  Light  &  Manufacturing 
Co.  (230  Fed.  Rep.,  693),  the  syllabus  of  the  latter  case  being  as 
follows : 

In  determining  the  validity  of  an  ordinance  fixing  rates  to  be  charged  by  an  electric 
company,  claimed  to  be  unconstitutional  as  confiscatory,  the  capital  on  which  the 
company  is  entitled  to  a  fair  return  is  the  reasonable  value  at  the  time  of  the  property 
being  used  in  the  service,  and  it  is  immaterial  that  such  property  was  in  part  acquired 
or  paid  for  out  of  previous  earnings  of  the  business,  whether  or  not  previous  rates  were 
reasonable  or  excessive. 

I  also  cite  the  Minnesota  Rate  Case  (230  V.  S.).  In  this  case,  while 
there  was  in  the  opinion  no  mention  of  the  question  of  the  status  of 
surplus  from  earnings,  the  value  which  the  court  considered  in  coming 
to  its  conclusion  did  include  this  sur]^lus. 

It  is  apparent,  therefore,  that  the  bill  in  question  is  attempting  to 
deny  to  the  owners  of  these  railroad  properties  elements  of  value  of 
the  very  largest  importance,  and  which,  in  the  estimate  of  the  author 
of  the  bill,  amount  to  approximately  one- third  of  the  total  book  values 
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of  these  properties  and  to  approximately  one-third  of  the  outstanding 
capitalization.  This  presents  questions  which,  to  say  the  least  will 
give  rise  to  most  serious  litigation. 

I  will  ask  the  committee  for  a  moment  to  consider  how  the  rights 
of  these  railroad  companies,  under  those  circumstances,  are  in  this 
bill  proposed  to  be  dealt  with. 

Under  section  2,  the  effort  is  made  to  vest  in  the  United  States  at 
once,  and  without  any  compensation  paid  or  arranged  for  at  the  time, 
the  title  to  all  the  railroads.  The  question  of  what  the  railroads  are 
entitled  to  may  be  agreed  upon  with  the  appraisement  board,  but 
that  appraisement  board  is  limited  by  the  reservations  contained  in 
section  4  of  the  biU.  The  board  would,  doubtless,  go  to  the  pub- 
lished reports  of  what  the  author  of  this  bill  says  he  meant  by  these 
provisions,  and  would  in  all  probability  deny  the  railroads  the  im- 
portant elements  of  value  above  mentioned.    . 

Thereupon,  the  only  recourse  of  the  railroads  is  to  go  to  the  Court 
of  Appeal  of  the  District  of  Columbia,  one  court  for  all  the  railroads 
of  the  United  States — and  the  subject  matter  involved  is  one-third 
of  the  amomits  the  railroads  claim  is  due  them  for  their  property. 
The  machinery  thus  established,  of  course,  can  have  but  one  resuft, 
and  my  belief  is  that  it  has  but  one  purpose,  and  that  is  to  so  embarrass 
the  railroad  companies  m  obtaining  any  compensation  for  their  prop- 
erty that  no  results  will  be  arrived  at  within  the  life  of  this  generation, 
and  that  the  owners  of  these  properties  will,  in  despair,  be  driven  to 
accept  any  terms  the  Government  may  offer  under  a  bill  which,  on 
its  face  and  in  the  definition  of  its  author,  is  intended  to  deprive  them 
of  one-third  of  what  they  claim  to  be  their  property. 

Whatever  is  intended  this  is  a  proposal  which  will  result  in  the 
most  extensive  confiscation  that  has  ever  been  attempted  by  a 
civilized  government. 

Second.  The  claim  made  in  behalf  of  this  bill  which  is  intended  to 
popularize  it  with  the  people  of  the  United  States,  is  that  it  will 
reduce  rates.  The  plan  to  accomplish  their  purpose  is  to  seize  all 
railroad  property  for  the  United  States  without  any  compensation 
at  the  time,  and  to  throw  the  question  of  compensation  into  endless 
litigation. 

When  the  properties  of  the  railroads  have  been  obtained  by  this 
means,  it  is  proposed  to  turn  them  over  to  a  corporation  for  100 
years,  to  be  operated  under  a  board  of  directors,  one-third  to  be 
appointed  by  the  classified  employees  below  the  ofiicial  class,  one- 
third  by  the  official  class,  and  one-tliird  by  the  President. 

Manifestly  all  loyalty  of  the  official  class  to  the  owners  of  the 

{)roperty  will  be  thus  removed  exactly  to  the  same  extent  that  the 
oyalty  of  the  other  employees  is  removed.  They  have  no  one  to 
answer  to  other  than  other  employees  have  to  answer  to.  It  is 
contended  by  the  author  of  the  bill  that  in  any  question  of  wages 
for  the  classified  employees,  the  official  employees  will  have  an 
adverse  interest,  because  any  advance  of  wages  will  reduce  the  sur- 
plus, and  in  the  surplus  the  officials  have  twice  the  proportion  of 
mterest  that  the  classified  employees  have. 

Let  us  suppose  the  case  where  there  is  a  possible  surplus  for  the 
official  employees  of  $100,000,000  a  year,  and  where,  as  has  been 
the  case  frequently  of  late,  the  classified  employees  are  asking 
increases  of  wages  from  $800,000,000  to  $1,000,000,000  a  year.     It 
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would  be  very  easy  for  the  classified  employees  to  join  with  the 
official  class  of  employees  in  a  raise  of  the  wages  of  the  official  class 
amounting  to  $150,000,000  a  year  in  return  for  the  concurrent 
action  of  the  official  employees  in  the  advance  demanded  by  the 
classified  employees  amounting  to,  say,  $800,000,000  a  year.  Thus, 
the  selfish  inducement  so  much  relied  upon  by  the  author  of  the  bill 
for  the  official  employees  to  resist  the  demands  of  the  classified 
employees  crumbles  to  dust  at  the  first  touch. 

But,  again,  we  have  the  declaration  made  before  this  committee 
continuously  for  a  year  or  more,  that  the  organization  of  the  broth- 
erhoods propose  to  control  the  policies  of  this  country  to  the  extent 
of  having  the  Government  buy  these  properties  and  pay  for  them 
and  turn  them  over  to  this  board  to  operate.  If  they  can  acconi- 
plish  this  result  they  will  prove  that  they  have  considerable  political 
influence.  If  they  can  accomplish  this  result  and  want  an  increase 
of  wages,  they  would  not  hesitate  to  use  their  political  influence  to 
secure  the  control  of  the  five  Government  directors;  and  thus  the 
people  will  be  confronted,  not  improbably,  with  a  board  of  directors, 
all  of  whom  are  under  the  control  of  the  labor  organizations. 

It  is  admitted  that  this  board  of  directors  will  have  a  right  to  agree 
with  employees  on  theu'  wages.  The  elaborate  provisions  made  in 
the  bill  for  certain  boards  of  adjustment  relate  only  to  controversies 
which  the  board  of  dkectors  can  not  settle  with  the  employees. 
Manifestly  under  such  a  plan  there  will  be  no  controversy.  Every- 
thing will  be  agreed  upon,  and  the  question  will  be  merely  how  much 
moderation  the  employees  will  exhibit.  We  have  a  historical 
knowdedge  of  what  their  spirit  of  moderation  with  respect  to  wages  is. 
We  know  what  they  did  at  the  time  of  the  Adamson  bill,  when 
although  requested  by  the  President  and  Members  of  Congress  to  do 
so  they  refused  to  withhold  a  strike  long  enough  for  Congress  to 
consider  the  question  of  the  propriety  of  the  w^ages  they  asked. 

We  know  that  during  this  war  they  kave  demanded  and  received 
an  increase  variously  estimated  from  $800,000,000  to  $1,000,000,000  a 
year. 

We  know  they  are  now  demanding  more,  and  strikes  have  occurred 
as  A  means  of  enforcing  these  demands.  We  have  heard  here  on  this 
witness  stand,  from  the  representatives  of  these  brotherhoods  and 
other  labor  organizations,  that  labor  claims  that  it  must  be  exempt 
from  any  of  the  hardships  of  the  increased  cost  of  living,  which  means 
that  other  classes  of  the  community  must  suffer  all  these  hardships. 

With  these  acts  as  a  measure  of  the  moderation  of  the  classified 
employees  respecting  their  wages,  the  American  public  will  be  slow  to 
believe  that  the  expense  of  the  labor  costs,  when  under  the  unrestrict- 
ed power  of  labor  itself,  will  not  greatly  advance.  The  rates  must, 
likewise,  be  advanced  to  take  care  of  these  costs,  unless  the  American 
public  is  ready  to  pay  the  deficit  out  of  the  Public  Treasury  and 
through  the  process  of  taxation. 

It  has  been  claimed  by  the  author  of  this  bill  that  if  there  is  a 
deficit  in  earnings,  the  right  of  the  corporation  lessee  is  forfeited.  I 
have  been  unable  to  find  anything  even  suggestive  of  this  in  the  bill. 

The  fact  is  that  the  bill  simply  gives  practically  unrestricted  power 
over  their  own  wages  to  the  classified  employees,  who,  if  it  be  enacted, 
would  have  proved  themselves  powerful  enough  politically  to  control 
the  fundamental  policies  of  this  Government,  and  leaves  the  public, 
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including  travelers  and  shippers,  absolutely  at  the  untrammeled 
mercy  of  the  men  whose  moderation  can  only  be  measured  by  the 
things  they  have  already  done  and  by  the  demands  they  have  already 
made  and  enforced. 

I  thought  it  proper,  Mi\  Chairman,  to  make  that  much  of  a  state- 
ment for  the  purposes  of  the  record  and  to  furnish  the  authorities 
which  seem  to  me  conclusive  of  the  unconstitutional  features  of  this 
bill.  I  have  not  done  that  because  I  have  thought  there  was  any 
danger  of  Government  ownership.  I  think  that  the  American  public 
has  already  expressed  itself  on  this  measure,  and  I  think  we  are 
entitled  in  the  discussion  of  the  c{uestion  now  to  stand  where  the 
chairman  told  us  to  stand  at  the  beginning  of  this  inquiry. 

Mr.  Denison.  May  I  ask  a  question  there  ? 

Mr.  Thom.  Yes. 

Mr.  Denison.  I  would  like  to  get  your  judgment.  Judge,  as  to  the 
question  of  whether  or  not  iftider  our  Constitution  the  Government 
€ould  take  the  railroads  by  condemnation  and  then  pay  for  them 
afterwards. 

Mr.  TiiOM.  That  cjuestion  has  been  considered  by  the  Supreme 
•Court  of  the  United  States  and  it  is  held  that  the  (jovernment  can 
take  property  without  at  the  moment  compensating  for  it,  provided 
that  there  is  a  provision  made  by  which  compensation  will  certainly  be 
paid  and  the  provision  is  appropriate  to  the  practical  business 
necessities  of  the  situation.  So  that  it  is  held  by  the  Supreme  Court 
that  you  do  not  have  to  pay  at  the  moment,  provided  your  plan 
of  exercising  the  power  of  eminent  domain  is  consistent  with  justice 
in  the  particular  case  and  affords  a  remedy  adequate  to  the  preserva- 
tion of  the  rights  of  the  parties.  I  can  furnish  you  with  a  reference 
to  that  case.     I  have  not  it  right  with  me  at  the  moment. 

Mr.  CoADY.  That  is  true  of  all  condemnation  cases,  whether  by 
municipalities  or  States  ? 

Mr.  Thom.  Yes. 

Mr.  Denison.  That  is  not  true  as  to  condemnation  of  private 
property  in  other  respects.     At  least,  it  is  not  in  the  State  of  Illinois. 

Mr.  Thom.  Some  of  the  States  do  require  payment  to  be  made  at 
the  time. 

Mr.  Denison.  That  is  the  law  in  Illinois. 

Mr.  Thom.  But  where  there  is  not  a  provision  of  that  sort,  as 
there  is  not  in  the  Constitution  of  the  United  States,  the  rule  is  as 
I  have  stated  it. 

Mr.  Sims.  Mr.  Chairman,  may  I  ask  Judge  Thom  a  ciuestion. 
I  do  not  controvert  for  a  moment  the  statement  of  law  that  the 
judge  puts  forward  as  to  the  railroad  having  the  right  not  only  to  be 
paid  for  the  value  of  its  property  at  the  time  it  is  acquired,  whatever 
that  value  might  be,  but  also  to  make  a  rate  responsive  to  the  value, 
as  set  out  in  the  Minnesota  rate  case  and  other  cases.  I  suppose  the 
judge  means  by  increased  value  that  value  which  is  increased  by 
community  growth  and  not  due  directly  to  money  put  -into  the 
property. 

Mr.  Thom.  Yes. 

Mr.  Sims.  That  involves  one  of  the  greatest  difficulties,  to  my 
mind,  in  the  future,  and  that  is  that  the  unearned  or  community 
value  is  growing  by  rapid  strides,  especially  with  reference  to  termi- 
nals.    Now,  if  the  security  holder  or  the  stockholder  is  going  to 
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demand,  as  he  seems  to  have  a  right  to  demand,  both  in  morals 
and  in  law,  an  earning  upon  the  Value  of  the  property,  and  that  value 
of  the  property  being  increased  by  the  community  to  the  railroad 
company  or  the  owners  of  the  railroad  company,  suppose  it  outstrips' 
the  mcrease  of  service  rendered  by  this  instrumentality  of  service, 
the  railroad  company,  and  the  public  have  to  bear  an  increasing 
burden  in  order  to  earn  such  rates  based  upon  such  value,  which  was 
not  added  by  carrier  service.  It  seems  to  me  the  time  has  come  when 
we  will  have  to  amortize  property  of  that  sort,  either  through  Govern- 
ment process;  that  is,  taking  it  and  paying  for  it,  and  withdrawing  it 
as  a  burden  upon  the  future  or  we  are  going  to  have  to  provide  current 
rates  that  will  enable  the  companies  to  amortize  currently  and 
compel  them  to  do  so,  or  we  may  reach  a  time  when  the  actual  addi- 
tions to  the  property  by  outside  investment  or  by  retention  of 
earnings  added  to  the  community  growth,  which  nobody  pays 
directly,  is  going  to  make  the  burden  of  rates  very  excessive,  under 
the  decision  of  the  Supreme  Court  of  the  United  States,  which,  of 
course,  is  the  law  which  we  must  all  live  up  to.  I  say  that  has 
presented  one  of  the  greatest  difficulties  to  my  mind  as  to  the  future 
if  we  are  going  to  have  to  pay  rates  that  will  give  an  earning  on 
unearned  values  equal  to  that  where  it  has  been  contributed  by  the 
stockholder,  and  the  time  will  come  when  the  public  will  get  tired 
of  paying  that  and  will  want  the  service  at  cost. 

Mr.  Thom.  Judge,  do  you  not  think  we  are  losing  sight  of  the  fact 
that  the  greatest  factor  in  increased  values  in  the  country  is  trans- 
portation, and  that  transportation  has  added  ver^-  much  more  to 
the  value  of  all  the  property  it  serves  than  those  properties  have 
added  to  the  transportation  instrument. 

Mr,  Sims.  I  do  not  think  there  is  aiw  question  about  that. 

Mr,  TnoM,  And  therefore  the  rule  can  not  be  very'  o])pressive 
when  you  consider  the  one  hundred-fold  multiplication  of  value 
given  to  general  i)roperties  by  those  instruments  of  transportation, 
if  you  accord  to  tnem  the  same  quality  and  element  of  property  that 
is  universally  conceded  to  everyone  else.  And  let  us  look  for  an 
instant  at  what  will  happen  if  you  do  not.  Here  you  are  charged 
with  the  responsibility  of  supporting  these  carriers  in  a  way  that 
they  will  furnish  efficient  transportation  to  3'our  constituents.  To 
do  that  you  must  attract  somebody's  money  into  them,  so  that  they 
will  be  able  to  increase  their  facilities  as  the  commerce  of  your  people 
increases.  Now,  suppose  you  say  to  the  investor,  if  you  invest  this 
money  in  a  house  in  the  direction  of  the  growth  of  the  city  and  the 
city  grows  around  you,  3"0u  will  be  entitled  to  that  increment. 

Mr.  Sims  (interposing).  And  the  increased  rent. 

Mr.  Thom.  You  will  be  entitled  to  that  mcrement.  That  is  a 
thing  that  must  attract  you  to  buy  that  property,  but  if  j^ou  invest 
it  in  a  railroad  you  must  give  up  an  element  of  property  which  is 
universal  in  every  other  kind  of  property,  and  you  can  have  no 
interest  in  any  growth.  Now  how  could  you  expect  anybody  to 
invest  under  those  circumstances? 

Mr.  Sims.  I  do  not  assume  that  for  a  moment,  and  I  think  looking 
at  it  from  the  standpoint  of  private  mterest  it  could  not  be  looked 
at  in  any  other  way. 

Mr,  Thom.  Let  me  mterrupt  you.  Judge.  I  am  not  looking  at  it 
from  the  standpoint  of  private  interest,     I  shall  make  no  argument 
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here  at  all  based  upon  consideration  for  mere  private  interests.  I 
say  your  })roblem  is  a  public  one.  You  have  got  in  some  way  to 
satisfy  the  requirements  of  the  public  of  the  United  States  for  ade- 
quate transportation  facilities.  You  can  not  do  that  unless  you 
either  take  these  properties  and  run  them  for  the  Government  or 
you  present  attractions  to  private  capital.  Now  you  can  not  attract 
private  caj^ital  if  you  say  that  if  you  invest  m  anything  else  you  are 
entitled  to  all  the  growth  as  an  element  of  })roperty,  but  if  you 
mvest  in  railroads  you  are  restricted  to  what  you  originally  put  in 
and  can  never  hope  for  any  more. 

Mr.  Sims.  But,  Judge,  here  is  what  I  have  in  my  mind:  I  regard 
transportation  as  a  Government  obligation  and  function,  and  if  it 
performs  that  obligation  through  private  capital  just  as  beneficially 
and  cheaply  to  the  public  as  it  can  by  owning  the  capital  itself^ 
then  it  has  not  misused  its  function;  and  if  the  Government  can  own 
these  vast  properties  and  prevent  this  increased  demand  in  rates  by 
reason  of  the  unearned  increment  which  is  not  in  any  sense  an  invest- 
ment; if  it  can  by  owning  these  basic  properties  itself  and  leasing 
them  to  the  companies  in  any  way  it  pleases  so  as  to  avoid  this 
additional  burden  upon  transportation  by  reason  of  having  an  addi- 
tional increase  in  commimity  value  from  which  the  public  will  receive 
no  advantage — I  have  arrived  at  the  conclusion  myself,  as  I  have 
stated  several  times,  that  I  believe  it  is  in  the  interest  of  the  public 
for  the  Government  to  acc{uire  all  the  fixed  property  of  the  railroads 
of  the  United  States  and  amortize  them  because  it  can  issue  its 
securities  without  taxation  and  hold  the  property  without  taxation 
and  charge  a  rental  that  will  still  not  exceed  the  present  earnings 
upon  these  railroad  properties  and  which  will,  in  a  reasonable  time, 
speaking  in  terms  of  the  life  of  a  Government  or  a  railroad,  com- 
pletely amortize  the  fixed  property,  leaving  every  corporation  to 
own,  just  as  it  does  now,  and  operate,  just  as  it  does  now,  by  all  the 
railroads,  and  then  the  railroad  companies  can  amortize  by  a  rate 
which  is  not  unreasonable  the  equipment  of  the  railroads  during  the 
life  of  the  equipment  and  in  that  way  avoid  this  unearned  increment 
increase  in  rates.  Of  course  there  is  no  unearned  increment 
in  an  engine  or  anything  of  that  sort,  but  there  is  in  real  estate  owned 
by  the  railroad  companies. 

I  am  admitting  that  the  railroads  have  a  right  to  it,  but  I  want  to 
get  some  plan  provided  to  do  away  with  increased  rates  made  neces- 
sary by  the  increased,  unearned  values  in  the  basic  properties  of  the 
railroads.  Now,  that  is  as  far  as  I  have  personally  ever  gone,  and  it 
seems  to  me  that  it  is  in  the  public  interest  to  do  that,  and  if  the 
great  railroad  men  of  the  country,  like  some  who  are  present  now, 
would  take  that  view  of  it — it  goes  part  of  the  way  of  the  Plumb 

Elan,  but  only  part  of  the  way;  and  I  advocated  this  or  suggested  this 
efore  I  ever  heard  of  Mr.  Plumb  or  his  plan,  as  no  one  knows  better 
than  the  gentleman  I  am  now  addressing.  I  believe  that  can  be 
done;  and  if  it  can  be  accomplished  it  would  be  a  great  stride  in  the 
direction  of  cheaper  transportation  in  the  future  without  any  peril 
whatever  to  competition  and  service  and  individual  initiative,  or 
anything  of  that  kind. 

Mr.  Hamilton.  Mr.  Chairman,  may  I  ask  the  gentleman  from 
Temiessee  a  cjuestion  just  for  information?  Judge,  you  may  have 
explained  it  in  my  hearing  before;  but  I  would  be  glad  if  you  would, 
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in  a  few  words,  explain  how  the  Government  might  acquire  all  the 
railroad  mileage  without  expense  to  the  people. 

Mr.  Sims.  It  could  not  do  it;  that  is,  without  any  additional  ex- 
pense, because  the  value  of  that  property  is  now  represented  by 
securities,  and  those  securities  are  all  subject  to  taxation,  together 
with  the  income  from  them. 

Mr.  Hamilton.  How  much  do  you  estimate  it  would  cost  for  the 
Government  to  acquire  the  railroad  mileage  of  the  United  States  ? 

Mr.  Sims.  You  mean  cost  the  Government  in  the  way  of  something 
it  would  lose 

Mr.  Hamilton  (interposing).  I  understand  that  you  advocate,  first, 
Government  ownership. 

Mr.  Sims.  Yes;  of  the  immovable,  fixed  property. 

Mr.  Hamilton.  Very  well.  Now,  how  mucn  do  you  estimate  it 
would  cost  to  acquire  the  immovable,  fixed  property? 

Mr.  Sims.  That  depends,  as  Judge  Thom  has  read  to  you,  on  what 
the  courts  hold.  They  are  entitled  to  what  it  is  worth  now  and  not 
what  they  gave  for  it  50  years  ago. 

Mr.  Hamilton.  You  have  given  this  matter  study,  and  I  was 
simply 

Mr.  Sims.  I  would  say  that  from  the  best  information  I  could  get 
was  that  about  75  per  cent  of  the  value  of  the  railroad  property 
consists  of  fixed  property,  terminals,  rights  of  way,  and  things  of 
that  sort. 

Mr.  Sanders  of  Indiana.  About  $13,000,000,000. 

Mr.  Sims.  If  the  total  is  $20,000,000,000,  it  would  be  $15,000,000,- 
000,  or  if  it  were  $16,000,000,000  it  would  be  $12,000,000,000;  in 
other  words,  it  would  be  75  per  cent  of  whatever  the  total  amount 
was. 

Mr.  Hamilton.  Then  the  people  of  the  United  States  would  be 
taxed,  of  course,  to  acquii*e  this  mileage  ? 

Mr,  Sims.  Not  a  dollar. 

Mr.  Hamilton.  That  is  what  I  wanted  to  know  about.  Pardon 
me,  Mr.  Thom. 

Mr.  Thom.  Certainly, 

Mr.  Hamilton.  I  wanted  to  know  how  you  propose  to  avoid  the 
burden  of  taxation  in  that  connection. 

Mr.  Sims.  In  this  way:  As  the  property  owned  by  the  Government 
wiU  be  withdrawn  from  taxation,  because  Government  property  is  not 
taxed,  and  a  tax  upon  tlie  issued  bonds  would  not  exist,  and  I  would 
make  them  absolutely  free  from  every  form-  of  taxation  unless  it  was 
death  taxes;  they  might  be  floated  and  continued  together  with  a 
sinking  fund  of  1  per  cent  so  as  to  eventually  amortize  this  property, 
and  from  that  time  on  it  would  never  become  a  factor  in  charging  for 
the  service  rendered  to  that  extent. 

Mr.  CoADY.  Mr.  Thom,  have  you  any  data  showing  what  losses 
would  occur  to  the  States  from  the  loss  of  taxes,  if  the  railroads  were 
taken  over  by  the  Government  ? 

Mr.  Thom."  $214,000,000  is  the  estimate,  I  am  told  by  Mr.  Bledsoe. 

Mr.  Sims.  That  is  on  all  property? 

Mr.  Thom.  On  railroad  property. 

Mr.  Sims.  Of  all  kinds  ? 

Mr.  Thom.  I  do  not  quite  understand  what  value  the  one-fourth 
of  the  property  which  you  would  not  take  would  be  to  the  railroads 
after  you  took  their  roadbeds,  etc. 
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Mr.  CoADY.  That  includes  gross  receipts,  taxes,  and  everything? 

Mr.  Thom.  Yes;  I  think  so.  I  want  to  say  that  differs  very  much 
in  the  different  States.  I  understand  the  State  of  New  Jersey,  sup- 
ports itself  by  its  taxes  on  corporations,  and  that  differs  in  the  dif- 
lerent  States  very  much. 

Mr.  Sims.  I  want  to  say  that  I  do  not  know  of  anything  that  is 
more  unjust,  according  to  my  views,  than  the  tax  burdens  the  rail- 
roads have  to  bear  in  many  of  the  States  compared  with  the  tax 
burdens  of  other  property.  I  think  it  is  an  outrageous  discrimination 
and  practically  results  in  a  rebate  in  many  States,  and  I  see  no  end  to 
it  under  the  powers  they  have. 

Mr.  Thom.  Judge  Sims,  you  of  course  realize  that  the  issue  you  are 
raising  by  your  remarks  is  one  between  the  desirability  of  Government 
ownership  and  private  ownership,  and  in  connection  with  that  ques- 
tion you  have  suggested  some  advantage  you  think  would  come  from 
Government  ownersliip. 

Mr.  Sims.  Ownership  of  that  part  of  the  property. 

Mr.  TiiOM.  Of  course,  you  must  weigh  against  that  the  advantages 
the  American  public  think  they  get  from  private  ownership,  and  the 
only  thing  they  are  to  do  in  order  to.  retain  those  advantages  is 
merely  to  accord  to  this  property  the  elements  of  value  which  are 
accorded  to  you  in  the  ownership  of  your  home,  and  to  every  other 
Ame^riean  citizen  in  the  ownership  of  everything  he  has. 

I  am  not  going  to  discuss  Giovernment  ownership  because  the 
chairman  at  the  opening  of  this  series  of  hearings  announced  that  in 
view  of  the  manifest  sentiment  of  the  country  against  Government 
ownership,  "it  is  not  necessar}''  that  witnesses  shoukl  devote  their 
time  to  a  discussion  of  that  subject,"  and  consequently  I  have  not 
proposed  to  bring  into  the  discussion  that  matter.  I  assumed  that 
what  the  chairman  said  fairly  appraised  the  conclusion  of  the  Ameri- 
can public  on  the  subject  at  this  moment,  and  I  would  like  to  use  the 
time  at  my  disposal  in  trying  to  discuss  what  ought  to  be  done,  on 
the  theory  that  that  is  so. 

Mr.  Sims.  One  year  ago  we  passed  the  daylight  saving  l)ill  and 
public  sentiment  seemed  to  be  unanimously  in  favor  of  it,  the  law 
was  enacted  in  accordance  with  the  prevailing,  imiversal  sentiment 
of  the  country,  and  to-day  or  yesterday  the  veto  on  the  repeal  of 
that  law  was  overruled  l)y  two-thirds  of  the  House,  so  nobody  can 
tell  to-day  what  public  sentiment  will  be  next  year  on  any  thin;.:. 

Mr.  Hamiltox.  There  is  a  difference  between  war  conditions  and 
peace  conditions,  I  might  suggest  to  the  gentleman  from  Tennessee. 

Mr.  Sims.  War  conditions  are  existing  right  now.  I  did  not  want 
to  interi'upt  the  witness,  and  I  only  wanted  to  ask  one  question  whifh 
was  involved  in  the  decisions  read.  I  can  not  keep  the  gentleman 
from  answering  beyond  the  question,  and  that  is,  of  course,  perfectly 
legitimate. 

Mr.  Tkom.  I  do  not  mean  that  at  all,  but  I  mean  to  say  that  I 
think  it  does  raise  that  big  question  of  Government  ownership,  and 
I  had  assumed  that  the  committee  desired  the  witnesses  to  present 
the  other  view  of  the  question.  I  was  merely  referring  to  that  con- 
ception of  what  is  desired  of  witnesses. 

Mr.  Cooper.  Mr.  Thom,  in  view  of  the  overwhelming  ])ublic  senti- 
ment against  Government  ownership  to-day,  do  you  not  think  it 
would  be  inadvisable  for  Congress  to  even  consider  that  question 
just  now  ? 
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Mr.  Thom.  I  do.  I  think  it  would  be  wasted  time.  The  time 
may  come  when  you  must  consider  it  and  then  it  can  he  considered, 
but  there  are  such  manifestations,  as  I  read  the  indications  of  pubUc 
opinion,  of  a  determination  to  try  private  ownership  again,  that  it 
seems  to  me  that  is  the  question  pressing  on  the  Congress. 

Mr.  Montague.  Mr.  Thom,  with  respect  to  your  analysis  of  Mr. 
Plumb's  bill  with  relation  to  the  condemnation  of  the  properties  of 
the  roads,  you  may  recall  that  in  asking  Mr.  Plum!)  to  give  some 
concrete  items  under  that  reservation,  among  others,  he  stated  that 
if  through  the  earnings  of  the  railroad  it  had  invested  some  of  its 
excess  earnings  in  the  physical  improvement  of  its  property,  even 
to  the  extent  of  double  tracking,  that  that  was  not  an  item  of  value 
to  1)6  considered  by  the  courts  in  condemnation  proceedings. 

Mr.  Thom.  Yes;  he  did,  and  that  I  tried  to  refer  to  in  saying  that 
he  denies,  and  would  litigate  with  the  railroads,  the  right  to  any 
property  bought  with  their  earnings. 

Mr.  Montague.  Yes;  that  covers  it. 

Mr.  Sims.  He  would  treat  it  as  having  been  amortized  to  that 
extent. 

Mr.  Thom.  It  would  be  dead,  Judge,  if  that  is  what  you  mean  by 
amortized. 

Mr.  Barkley.  It  might  be  demortized. 

Mr.  Thom.  I  therefore,  Mr.  Chairman,  shall  assume  in  what  I  say 
that  Congress  proposes  to  continue  the  system  of  private  ownership 
and  operation. 

Its  present  concern  is,  therefore,  to  establish  a  system,  not  of  gov- 
ernmental ownership,  but  of  adequate  and  successful  governmental 
regulation  of  private  ownership  and  private  operation. 

It  may  be  taken  as  conceded  that  no  system  of  regulation  can 
justify  itself,  or  be  successful,  unless,  under  its  operation,  the  public 
is  assured  of  adequate  and  efficient  transportation  facilities;  for  to 
be  assured  of  tliis  is  the  supreme  interest  of  the  public  in  respect  of 
this  whole  matter.  Any  system  of  regulation  which  does  not  give 
this  assurance  is,  because  it  ignores  the  essential  condition  of  all 
beneficial  regulation,  foredoomed  to  failure,  linj  system  which  does 
give  this  assurance  has,  at  least,  met  the  first  and  essential  condition 
of  all  successful  regulation. 

This  is  universally  admitted.  It  is  strongly  expressed  in  the 
Thirty-second  Annual  report  of  the  Interstate  Commerce  Commis- 
sion, page  2,  in  speaking  of  a  permanent  governmental  policy  of  rail- 
road regulation,  as  follows: 

Whatever  line  of  policy  is  determined  upon,  the  fundamental  principle  should  be 
to  secure  a  transportation  system  that  will  be  adequate  for  the  Nation  "s  needs,  even 
in  times  of  national  stress  and  peril,  and  that  will  furnish  to  the  pul)lic  safe,  adequate, 
and  efficient  transportation  at  the  lowest  cost  consistent  with  that  ser\dce. 

While  universally  admitted,  and  thus  strongly  expressed  by  the 
Interstate  Commerce  Commission,  it  is  open  to  question  as  to  how 
far  the  conviction  in  respect  to  it  is  sufficiently  deep  and  real  to  be 
made  the  controlling  iniiuence  in  formulating  the  system  for  future 
railroad  regulation. 

There  may  be  some  who,  notwithstanding  the  unmistakable  evi- 
dence to  the  contrary,  still  believe  that  there  is  abundant  capital 
anxious  to  invest  in  railroad  enterprises,  and  that  the  suf)reme 
interest  of  the  public  in  adequate  and  efficient  transportation  facilities 
is  thereby  adequately  protected. 
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It  is,  therefore,  necessary  to  examine  this  question,  and  to  deter- 
mine, as  the  fundamental  condition  of  the  problem,  whether  or  not 
it  is  true,  that,  under  the  present  system  of  railroad  regulation,  or 
under  the  present  system  simply  enlarged  and  extended,  the  public 
is  assured  of  adequate  and  efficient  transportation  facilities  and  serv- 
«  ice. 

We  must  now  honestly  and  fearlessly  examine  the  facts  and  deter- 
mine what  the  railroad  problem  really  is,  and  the  remedies  which 
must  be  used  to  solve  it. 

In  the  light  of  experience,  there  can  be  no  denial  that  transporta- 
tion facilities,  to  be  adequate,  can  not  stand  still,  and  must  grow  to 
keep  pace  with  the  growth  of  commerce.  The  maximum  capacity 
of  the  instrumentalities  of  transportation  measures  and  confines  the 
maximum  productive  capacity  of  industry,  and  thereby  sets  a  limit 
upon  the  energy,  enterprise,  and  industrial  achievements  of  our 
people.  It  follows  that  these  transportation  facilities  must  not 
only  grow  all  the  time,  because  the  productive  capacity  of  industry 
is  growing  all  the  time,  but  must  grow  rapidly  enough  not  to  impede 
the  growth  of  industry.  The  public  will  never  submit  to  a  limitation 
upon  their  industrial  opportunity  and  capacity,  imposed  by  inade- 
quacy of  transportation  facilities. 

This  means  tliere  must  be  a  constant  input  of  new  money  into  these 
transportation  facilities.  The  extent  to  which  this  wiU  be  ijecessary 
is  indicated  both  by  expert  opinion,  and  by  the  actual  experience  of 
recent  years. 

Perhaps  no  more  competent  expert  opinion  could  be  had  than  that 
of  the  late  James  J.  HiU,  the  great  railroad  builder  of  the  Northwest. 
He  gave  it  as  his  opinion  that  the  amount  of  new  capital  needed  for 
the  proper  development  of  the  country's  transportation  facilites 
would  not,  for  a  series  of  years,  be  less  than  one  thousand  millions  of 
doUars  per  year.  ' 

From  tables  introduced  by  Mr.  Commissioner  Clark  at  this  hearing, 
it  appears  that  investment  in  railroad  property,  on  the  average,  for 
the  nine  years  between  1907  (the  year  when  close  scrutiny  of  invest- 
ment accounts  was  begun  by  the  commission)  and  1916,  was  annually 
$578,786,790.  I  ma^T"  say  parenthetically  that,  perhaps,  in  order  to 
arrive  at  the  actual  investment,  these  figures  should  be  somewhat 
reduced,  to  allow  for  adjustments  made  during  those  years,  with  the 
concurrence,  tacit  or  expressed,  of  the  Interstate  Commerce  Commis- 
sion. It  is  seriously  contended  that  even  the  expenditure  thus  made 
was  not  sufficient,  and  that  the  railroads,  after  this  expenditure,  were 
not  adequately  supplied  with  the  facilities  needed  for  the  accom- 
modation of  commerce..  Moreover,  during  the  first  year  of  Federal 
control,  to-wit,  the  calendar  year  of  1918,  capital  expenditures  in 
railroad  property  were  authorized  by  the  government  itself,  to  the 
extent  of  $1,258,853,402,  and  of  this  amount  there  was  actually 
expended  $575,564,048.  The  fact  that  more  was  not  expended  was 
due  to  the  difficulty  in  obtaining  material  and  labor. 

Without  attempting  to  state  the  requirements  for  the  future  with 
absolute  accuracy,  it  is  manifest  that  whether  the  matter  be  considered 
from  the  standpoint  of  expert  opinion,  or  from  the  standpoint  of 
actual  capital  expenditiires  during  a  series  of  years,  or  from  that  of 
expenditures  made  by  the  Government  itself  during  Federal  control, 
an  enormous  input,   amounting  to  many  hundreds  of  millions  of 
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dollars  annually,  must  hereafter  be  provided  if  the  public  needs  for 
facilities  and  service  are  to  be  satisfied  even  measurably.  This 
money,  under  a  system  of  private  ownership,  must  come  from  private 
investors,  who  must  be  attracted,  and  can  not  be  coerced. 

The  serious  question,  then,  which  Congress  has  to  consider  and  to 
answer,  is  whether,  under  existing  conditions,  the  attractions  are 
adequate  to  insure  the  investment  in  railroads  of  private  funds 
sufficient  in  amount  to  provide  the  facilities  which  commerce,  in 
order  to  be  unVestricted,  must  have. 

This  question  can  no  longer  be  put  aside  and  ignored.  It  must 
be  fairly  met. 

Conditions  which  appeal  to  investors,  perfectly  free  to  choose  this, 
or  any  other,  subject  of  investment,  must  be  deliberately  examined 
and  fairly  appraised. 

From  every  financial  source  of  recognized  importance,  evidence  is 
presented  that  the  credit  of  the  carriers  is  no  longer  adequate  to 
insure  the  facilities  and  service  which  are  imperatively  necessary. 

The  United  States  Chamber  of  Commerce  has  sent  here  an  array 
of  eminent  authorities  to  present  and  urge  this  fact  upon  your 
attention. 

The  Association  of  the  Holders  of  Railroad  Securities  has,  through 
its  representatives,  forcefully  testified  to  the  same  effect.  The  New 
England  interests,  and  the  Texas  and  southwestern  interests,  have 
joined  in  giving  impressive  evidence  on  the  subject. 

Bankers  and  financial  authorities  throughout  the  country  with 
substantial— I  think  I  am  justified  in  going  further  and  saying  with 
absolute — unanimity,  entertain  and  express  the  same  view. 

The  Association  of  Railway  Executives,  on  whom  falls  the  burden 
and  responsibility  to  find  financial  ways  and  means  to  enable  the 
carriers  to  perform  their  essential  functions,  have  for  several  years 
been  urging  upon  Congress  the  necessity  for  measures  and  policies 
to  improve  and  stabilize  railroad  credit. 

In  1914,  in  response  to  representations  made  to  him  by  the  railway 
executives  in  respect  to  the  need  then  existing  for  better  credit, 
President  Wilson  said : 

Yoii  ask  me  to  call  attention  to  the  country's  imperative  need  that  railroad  credit 
be  sustained,  and  the  railroads  helped  in  every  way  possible,  whether  by  private 
coojjerative  efforts,  or  by  action,  wherever  feasible,  of  governmental  agencies,  and  I 
am  glad  to  do  so,  because  I  think  the  need  very  real. 

This  was  followed  by  his  address  to  Congress  on  December  7,  1915, 
in  which  he  advised  the  appointment  of  a  commission  of  inquiry, 
saying: 

The  transportation  problem  is  an  exceedingly  serious  and  pressing  one  in  this 
country.  There  has,  from  time  to  time,  of  late,  been  reason  to  fear  that  our  railroads 
would  not  much  longer  be  able  to  cope  with  it  successfully,  as  at  present  equipped 
and  coordinated. 

From  no  investing  source  is  anything  heard  to  the  contrary.  All 
the  evidence  in  respect  to  the  attitude  and  views  of  the  investing 
public  is  to  the  same  effect. 

While  the  attitude  of  the  investing  public  is,  of  course,  conclusive 
of  the  question  of  credit,  because  right  or  wrong  the  public  must 
furnish  the  means,  it  will  be  useful  to  inquire  whether  there  is  any 
basis  for  this  attitude. 
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Turning  to  the  facts,  I  file  herewith  a  statement  of  the  annual 
construction  of  railway  mileage  from  1831  to  1918.  It  will  be  ob- 
served that  this  statement  differs  from  the  statement  filed  by  Mr. 
Commissioner  Clark  with  his  testimony.  His  statement  is  evidently 
a  statement  of  the  mileage  reporting  each  year  to  the  Interstate 
Commerce  Commission,  and  is  apparently  not  a  statement  of  new 
construction.  This  will  appear  from  the  fact  that  his  statement 
shows  that,  in  the  last  six  months  of  1916,  214  miles  less  than  none 
were  constructed,  and  in  the  calendar  year  1917,  400  miles  less  than 
none  were  constructed.  The  explanation  of  this  is  that  in  those 
periods  a  smaller  mileage  reported  to  the  commission  than  had 
previously  reported.  It  could  not  be  a  statement  of  construction, 
for  new  construction  may  be  none,  but  can  not  be  a  minus  c^uantity. 

The  table  presented  by  me  was  compiled  by  the  Bureau  of  Railway 
Economics  from  Poor's  Manual,  and  the  Railway  Age  Gazette. 
From  this  statement  it  appears  that  there  were  fewer  miles  of  rail- 
road constructed  for  each  of  the  years  1915,  1916,  1917,  and  1918, 
than  in  any  previous  year  since  1848,  except  during  the  Civil  War. 
This  indicates  a  substantial  and  alarming  tendency  away  from  invest- 
ment in  railroad  building.  Moreover,  this  practical  suspension  of 
railroad  construction  occurs  at  a  time  when  there  is  a  most  inequit- 
able distribution  of  railroad  facilities  among  the  people  of  the  several 
States.  For  example,  there  are  in  New  Jersey  30.8  miles  of  railway 
for  every  100  square  miles  of  territory;  whereas  there  are  in  Wyom- 
ing only  1.94;  in  Idaho,  3.35;  in  Virginia,  llf ;  and  in  Georgia,  12.65; 
and  the  average  in  the  United  States  is  8.53. 

The  Chairman.  Of  course,  the  relation  of  cause  and  effect  obtain 
in  that  statement;  that  is,  the  greater  the  population,  of  course, 
naturally,  the  greater  the  mileage  will  be  necessary  ? 

Mr.  Thom.  Undoubtedly,  but  I  allude  to  that  for  the  purpose  of 
indicating  the  great  need  that  there  will  hereafter  be  as  these  com- 
munities are  settled  up  for  greater  railroad  construction.  In  fact,  the 
railroads  must  anticipate  the  need;  they  are  the  great  builders  of 
unpopulated  ten'itory,  and  there  ought  to  be  the  opportunity  and 
condition,  if  we  are  to  develop  our  resources  to  the  best  effect,  of 
being  able  to  continue  as  pioneers  of  the  industrial  development  in 
the  United  States.  We  ought  not  to  adopt  a  policy  which  wiU 
crystallize  conditions  in  this  way  where  those  communities  which 
have  gone  forward  are  to  be  weU  supplied  and  those  communities 
which  have  not  gone  forward  will  never  be  supplied.  That  is  the  view 
which  I  am  presenting  of  this  question. 

The  Chairman.  There  was  one  conclusion,  I  think,  expressed 
before  the  Newlands  committee  in  1916,  that  there  would  be  no 
likelihood  hereafter  of  any  additional  construction,  save  by  existing 
trunk  lines  ? 

Mr.  Thom.  That  is  likely  to  be  so. 

The  Chairman.  Is  that  your  view  ? 

Mr.  Thom.  I  think  so.  That  was  expressed  then,  and  I  think  it 
IS  still  true. 

The  Chairman.  I  think  you  put  in  the  same  table  that  you  are  now 
reading  ? 

Mr.  Thom.  I  did. 

Mr.  Cooper.  I  dishke  to  interrupt  you,  Mr.  Thom,  but  I  want  to 
get  this  clear  in  my  mind. 
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It  has  been  repeatecQy  stated  here  that  prior  to  the  taking  over  of 
the  raih'oads  by  the  Government  for  Government  operation  that  the 
raikoad  officials  let  their  roads  run  down;  that  they  had  not  spent 
any  money  on  equipment,  etc.  A  few  moments  a^o  you  just  gave 
the  figures  I  beheve  of  what  the  raiboad  companies  had  put  into 
their  roads  in  betterments,  equipment,  and  so  forth,  in  1907,  and  from 
that  on  to  1914.  How  does  that  compare  with  the  expenditures  of 
the  Railroad  Administration  for  the  year  1918? 

Mr.  Thom.  About  the  same  in  amount  actually  spent. 

Mr.  Cooper.  The  statement  that  has  been  made  here,  then,  that 
the  raiboad  officials  let  their  roads  fall  down,  is  not  exactly  correct  ? 

Mr.  Thom.  I  do  not  consider  it  correct. 

Mr.  Montague.  Did  not  Commissioner  Clark  say  that  he  did  not 
consider  it  correct,  too  ? 

Mr.  Thom.  I  think  he  did. 

Again,  let  us  look  at  raiboad  credit  from  the  standpoint  of  the 
relative  proportion  of  the  capital  that  is  being  contributed  by  the 
owners  from  stock,  and  that  which  is  l)eing  borrowed  and  given  the 
form  of  fixed  charges. 

The  man  who  goes  into  business  and  borrows  all  his  capital  is  not 
considered  in  the  commercial  world,  as  to  credit,  a  preferred  risk. 
The  man  who  obtains  his  money  capital  only  by  mortgaging  his  prop- 
erty wLU  have  less  and  less  credit  as  his  mortgages  increase  and  his 
fixed  charges  grow,  and  as  he  approaches  nearer  and  nearer  to  the 
time  when  some  reverse  may  prevent  the  payment  of  his  interest. 
A  mortgage,  in  a  sense,  does  not  produce  additional  capital.  It 
pledges  a  part  of  existing  capital  for  capital  in  another  form.  This 
conception  is  as  applicable  to  a  railroad  as  it  is  to  an  individual.  A 
railroad  can  no  more,  without  the  loss  of  credit,  go  on  exhausting  all 
its  assets  by  mortgages  and  loading  itself  up  with  fixed  charges  than 
can  an  individual.  There  is  a  point  in  railroad  credit,  as  in  indi- 
vidual credit,  beyond  which  borrowing  and  mortgaging  can  not  go 
without  passing  the  danger  line.  There  is  a  recognized  line  of  safety 
between  the  input  of  capital  derived  from  loans  and  mortgages,  and 
the  input  contributed  by  the  owners  and  represented  by  stock  not 
involving  fixed  charges.  If  this  line  is  passed,  the  accumulation  of 
fixed  charges,  the  necessity  to  pay  them  whether  earnings  are  suffi- 
cient or  not,  constitutes  a  burden  and  a  menace  which  in  the  end 
may  mean  default  and  bankruptcy. 

It  is  important,  then,  to  inquire  where  the  line  of  safety  is,  and 
whether  it  has  been  passed  in  American  railways — ^whether  by  ex- 
cessive borrowings,  as  compared  with  capital  contributions  derived 
from  stock,  the  financial  structure  of  American  railways  is  endangered. 

Many  economists  and  financiers  will  say  that  the  line  of  safety  is 
found  at  the  point  where  capital  borrowed  and  capital  contributed 
from  stock  are  related  to  each  other  as  50  to  50.  There  is  no  sub- 
stantial contention  that  borrowed  capital  can,  with  safet}^,  exceed 
60  per  cent  of  the  total,  or  the  capital  derived  from  stock  can,  with 
safety,  be  less  than  40  per  cent  of  the  total. 

The  history  of  railroad  financing  in  this  country,  ^dthin  recent 
years,  is  on  this  point  as  follows: 

In  the  year  1900,  according  to  figures  furnished  me  by  the  Bureau 
of  Railway  Economics,  the  bonded  indebtedness  involving  fixed 
charges  constituted  only  49.1  per  cent  of  the  entbe  bond  and  stock 
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capitalization.  In  the  year  1914  the  percentage  of  bonds  to  the 
entire  bond  and  stock  ca})italization  outstanding  in  the  hands  of  the 
pubHc  was  61.8  per  cent.  In  the  years  1916  and  1917  this  last  per- 
centage fractionally  decreased  slightly,  owing  to  maturing  bonds 
taking  the  form  of  short-term  notes,  or  of  bonds  taking  the  form  of 
stocks  in  reorganization.  Considering  the  extent  to  "which  it  has 
been  found  necessary  to  resort  to  short-term  notes  in  railroad  finan- 
cing and  the  almost  absolute  impossibility  m  recent  years  to  finance 
by  stock  issues,  it  is  safe  to  conclude  that  the  above  percentage  of 
debt  has  gro\ATi  to  l)e  much  greater  than  60  per  cent. 

The  Chairman.  What  is  the  added  percentage  of  the  short-term 
indebtedness  as  compared  with  the  bonded  indebtedness? 

Ml-.  Thom.  1  have  not  those  figures,  if  you  should  like  them,  I 
can  get  the  railroad  bureau  to  work  them  up. 

The  Chairman.  There  is  no  question  that  there  has  been  an  in- 
crease ? 

Ml".  Thom.  Yes,  sir;  there  has  been  an  increasing  necessity  to  go  to 
short-term  notes  instead  of  placing  long-time  securities. 

The  reason  for  this  growth  of  the  percentage  of  borrowed  money, 
as  compared  with  capital  derived  from  stock  is  that,  speaking  broadly, 
it  is  no  longer  possible  to  raise  capital  by  the  issue  of  stock,  and  the 
equity  of  the  owners  is  bemg  rapidly  consumed  by  the  increase  of 
mortgage  debts. 

J  t  must  be  borne  in  mind  that  in  considering  the  question  of  credit, 
you,  in  your  legislative  capacity,  are  not  so  much  concerned  with  the 
market  price  of  prior  lien  bonds  now  outstanding  and  on  the  market. 
You  are  concerned  principally  with  the  problem  of  how  the  necessary 
money  is  to  be  provided  in  the  future.  The  only  sources  of  credit 
which  railroads  have  are  the  rapidly  diminishing  margins  of  equity 
not  yet  exhausted  by  existing  liens  and  new  issues  of  stock. 

]n  considering  these  sources  of  credit,  the  investor  finds  himself 
confronted  with  the  following  conditions  in  respect  to  railroads: 

(1)  The  man  who  becomes  financially  interested  in  railroads  can 
not  control  his  revenues.  These  are  controlled  by  governmental 
regulation.  Nor  are  they  controlled  by  a  single  and  consistent  gov- 
ernmental policy,  but  by  many  State  and  federal  agencies,  which 
are  not  coordinated  and  are  likely  to  be  divergent  in  policy.  The 
character  of  control  may,  and  probably  will,  be  influenced  by  polit- 
ical, rather  than  by  business  considerations.  Heretofore  in  railroad 
regulation  the  governmental  authority  which  controls  revenues  has 
never  been  willing  to  become  responsible  for  results,  not  to  give  assur- 
ance of  protection  and  encouragement.  Is  there  anything  in  this 
aspect  of  the  case  that  is  inviting  to  an  investor? 

(2)  The  prospective  investor  likewise  finds  that  governmental 
regulation  ol  railroads  does  not  control  or  limit  his  expenses. 

He  accordingly  is  invited  to  invest  in  an  industry  as  to  which  the 
government  jealously  limits  his  revenues,  and  does  not  in  any  degree 
limit  his  expenses.  The  net  result  of  his  enterprise  is,  therefore, 
entirely  beyond  his  control. 

(3)  In  addition  to  what  has  been  mentioned,  he  finds  that  not  only 
a  single  government^but  the  National  Government,  and  each  of  the 
States  through  which  his  line  runs — may  substantially  add  to  his 
expenses  by  requirements  as  to  the  kind  and  character  of  facilities 
and  convenienc^es  which  he  must  furnish.     He  must,  likewise,  realize 
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that  what  is  done  in  this  regard  by  public  authority  may  be  influenced 
by  local  and  political  pressure. 

(4)  He  is  confronted  by  a  system,  or  systems,  of  regulation  which 
contain  only  the  principles  of  repression  and  correction,  and  gives  no 
recognition  to  the  need  'of  extending  encouragement  and  protection, 
and  no  guarantee  of  business  treatment. 

(5)  He  must  further  recognize,  if  he  enters  this  field  of  investment, 
that  he  must  abandon  all  hope  of  a  speculative  return  upon  his 
capital.  Tiie  process  of  regulation  has  advanced  to  the  point  where 
the  speculative  opportunities  which  attracted  the  investors  who 
created  and  developed  the  present  transportation  facilities  of  America, 
will  no  longer  be  tolerated,  and  the  man  who  hereafter  invests,  must 
leave  behind  him  all  hope  of  speculative  or  large  reward. 

Thus,  he  must  choose  between  an  investment  which  is  su])ject  to 
severe  and  unrestricted  governmental  regulation,  and,  as  at  present 
constituted,  without  any  feature  of  encouragement  or  protection,  on 
the  one  hand,  and,  on  the  other,  an  investment  he  is  at  liberty  to 
make  in  other  kinds  of  property  or  industrial  enterprises  wnich 
remain  subject  to  the  natural  operation  of  economic  forces  and  with 
unrestricted  economic  opportunities. 

Some  of  the  things  which  I  have  alluded  to  are  inseparable  from  the 
railroad  industry.  The  principle  of  governmental  railroad  regulation 
is  inseparable  from  it.  We  must  reckon  with  and  concede  that. 
Regulation  is  universally  accepted  as  a  permanent  and  enduring  part 
of  public  policy.  I,  for  one,  believe  that  it  is  necessary,  and  I  am 
not  attacking  the  principle  or  the  policy  of  regulation.  My  purpose 
is  to  emphasize  the  fact  that  the  system  of  regulation  must  be  made 
as  wise  and  as  helpful  as  it  can  be  made,  if  this  great  and  essential 
industry  is  to  be  preserved  in  private  hands.  Means  must  be  found 
of  creating  an  authority  of  regulation  that  will  be  as  free  as  possible 
from  political  considerations,  and  independent  and  fearless  in  the 
matter  of  just  protection  as  in  the  matter  of  proper  discipline.  It 
must  be  coordinated,  so  tiiat  the  regulation  which  is  applied  shall 
not  be  unnecessarily  diversified,  and  may  be  apphed  according  to  a 
consistent  public  policy.  Tuere  must  be  introduced  into  it  the  princi- 
ples of  protection  and  encouragement.  Regulation  must  no  longer 
be  merely  punitive  and  restrictive;  it  must  be  businesslike,  and  invest- 
ors in  railroads  must  be  "given  a  business  chance."  As  has  been 
forcibly  said,  the  Government  must  get  ''under,'"  as  well  as  ''over," 
these  instrumentalities  of  commerce,  and  must  assure  them  of  suppc-rt 
in  all  of  their  just  rights. 

There  is  another  consideration  which  is  not  without  its  weight  m 
the  minds  of  the  investing  public.  This  relates  to  the  spirit  and 
temper  of  regulation,  and  will  be  appreciated  by  a  comparison  of  the 
temper  controlling  governmental  regulation  of  banks  vith  that 
controlling  the  regulation  of  railroads. 

The  system  of  governmental  regulation  of  banks  came  into  being 
with  the  establishment  of  the  banking  system,  and  as  a  part  of  a 
constructive  program  to  build  up  efiicient  banking  agencies  by  the 
National  Government.  The  system  of  regulation  of  railroads  has 
an  entirely  difi^erent  history.  Railroads  did  not  come  into  existence 
by  fiat  of  Government  and  as  a  matter  of  national  policy.  They 
were  the  outcome  of  private  enterprise,  and  came  into  being  in 
obedience  to  the  demands  of  economic  want.     In  their  origin  they 
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did  not  constitute  a  coordinated  system,  but  sprang  into  being  in  a 
desultory  way.  They  M^ere  more  than  welcomed  by  the  public.  On 
every  hand  the  public  hastened  to  provide  all  manner  of  encourage- 
ment, if  only  railroad  facilities  could  be  had.  Most  liberal  charters 
were  granted.  Subsidies  were  also  voted  by  legislative  bodies. 
Lands  were  granted  in  millions  of  acies — all  to  encourage  the  creation 
and  establishment  of  railroad  facilities.  There  was,  in  most  cases, 
no  limitation  put  upon  the  po\\'er  of  these  chartered  agencies  in 
respect  to  what  they  might  do  in  regard  to  their  charges;  but,  if  a 
limitation  was  put,  it  was  put  so  high  that  it  did  not  amount  to  a 
restriction. 

The  result  of  all  this  was  to  ci'cate  the  impression  on  the  part  of 
the  man  who  uivested  his  funds  in  a  railroad,  that  he  was  investing 
them  as  he  would  m  any  other  private  enterprise.  No  other  con- 
ception was,  at  that  time,  in  the  jjublic  mmd,  because  no  cause  for  it 
had  then  appeared.  No  other  conception  was  in  the  mind  of  the 
investor.  He  had  no  reason  to  entertaui  any  other  view,  as  he  was 
not  only  welcomed,  but  urged,  by  the  public  to  enter  upon  this  field 
of  industry,  and  nothing  was  said  about  his  having  only  a  qualified 
right  in  this  class  of  property.  The  natural  effect  was  that  the  owners 
of  these  properties  regarded  them  as  entirely  private  property,  to  be 
used  for  their  private  pm'poses.  We  all  appreciate  now  that  this 
conception  was  based  upon  a  fundamental  and  far-reaching  error; 
but  nobody  suggested  or  advanced  such  a  view  at  the  time.  In 
accordance  with  this  conception,  the  owners  began  to  sell  at  whole- 
Siiio  cheaper  than  at  retail,  to  make  different  terms  to  difll'erent 
persons  and  to  different  communities,  in  accordance  with  the  financial 
advantage  presented  by  them  respectively.  They  exploited  the  rail- 
roads which  the}'^  thought  they  owned,  in  a  financial  way  as  pri%-ate 
enterprises,  and  out  of  this  grew  great  abuses.  The  public,  after 
awhile,  awoke  to  a  realization  of  these  abuses,  and,  as  the  objection- 
able acts  multiplied,  and  the  hurtful  condition  of  the  unregulated 
use  of  these  transportation  agencies  became  more  and  more  apparent, 
the  public  feelmg  on  the  subject  rose  m  like  proportion,  and  there 
soon  came  a  demaiid  on  the  part  of  the  public  that  these  abuses  must 
cease.  A  great  struggle  then  ensued  between  these  two  conceptions, 
the  priv^ate  owner  insisting  on  his  private  rights,  as  he  understood 
them;  the  public  insisting  upon  the  right  of  control  of  so  povvcrful  an 
agency. 

This  conflict  of  conception  and  of  interest  became  an  acute  politi- 
cal ouestion.  The  owaiers  of  the  railroads,  on  the  one  hand,  were 
fighting  for  what  they  believed  to  be  their  ]>rivate  rights  of  property 
and  were  unwilling  to  accept,  even  in  a  (jualified  degree,  the  ])ower 
of  public  regulation.  (Jn  the  other  hand,  the  public  insisted  that 
these  agencies  must  be  regulated  and  controlled,  or  they  would 
become  larger  and  more  ])owerful  than  the  (lovernment  itself.  The 
conflict  was  relentless  and  was  waged  without  yielding  on  either  side. 
When  the  victory  came,  it  came  on  the  side  of  the  public  conception 
of  the  public  character  of  these  instrumentalities  of  commerce.  It 
was,  however,  a  victory  which  was  the  outcome  of  fierce  conflict  and 
was  won  in  anger.  The  terms  which  were  imposed  were  the  terms 
of  the  victor  upon  the  van}uished,  reflecting  merely  the  purpose  to 
apply  in  the  ])rijiciples  of  the  system  of  regulation  the  forces  of  cor- 
rection and  punishment. 


RETURN   OF  THE  RAILROADS  TO   PRIVATE   OWNERSHIP.      1189 

Thus,  in  the  matter  of  the  regulation  of  banks,  the  system  of  reg- 
ulation was  a  part  of  a  constructive  program.  In  the  matter  of 
the  regulation  of  railroads,  it  became  a  part  of  a  destructive  pro- 
gramme— destructive  of  abuses — and  was  created  merely  for  the 
purpose  of  protecting  the  public  interests,  as  they  then  appeared, 
from  the  misconduct  of  the  raikoads. 

Up  to  the  present  time  the  system  of  regulation  has  continued  to 
embrace  only  the  repressive  and  corrective  features  wliich  charac- 
teiized  it  in  its  inception. 

.  It  is  encouraging,  however,  to  note  that  Senator  Cummins,  the 
distinguished  Senator  from  Iowa,  recently  before  a  joint  session  of 
the  general  assembly  of  that  State,  expressed  himself  as  follows,  as 
to  the  men  now  engaged  in  railroad  management : 

In  my  service  as  a  member  of  the  Interstate  Commerce  Committee  of  the  Senate,  I 
have  been  in  close  contact  with  most  of  the  railway  presidents  and  managers  of  the 
country,  and  I  take  this  opportunity  to  say  that,  while  I  can  not  accept  in  all  respects 
their  opinions  with  regard  to  the  readjustment  which  everybody  admits  is  imperative, 
I  believe  them  to  be  thorougnly  honest  in  their  discussion  of  the  subject,  and  that 
they  have  a  sincere  desire  to  help,  rather  than  to  hinder.  Congress  in  finding  the  best 
solution  of  the  intricate  and  important  problem.  It  Ls  natural  that  they  should  be 
biased,  but  it  is  a  pleasure  to  know  tliat  all  of  them  recognize  that  they  are  engaged 
in  a  public  service,  and  that  the  public  interest  is,  and  must  always  be,  the  para- 
mount consideration. 

Following  the  bitter  controversy  I  have  mentioned,  a  commission 
was  created  b^^  Congress  and  commissions  were  created  by  the  States 
for  the  purpose  of  administering  the  system  of  regulation,  possessing 
alone  these  characteristics  of  correction  and  repression.  It  is  not  to 
be  wondered  at  that  these  regulatory  authorities  took  their  economic 
policies  from  the  spirit  and  purpose  of  the  regulatory  acts  which  cre- 
ated them,  nor  is  it  unnatural  for  the  prospective  investor  to  con- 
sider that  it  would  be  quite  difficult  for  commissions  created  to 
administer  a  system  possessing  the  characteristics  mentioned,  to 
cease  reflecting  the  principles  they  have  heretofore  been  re.[uired  to 
respect  and  to  put  into  practical  operation.  Perhaps  this  apprehen- 
sion is  somewhat  enhanced  by  the  fact  that  no  commission.  State  or 
Federal,  has  as  j^et  come  forward  with  a  program  of  constructive 
encouragement  and  protection  to  the  investing  public.  1  have  the 
very  highest  respect  and  admiration  for  the  distinguished  commis- 
sioner who  has  testified  so  impressively  before  this  committee. 

It  must  be  noted,  however,  that  during  the  many  days  that  he 
was  on  the  stand,  he  never  mentioned  the  subject  of  railroad  credit, 
except  on  cross-examination,  and  when  he  did  mention  it,  in  reply 
to  a  question,  he  suggested  that  the  railroads  were  largely  responsible 
for  the  injury  to  their  o\\ti  credit.  This  apparently  unsympathetic 
attitude  is  not  helpful  in  the  matter  of  presenting  attractions  for  the 
investor  of  new  capital.  Perhaps  it  is  justifiable  to  say  in  reply  to 
the  criticisms  of  the  railroads  relative  to  injuring  their  own  credit, 
that  as  a  basis  of  securing  more  revenues  from  regulating  bodies  it 
is  necessary  to  show  the  need  for  it;  in  other  words,  the  necessity 
to  make  the  facts  as  to  their  credit  public,  grows  out  of  the  very 
system  of  regulation,  and  can  hardly  be  imputed  to  railroad  manage- 
ment as  a  matter  of  blame.  Moreover,  it  would  be  utterly  unjusti- 
fiable to  keep  the  investing  public  in  the  dark  about  it.  The  question 
is  whether  or  not  the  facts  justify  what  is  said  on  this  subject;  and, 
in  respect  to  this,  the  suggestions  hereinbefore  set  out  must  bo  con- 
sidered and  appraised  at  their  true  value. 
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In  doing  this  it  is  necessary  to  determine  u'hether  conditions 
exist  'vvhich  will  attract  the  frugal,  hardworking  and  economical 
man — merchant,  farmer,  business  man  or  laborer — -with  whose  typo 
we  are  all  acquainted,  and  will  induce  him  to  invest  his  savings  in 
the  raihoad  industrj'-.  The  raiboads,  to  get  capital,  must  be  able 
to  attract  the  savings  of  the  great  mass  of  the  people,  for  bankers 
deal  in  securities,  they  do  not  buy  them  to  hold,  and  unless  they  can 
sell  them  to  those  who  have  accumulated  savings,  they  will  not  buy. 
The  fair  test,  therefore,  for  you  to  apply  to  any  suggested  solution 
of  the  raihoad  problem  is  whether  it  will  appeal  to  the  hard-headed, 
hard-working,  frugal  and  economical  people  you  all  know  in  your 
own  communities,  for  these,  at  last,  are  the  foundation  of  the  financial 
and  economic  strength  of  the  Nation. 

Your  problem  is  a  difficult  one.  What  is  going  on  right  here 
before  you  illustrates  it. 

This  great  industrial  giant — the  railroads  of  America — is  brought 
here  and  laid  upon  your  operating  table.  Men  of  all  t^^^es  of  opinion, 
and  all  degrees  of  information,  and  disciples  of  every  phase  of  eco- 
nomic philosophy,  are  invited  here,  as  they  ought  to  be,  to  give 
advice  as  to  the  surgical  operation  you  are  to  perform.  This  is 
inseparable  from  the  proper  performance  of  your  duties. 

One  of  the  features  we  see  is  that  when  this  inquest  is  going  on 
the  philosophy  is  presented  to  you  that  the  railroad  properties  must 
be  deprived  of  that  element  of  property  which  exists  in  every  other 
property,  namely,  giowth  in  sympathy  with  the  prosperity  of  the 
community.  Another  is  that  railroad  properties  are  not  entitled  to 
the  earnings  they  make  on  legal  rates.  Now,  there  is  the  situation 
of  this  industry  lying  here  on  this  table  subject  to  your  action,  with 
advice  from  everywhere  as  to  what  you  should  do,  men  claiming  that 
you  should  not  allow  elements  of  property  that  are  universal  in  other 
property,  men  claiming  that  they  are  not  entitled  to  earnings  they 
make  at  the  rates  which  you  prescribe. 

It  all  emphasizes  the  fact  that  there  is  uncertainty  as  to  what 
you  will  do,  as  to  how  deep  you  will  cut,  as  to  how  far  you  will  us© 
your  enormous  power,  as  to  how  this  gi-eat  industry  will  emerge  from 
this  legislative  operating  room.  There  is  thus  gi-eat  uncertainty 
now,  and  also,  as  an  inseparable  incident  to  the  situation,  recurring 
conditions  of  uncertainty  may  at  any  time  in  the  future  arise. 

All  this  is,  as  I  have  said,  inevitable,  but,  turning  to  the  other  side 
of  the  question,  how  must  this  inevitable  uncertainty  impress  the 
man  who  is  considering  making  an  investment,  how  must  he  view 
the  helplessness  of  the  patient  on  your  operating  table?  lie,  if  he 
invests,  can  have  no  great  reward  for  great  risk.  He  must  content 
himself  with  modest  reward,  and  naturally,  in  return,  he  asks 
certainty. 

Ought  you  not,  if  you  want  to  attract  his  investment,  to  furnish 
.him  with  every  reasonable  assurance  of  a  fair,  considerate,  business- 
like and  stable  public  policy  in  regard  to  the  treatment  his  investment 
is  to  receive?  Has  this  been  done  to  the  extent  that  it  should  be? 
Has  it,  in  fact,  been  done  to  any  extent? 

In  considering  what  the  attitude  of  the  Government  is  up  to  this 
time,  it  must  be  noted  that  the  only  source  which,  in  any  degree, 
questions  the  need  for  higher  and  better  credit,  or  greater  "certainty 
for  the  future,  on  the  part  of  the  railroads,  and  those  who  invest  in 
tehm,  is  the  Government  itself. 
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The  program  so  far  presented  by  those  representing  the  Government 
contains  no  recognition, that  there  is  a  railroad  problem,  and  urges  no 
legislative  assurance  as  to  the  future,  whereas  all  credit  depends  upon 
the  faith  of  the  investor  in  the  promise  and  stability  of  the  future. 

On  the  contrary,  the  proposal  contains  several  suggestions  for  the 
extension  of  the  regulating  power  in  matters  substantially  affecting 
and  prejudicing  or  modifying  the  property  rights  or  interests  of 
the  owners  of  these  properties.  For  example,  it  is  proposed  to  giye 
the  commission  power,  under  certain  conditions,  to  require  one  rail- 
road to  permit  the  use  of  its  locomotives,  etc.,  by  other  roads;  to 
determine  the  facilities  a  carrier  must  provide  and  pay  for;  to  throw 
open  to  one  carrier  the  freight  and  passenger  terminal  facilities  of 
another  carrier;  and  to  determine  whether  an  improvement  or  other 
expenditure  thought  beneficial  by  a  carrier  is,  in  the  commission's 
judgment,  ''compatible  with  the  public  interest,"  and,  if  not,  to 
prohibit  it. 

Without  pausing  to  discuss  now  whether  these  pov/crs  and  others 
which  have  been  suggested  ought  to  be  conferred  (and  the  propriety 
of  some  of  them  in  whole  or  in  part  is  not  questioned)  I  ask  you  to 
observe  that  none  of  these  suggestions  are,  by  those  who  present 
and  defend  them,  coupled  with  any  proposal  of  enlarged  protection 
or  with  any  program  of  assurance  to  prospective  investors  over 
whose  investments  it  is  proposed  to  exercise  these  enlarged  powers. 
We  are  not  opposed  to  a  reasonable  and  proper  extension  of  the  regu- 
lating power,  provided  the  new  system  also  carries  adequate  provision 
for  protection  and  adequate  assurance  of  businesslike  treatment. 
It  would  be  reassuring,  however,  if  those  who  propose  enlarged 
powers  would  also  propose  enlarged  protection. 

Moreover,  statistics  have  been  presented  here  by  Government  rep- 
resentatives from  which  the  argument  is  apparently  made  that  the 
situation  is  good  enough  as  it  is. 

A  table  has  been  filed  showing  the  growth  of  surplus  at  the  close  of 
each  year  during  a  series  of  years.  I  do  not  know  what  impression  is 
made  on  your  minds  by  the  use  of  the  term  "surplus,"  but  it  must  be 
remembered  that,  in  reality,  it  is  only  the  mathematical  difi'erence 
between  the  asset  side  and  the  liability  side  of  the  account.  It  does 
not  represent  a  fund  available  for  use  or  investment. 

But  certain  inferences  from  this  table  must  be  borne  in  mind.  The 
year  1910  was  a  year  which  marks  a  distinct  epoch  in  the  matter  of 
railroad  regulation.  By  legislation  adopted  in  that  year  Congress 
carried  its  system  of  regulation  further  than  it  had  ever  done  before. 
Since  that  year  the  railroads  have  been  operating  under  an  enlarged 
Federal  control.  I  wish,  therefore,  to  ask  your  attention  to  some  of 
the  features  which  the  statistics  in  the  table  above  mentioned  reveal 
in  respect  to  the  operation  of  railroads,  taking  the  year  1910  as  a 
basis. 

(1)  In  the  year  1910  the  operating  income  amounted,  in  round 
figures,  to  .§826,000,000.  In  1911,  the  operatmg  income  had  fallen, 
in  round  figures,  to  8768,000,000,  a  decrease,  in  round  figures,  of 
$58,000,000.  According  to  the  property  investment  account,  the 
investment  account  of  the  carriers  was,  in  round  figures,  in  1910, 
$14,557,000,000;  whereas  in  1911  the  investment  account  had  grown 
to  $15,612,000,000. 
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So  that  from  1910  to  1911  there  was  a  decrease  m  operating  income 
of  $58,000,000  and  an  increase  in  investments  of  $1,055,000,000. 

(2)  Passing  to  1912,  and  com])aring  1912  with  1910,  we  have  an 
operating  income  which  has  fallen  to  $751,000,000,  in  round  figures, 
in  1912,  or  a  decrease  of  $75,000,000;  while  the  book  investment 
account  goes  up  to  $16,004,000,000;  or  an  increase,  as  compared  with 
1910,  of  $1,447,000,000. 

(3)  In  1913  we  have  an  operating  income  of  $831,000,000,  which 
is  an  increase  of  five  millions  over  1910;  and  a  hook  investment  of 
$16,588,000,000,  or  an  increase  in  book  investment  of  $2,031,000,000. 

(4)  In  1914  the  operating  income  fell  to  $705,000,000,  a  decrease 
from  1910  of  $121,000,000;  while  the  book  investment  had  risen  to 
$17,153,000,000,  or  an  increase  of  $2,596,000,000  over  1910. 

(5)  In  1915  the  operating  income  had  fallen  to  $728,000,000, 
which  is  a  decrease,  as  compared  with  the  year  1910,  of  $98,000,000. 
The  book  investment  had  risen  to  $17,441,000,000,  an  increase  over 
.1910  of  $2,884,000,000. 

(6)  In  1916  the  operatmg  income  rose  to  $1,043,000,000,  which  was 
an  increase  over  1910  of  $217,000,000;  while  the  book  investment  had 
risen  to  $17,784,000,000,  or  was  greater  than  in  1910  by  $3,132,000,000 

I  invite  your  attention  to  the  fact  that  in  but  two  years  from  1910 
to  and  including  1916,  was  there  as  great  an  operating  income  as  in 
1910,  I  specially  ask  you  to  observe  that  the  property  which  pro- 
duced that  result  had  risen  from  1910  to  1916  so  as  to  show  a  greater 
investment  in  1916  over  1910  to  the  extent  of  $3,132,000,000,  this 
increase  being  under  the  strictest  supervision  of  the  Interstate  Com- 
merce Commission  in  respect  to  the  matter. 

Referring  to  the  hearing  of  these  facts  on  credit,  and  as  to  why 
men  should  be  attracted  to  put  more  money  into  railroads,  we  have 
here  an  increase  in  investments  in  these  railroads  m  1916  over  1910 
of  more  than  $3,000,000,000.  Yfhat  does  this  table  show  with  regard 
to  the  operating  returns  on  this  increased  investment?  In  1911, 
there  was  $58,000,000  less  to  pay  on  the  mcreased  investment 
amounting  to  more  than  $1,000,000,000  than  there  was  in  1910.  In 
the  year  1912  there  was  $75,000,000  less  of  operating  income  to  pay 
a  return  on  additional  capital  of  more  than  $2,000,000,000  greater 
than  the  income  and  investment  of  1910.  In  1913  tliere  was  an 
increase  of  o])crating  income  of  about  $5,000,000,  but  there  was  more 
than  $2,000,000,000  of  increased  investment  to  earn  it  with,  and 
that  means  that  for  the  first  year  in  those  three,  and  that  the  only 
year  between  1910  and  1916  in  which  anything  additional  was 
earned  on  the  new  capital,  there  was  a  return  of  about  one-fourth  of 
1  per  cent. 

In  1914  there  was  $121,000,000  less  operating  income  to  pay  a 
return  on  an  additional  capital  of  about  $2,600,000,000.  In  1915 
there  was  $98,000,000  less  oi  operating  income  than  in  1910  to  pay  a 
return  on  additional  investments  of  $2,880,000,000.  In  1916,  which 
was  the  banner  year  in  the  entire  history  of  these  roads,  there  was 
an  operating  income  of  $217,000,000  more  than  in  1910  to  pay  a  return 
upon  additional  capital  of  $3,132,000,000,  or  a  little  less  than  7  per 
cent  for  one  year.  But  taking  the  series  of  years  from  1910  to  1916 
together,  balancing  increases  and  decreases  against  each  other,  there 
was  for  the  period  $131,000,000  loss  than  no  additional  earnings  to 
pay  a  return  upon  additional  capital  amounting  for  the  period  to 
$3,132,000,000. 
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I  call  your  attention  to  additional  conclusions  which  result  from 
the  consideration  of  the  above-mentioned  figures. 

First.  That  in  no  year  after  1910  and  before  1916,  except  1913, 
were  the  earnings  sufficient  to  pay  the  interest  and  dividends  that 
were  paid. 

Interest  and  dividends  together  for  1910  that  were  paid  amounted, 
according  to  this  table,  to  $805,353,472.  The  operating  income  for 
that  3^ear  amounted  to  $826,466,756.  In  that  year,  therefore,  the 
operating  income  was  sufficient  to  pay  the  aggregate  of  interest  and 
dividends  that  were  paid. 

The  interest  and  dividends  paid  in  1911  mounted  to  $870,522,228, 
while  the  operating  income  for  1911  amounted  to  only  $768,213,345. 

The  interest  and  dividends  for  1912  amounted  to  $829,342,042, 
while  the  operating  income  for  that  year  amounted  to  $751,266,806. 

The  interest  and  dividends  paid  in  1913  amounted  to  $803,830,306. 
The  operating  income  for  that  ^^ear  amounted  to  $831,343,282. 

The  interest  and  dividends  paid  in  1914  aggregated  $891,533,240, 
while  the  operating  income  for  that  year  amounted  to  only  $705 ,  883 ,489. 

The  interest  and  dividends  paid  in  1915  amounted  to  $792,663,959, 
while  the  operating  income  for  that  year  was  $728,212,079. 

So  that  these  figures  bear  out  the  conclusion  that  in  no  j^ear  after 
1910  and  before  1916,  except  1913,  were  the  earnings  sufficient  to  pay 
the  interest  and  dividends  that  were  paid. 

Second.  The  aggregate  operating  income  from  1910  to  1916,  in- 
clusive, was  not  enough  to  pay  the  interest  and  dividends  actual 
paid  in  that  period  by  $381,879,490.  This  shows  that  the  surplus 
mdicated  in  the  statement  did  not,  during  those  years,  come  from 
earnings. 

Third.  From  1910  (o  1916  the  funded  debt  increased  about 
$1,200,000,000  and  the  par  value  of  stock  increased  only  about 
$733,000,000,  indicating  that  the  funded  debt  increased  nearly  twice 
as  fast  as  the  stock,  which  again  indicates  the  undesirable  and 
eventually  destructive  necessity  to  raise  capital  ])y  fixed  charges 
rather  than  by  the  issue  of  stock. 

Fourth.  In  no  year  from  1910  to  1916  did  the  roads  earn  as  much 
as  5.36  per  cent  on  their  book  investment,  which  percentage  the 
Interstate  Commerce  Commission,  in  the  Five  Per  Cent  Rate  case, 
held  was  not  adequate  in  the  public  interest. 

Fifth.  The  average  for  all  these  years  was  only  4.94,  which  was 
less  stiU  than  the  5.36  which  the  Interstate  Commerce  Commission 
held  was  not  as  much  as  the  public  interest  required  the  roads  should 
earn. 

Sixth.  It  also  appears  from  the  table  that  in  1916  as  compared 
with  1910  interest  payments  increased  $74,952,458,  while  in  1916 
as  compared  with  1910  dividend  payments  decreased  by  $63,662,020. 

Reference  has  been  made  to  these  statistics  simply  because  they 
have  been  brought  here  and  filed  in  the  record. 

It  must  be  borne  in  mind,  however,  that  credit  is  only  to  a  very 
limited  degree  a  matter  of  statistics.  Credit  involves  confidence  in 
the  conditions  which  exist  and  in  their  continuance  for  the  future. 
Whether  or  not  it  exists  depends  upon  the  judgment  of  the  business 
public  as  to  the  forces  that  are  operating  on  the  subject;  and  I  do 
not  think  any  reasonable  man  can  conclude  that  mere  statistics  can 
offset  the  impressive  considerations  hereinbefore  adverted  to  as  to 
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the  conditions  which  actually  confront  the  man  who  is  considering 
whether  he  will  or  whether  he  will  not  invest  in  the  railroad  industry. 

The  Chairman.  Right  in  that  connection,  Mr.  Thorn,  either  here 
or  before  the  Senate  Committee  on  Interstate  Commerce,  the  state- 
ment was  made  that  the  accumulated  surplus  at  the  end  of  1917  was 
$1,000,000,000,  of  which  8800,000,000  was  in  cash,  and  that  if  the 
railroads  of  the  United  States  could  have  accumulated  so  large  a 
surplus  under  the  regulation  of  the  Interstate  Commerce  Commission 
those  regulations  could  not  have  been  oppressive  of  repressive. 
What  part  of  that  81,000,000,000  of  accumulated  surplus  was  derived 
from  nonoperating  properties  ? 

Mr.  Thom.  Some  part,  how  much  I  do  not  know.  But  here  is 
what  has  been  going  on  that  is  not  reflected  by  the  statistics,  and  I 
regard  statistics  as  utterly  misleading  as  to  credit,  and  I  have  said  so 
here.  Here  is  what  has  been  going  on:  Since  1907  the  Interstate 
Commerce  Commission  has  permitted,  and  very  properly  permitted, 
railroads  to  put  into  their  investment  account  accumulations  which 
they  made  long  prior  to  that  time  and  which  had  not  been  carried 
into  their  investment  account  then,  but  in  view  of  the  changed 
policy  in  respect  to  the  value  of  the  investment  account  it  became 
necessary  to  put  them  in,  so  that  in  these  figures  that  I  am  alluding 
to  here  there  is  a  very  large  amount  derived  from  previous  years, 
and  the  surplus  is  merely  the  reflection  of  the  difference  between 
the  two  sides  of  the  account  derived  from  that  process.  I  call 
attention  to  that  and  I  called  attention  to  these  statistics  merely  to 
show  that  no  argument  in  respect  to  credit  can  rest  upon  them. 
Credit  is  a  matter  which  no  matter  what  the  past  has  been,  no  matter 
how  it  may  be  stated  in  figures,  depends  at  last  upon  the  judgment 
of  the  investing  public  as  to  what  is  going  to  be  done  in  the  future; 
as  to  the  forces  that  are  operating  on  his  investment. 

Now,  what  can  you  say  to  the  man  that  says,  "I  can  not  control 
my  revenues;  I  can  not  control  my  expenses.  My  expenses  and  my 
revenues  are  not  controlled  for  me  by  any  single  and  permanent 
Government  policy,  but  by  a  great  many  diversified  authorities. 
Those  authorities  are  in  many  cases  actuated  by  neighborhood 
pressure  and  by  neighborhood  policy."  How  are  you  going  to  con- 
vince a  man  of  that  sort  that  the  credit  is  one  that  should  attract 
him  merely  by  showing  him  a  table  of  statistics.  In  order  to  convince 
that  man  you  have  got  to  assure  liim  of  a  liberal  governmental  policy, 
coordinated  and  stabilized  by  the  most  permanent  considerations  in 
our  governmental  life. 

VVe  have  been  asked  here  why  we  want  all  our  rates  to  be  in  the 
hands  of  the  Federal  Government.  I  am  touching  now  upon  one 
of  the  very  reasons  for  that.  What  possiole  assurance  can  theic  be 
of  any  consistent  policy  as  to  what  the  railroads  are  going  to  be 
permitted  to  earn  if  8.5  per  cent  of  their  earnings  are  controlled  by 
one  Federal  body  and  the  othei'  15  per  cent  by  the  number  of  States 
through  which  the  railroad  runs?  VVe  can  not  be  sure  of  what  the 
policy  will  be,  and  therefore  we  come  to  you  and  say,  "If  you  are 
going  now  to  clothe  these  instrumentalities  of  commerce  with  the 
abihty  to  perform  the  function  you  are  commissioning  them  to  per- 
form— to  furnisti  transportation  for  the  American  peo])le — you  must 
give  them  the  assurance  that  the  policy  in  respect  to  their  revenues 
shall  at  least  be  a  single  policy,  as  liberal  as  the  conscience  and  the 
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sense  of  propriety  of  the  whole  American  people  will  permit,  and  that 
they  are  not  to  be  nibbled  away  here  and  nibbled  away  there  by 
uncoordinated  authorities  and  regulations  which  may  kill  them  by 
inches."  ]  protest  against  the  justice  or  the  soundness  of  determin- 
ing tnis  question  of  whether  or  not  there  is  a  railroad  credit  by  a 
table  of  figures.  That  is  not  what  makes  people  invest.  They  look 
at  the  whole  outlook  in  respect  to  the  industry.  They  are  trying  to 
find  out  what  they  can  be  sure  of  in  the  future,  and  1  am  as]<ing  that 
that  shall  be  made  as  certain  an<l  as  complete  and  as  businesslike  and 
as  liberal  as  the  sense  of  the  American  Congress  of  the  needs  of  tho 
American  people  will  permit.  I  do  not  think  3'ou  will  ever  get  a 
dollar  for  investment  by  showing  a  man  a  table  of  statistics.  You 
have  got  to  convince  him  of  what  the  future  holds  for  him. 

Mr.  Sims.  Mr.  Thom,  do  1  understand  correctly  that  the  book 
investment  or  the  investment  account  of  the  railroad  property  be- 
tween 1<nO  and  1916  increased  by  something  over  S8,000,000,000? 

Mr.  TiiOM.  (Jn  the  face  of  the  statistics;  yes. 

Mr.  Sims.  Well,  I  want  to  know  the  facts. 

Mr.  TiiOM.  1  can  only  give  you  the  facts  by  the  statistics,  but  I 
am  telling  you  that  some  of  that,  and  a  substantial  part  of  that-,  I  am 
told,  was  put  into  the  investment  account  from  jirevious  accumu- 
lations before  1907,  with  the  ap])roval  of  the  nterstate  Commerce 
Commission,  that  that  was  a  pro])er  thing  to  add  in,  and  therefore  I 
am  not  in  a  position  to  claim,  and  1  do  not  believe,  that  the  whole  of 
that  was  new  money.  1 1  ap[)e}rrs  as  new  money  in  the  statistics,  and 
that  is  one  of  the  reasons  1  am  attacking  statistics. 

Mr.  Sims.  During  every  year  of  which  time  it  seems  the  operating 
income  decreased. 

Mr.  TnoM.   In  many  years,  or  in  all  but  one  year. 

Mr.  Sims.  For  the  six  years  there  was  an  average  decrease  In  the 
operating  income  ? 
.    Mr.  Thom.  Yes. 

Mr.  Sims.  Was  that  $3,000,000,000,  or  any  part  of  it,  aroitrarily 
brought  into  existence  by  way  of  bookkeeping  ^ 

Mr.  Tiiom.  Oh,  no.  It  existed  in  the  property  but  had  not  been 
written  into  the  account  prior  to  1907. 

Mr.  Sims.  Then  the  account  prior  to  that  time  had  not  been  cor- 
rectly kept. 

Mr.  Tiiom.  There  had  not  been  as  much  put  into  the  investment 
account  as  the  Interstate  Commerce  Commission  thought  was 
justifiable. 

Mr.  Sims.  On  the  face  of  it,  it  would  appear  that  the  less  operating 
income  you  have  the  more  attractive  becomes  your  investment. 

Mr.  Tiiom.  We  know  that  that  is  not  true. 

Mr.  Sims.  Tluit  seems  to  be  the  case  on  account  of  the  investment 
account  increasing  on  such  a  tremendous  scale. 

Mr.  Thom.  W^e  know  that  that  can  not  be  true,  and  therefore,  again, 
statistics  faU. 

Mr.  Sims.  Well,  we  want  to  know  tlie  truth. 

Mr.  Thom.  I  am  taking  the  statistics  brought  hero  by  the  Inter- 
state Conmierce  Commission. 

Mr.  Sims.  Prior  to  the  time  of  adding  to  the  investment  account, 
had  tlie  rates  been  made  with  reference  in  part,  at  least,  to  the  book 
account  or  the  investment  account  as  sliown  prior  to  1910,  or  prior  to 
the  time  they  increased  these  statements. 
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Mr.  Thom.  We  do  not  think  there  was  anything  like  the  adequate 
appreciation  of  what  ought  to  be  done  in  that  respect. 

Mr.  Sims.  How  much  of  that  $3,000,000,000  was  really  unearned 
income  ?     I  mean  community  value  and  not  new  money. 

Mr.  TnoM.  No  unearned  income  was  mcluded. 

Mr.  Sims.  How  much  of  it  was  written  up  as  new  investment? 

Mr.  Thom.  Tliat  I  could  not  tell  you.     I  did  not  make  up  the  figures. 

Mr.  Sims.  Then  we  are  really  not  informed  about  it. 

Mr.  Thom.  But  I  am  telling  you  enough  about,  the  statistics  to 
show  that  you  can  not  attract  any  man's  money  by  putting  these 
tables  before  him. 

Mr.  Sims.  He  won't  be  deceived  by  any  increase  in  the  book  state- 
ment. 

Mr.  Thom.  I  repeat  that  none  of  these  figures  represent  any  in- 
crease in  value;  none  of  it. 

Mr.  Sims.  During  that  time,  then,  it  does  not  represent  new  money, 
does  it? 

Mr.  Thom.  All  of  it  represents  new  money,  but  some  of  it  does  not 
represent  new  money  put  in  in  that  period. 

Mr.  Sims.  I  mean  new  money  invested  in  railroad  property. 

Mr.  Thom.  It  represents  new  money  put  in  in  some  period,  and  the 
Interstate  Commerce  Commission  permitted  it  to  be  written  up  as 
additional  investment,  but  some  of  it  was  invested  prior  to  1907. 

Mr.  Sims.  Who  sought  that  permission? 

Mr.  Thom.  I  suppose  the  railroads  sought  it,  of  course, 

Mr.  Sims.  Because  they  seemed  to  have  made  an  investment  which 
had  not  been  put  into  their  investment  account? 

Mr.  Thom.  Yes. 

Mr.  Sims.  Do  you  know  how  much  of  that  investment  was  new 
money  ? 

Mr.  Thom.  That  is  what  I  have  just  told  you  I  do  not  know. 

Mr.  Sims.  I  mean  was  actually  invested  in  property  or  simply 
written  up. 

Mr.  Thom.  I  do  not  know  how  much  there  is  on  each  side  of  that 
question. 

Mr.  Sims.  That  is  just  the  trouble.  We  do  not  seem  to  be  able  to 
find  out  the  real  state  of  facts. 

Mr.  Thom.  If  you  will  let  me  say  this,  my  reference  to  these  sta- 
tistics was  for  the  purpose  of  showing  that  you  can  not  use  a  table  of 
statistics  to  attract  new  investments.  You  add  to  my  argument  by 
stating  that  you  can  not  find  anything  out  about  the  statistics;  that 
is  what  the  investor  thinks. 

Mr.  Sims.  This  is  a  curious  situation  here,  that  the  books,  at  the 
request  of  the  railroads  themselves,  have  been  written  up  to  show 
value  that  had  not  before  been  sho^vn  in  the  same  way.  That  will 
itself  impair  the  credit. 

Mr.  Thom.  No;  that  will  not  impair  the  credit. 

Mr.  Sims.  It  undoubtedly  will. 

Mr.  Thom.  The  investment  had  actually  been  made  by  the  rail- 
roads and  it  had  been  put  in  their  investment  account,  and  it  was 
justified,  putting  them  there,  because  the  Interstate  Commerce  Com- 
mission, the  public  authority,  did  not  object  to  it. 

Mr.  Sims.  The  reissue,  as  I  understand,  of  stock  in  the  Alton  case 
was  to  cover  capitalization  that  had  been  put  in  out  of  earniags  prior 
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to  that  time.  I  understand  that  to  have  been  the  fact,  and  that 
created  a  great  deal  of,  criticism  all  over  the  country.  1 1  seems  to 
me  this  is  an  operation  on  all  fours  with  it. 

Mr.  Thom.  No. 

Mr.  Sims.  They  have  been  permitted  to  %vrite  a  value  Avithout  any 
new  investment  ? 

Mr.  Thom.  That  is  not  the  case,  as  I  understand  it.  I  understand 
that  the  investment  was  made  prior  to  1907  as  to  this  particular  item. 

;Mr.  Sims.  wSome  of  it? 

Mr.  Thom.  Yes.  It  was  not  carried  into  the  investment  account 
when  they  were  readjusting  their  investment  account  under  the 
policies  of  the  Interstate  Commerce  Commission.  It  was  deemed  that 
a  part  of  this  account  should  be  carried  in  the  investment  account 
and  it  was  permitted. 

Mr.  Sims.  And  brougtit  forward  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  And  it  was  capitalized  ? 

Mr.  Thom.  T  have  not  mentioned  capitalization  in  tnis  connection. 
The  real  investment  is  what  1  am  speaking  of.  They  had  it  as  an 
actual  fact,  it  was  there,  and  the  Interstate  Commerce  Commission 
would  not  have  stood  by  and  seen  it  added  as  a  fictitious  matter;  it 
was  added  because  it  was  supported  by  the  facts. 

Mr.  Sims.  The  statement  was  made  the  other  day  that  during  that 
period  of  five  years  five  hundred  and  some  odd  million  dollars  per 
annum  had  been  added  ? 

Mr.  Thom.  I  stated  that  to-day,  over  S500,000,000. 

Mr.  Sims.  There  is  that  much  now  money '^ 

Mr.  Thom.  Yes,  and  I  accompanied  that  with  the  statement  that 
that  amount  should  be  probably  somewhat  reduced  because  of  what 
I  am  now  saying. 

Mr.  Sims.  As  i  understand,  there  has  been  new  capital  not  written 
and  that  there  was  some  already  in,  that  is,  that  new  money  had  gone 
into  the  railroad  property  during  that  period  of  time,  i  might  not 
have  understood  it  exactly. 

Mr.  Thom.  1  think  the  conclusion  justified,  that  no  table  of  statis- 
tics, under  the  studj^  of  two  analytical  minds,  will  probably  come  out 
and  be  thought  to  lead  to  the  same  result.  I  am  trying  to  show  that 
the  theory  of  determining  wUether  railroads  have  a  sufficient  credit 
by  statistics  is  untenable,  because  ot  the  very  difficulties  you  have  in 
your  mind  and  of  the  different  conclusions  dift'erent  people  will  arrive 
at.  When  the  investor  comes  along  he  does  not  look  at  the  statistics, 
he  tries  to  see  how  Congress  is  going  to  treat  the  railroads  in  the 
future. 

Mr.  Dewalt.   Right  there,  permit  me  to  interrupt  you,  Mr.  Thom. 

Mr.  Thom.  Certainly. 

Mr.  Dewalt.  Is  not  that  more  clearly  demonstrated  just  at  this 
time  from  the  fact  that  the  railroad  securities  are  abnormally  low, 
and  is  not  that  largely  due  to  the  fact  of  the  uncertainty  of  what 
Congress  is  going  to  do  ? 

Mr.  Thom.  Tnat  is  what  I  think.  Judge  Dewalt. 

Mr.  Dewalt.  The  statistics  presented  by  the  railroad  companies 
have  actually  nothing  to  do  with  the  investor  in  making  up  his 
mind? 

Mr.  Thom.  That  is  what  I  think. 
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The  Chairman.  Does  not  the  unsettled  labor  condition  also  have 
an  influence  ? 

Mr.  Thom.  That  is  so.  The  problem  is  a  difficult  one  from  your 
standpoint  to  determine  what  is  best  for  this  great  industry;  and 
from  our  standpoint,  who  have  to  try  to  make  it  a  success  under  the 
policy  that  you  adopt — it  is  difficult  from  either  standpoint. 

There  are  so  many  things  affecting  it.  My  plea  is  that  a  situation 
affected  by  all  of  these  great  uncertainties  requires  of  you  a  policy 
which  will  insure  as  much  stability  and  remove  as  far  as  possible 
uncertainties  in  respect  to  how  this  investment  is  to  be  treated  hi  the 
future.  Tiiat  is  what  I  want  to  discuss  before  you.  I  want  to  get 
you  to  appreciate  tlie  point  of  view  which  appeals  to  me  in  respect 
to  what  you  ought  to  have  in  mind  when  you  come  to  formulate  a 
plan.  I  want  to  show  you  what  I  think  the  problem  is,  the  immensity 
of  it,  and  the  various  forces  that  are  operating  on  it,  and  really  it 
is  that  difficulty  which  you  have  to  deal  with  successfully  in  order 
to  avoid  the  restrictions  upon  the  producing  capacity  of  your  people. 
I  want  to  get  you,  if  I  can,  to  realize  what  the  problem  is  from  our 
standpoint  so  you  may  then  select  a  plan  which  promises  the  greatest 
prospect  of  escape  from  those  difficulties. 

Mr.  Hamilton.  You  are  confronted  by  the  general  condition  of 
instability  also  ? 

Mr.  Thom.  Yes,  sir;  but  we  have  to  concede  the  uncertainties  that 
apply  to  our  problem  that  are  not  general  in  their  application,  and  it 
is  your  function — if  I  am  correct — it  is  your  function  to  try  to  furnish  a 
remedy  for  that  and  to  put  this  industry  in  a  condition  of  comparative 
equality  in  its  attraction  to  the  public  for  investment  with  the  other 
avenues  that  it  may  select  for  investment.  You  can  not  do  that 
unless  you  realize  wliat  the  problem  is  and  what  the  difficulties  are. 
It  is  with  regard  to  this  aspect  of  the  matter  that  I  have  taken  your 
time  this  afternoon,  to  try  to  impress  upon  you  this  view  of  the 
question. 

Mr.  Hamilton.  Tliat  is  to  lay  a  stable  foundation  for  a  particular 
industry  in  the  midst  of  very  unstable  conditions  for  industries 
generally  ? 

Mr.  Thom.  As  far  as  you  can.  You  can  not  relieve  this  industry 
of  the  condition  of  instability  universally  applicable.  All  that  we 
can  ask  is  that  you  give  to  this  industry  an  assurance  that  there  will 
be  no  greater  uncertainty  as  to  it  than  as  to  others,  but  it  may  be 
subject  only  to  the  general  conditions  from  which  everybody  must 
suffer.  We  ask  no  preference  for  it.  We  ask  merely  that  you  remove 
as  far  as  you  can  by  your  laws  the  conditions  which  especially  depress 
this  industry  for  which  I  am  speaking. 

Mr.  WiNSLow.  You  suggested,  as  a  figure  of  speech,  that  the 
patient  is  on  the  table.  During  how  long  a  period  do  you  feel  that 
the  patient  has  been  suffering  under  the  conditions  and  experience 
which  may  have  been  necessary  to  bring  him  there  ? 

Mr.  Thom.  In  my  judgment,  there  was  a  distinct  epoch  in  the  rail- 
road history  of  this  country  in  1910,  when  there  was  a  very  much 
larger  authorized  public  authority  extended  over  the  railroads  than 
had  ever  been  done  before, and  when  the  public,  in  appraising  the  con- 
ditions, saw  that  the  extended  authority  put  business  control  of  this 
industry  out  of  its  own  power.  My  complaint  is  not  of  what  you  did 
in  1910,  but  of  what  you  did  not  do  in  1910.  You  extended  the 
power  oi   regulation,  tut  you  created  no  condition  of  stability  or 
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encouragement  or  protection,  I  do  not  quarrel  at  all  with  the  fullest 
power  of  governmental  regulation  over  this  industry,  which  is  essential 
as  a  basic  industry  to  the  welfare  of  all  the  people,  but  I  say  when 
you  extend  that  authority,  when  you  exert  your  power  in  the  inter- 
est of  the  people,  if  you  are  to  make  this  a  success,  you  must  extend 
your  power  of  protection  with  it.  You  must  give  such  stability  and 
such  promise  in  respect  to  its  future  as  you  can.  Extend  your  regu- 
lation, if  you  please,  but  extend  with  it  the  power  of  protection, 

Mr,  WixsLOw.  Do  I  understand  that  you  believe  since  1910  the 
railrtads  have  been  going  to  the  bad  ? 

Mr.  Thom,  Yes,  sir;  I  think  so. 

Mr,  WiNSLOw.  Beginning  with  about  that  time  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  WiNSLOW.  Can  you  state — possibh'  you  have  gone  over  the 
matter  before — in  reasonably  concise  form,  just  the  reasons  which 
you  think  are  attributable  to  the  present  condition  of  the  railroads  ? 

Mr.  Thom.  I  think,  in  one  word,  it  is  this:  That  you  have  created  a 
condition  by  your  regulation  which  does  nothing  but  repress  and 
correct  and  withholds  from  the  owners  control  of  their  earning 
capacit}^  and  of  their  expenditures.  That  is  what  you  have  done  on 
one  side.  Now,  the  time  has  come  when  you  have  to  turn  to  the 
other  side  of  it  and  see  what  is  required  in  the  way  of  upbuilding  and 
protecting  and  encouraging. 

Mr.  WiNSLOw.  Am  I  correct  in  assuming  that  you  believe  this 
regulation  of  the  railroads  has  brought  on  tbe  chaos,  pure  and  simple — 
the  legislation  ? 

Mr.  TiioM.  I  think  largely. 

Mr.  WiNSLOw.  What  other  element  do  you  consider  also  as 
contributing  ? 

Mr.  Thom.  I  have  in  mind  what  you  probably  have  in  mind — that 
some  of  the  railroads  have  had  bad  financial  management.  I  per- 
sonally do  not  attribute  to  that  cause  the  consequences  that  have  come 
an}^  more  than  I  believe  that  there  would  \>e  a  destruction  of  confi- 
dence in  the  banks  generally  because  some  men  wreck  their  banks. 
I  do  not  believe  that  these  cases  which  have  been  so  much  spoken  of 
are  characteristic  of  the  railroads  of  iVmerica.  I  think,  in  the  main, 
that  the  railroads  of  America  are  as  well,  as  honestly,  and  as  effi- 
ciently managed  as  any  other  business.  I  believe  that  the  investing 
put)iic  thinlis  that,  and  that  the  knowledge  of  the  Alton  and  the 
others  that  have  been  alluded  to  have  not  been  the  cause  of  creating 
the  conditions  wl^ich  we  are  discussing. 

Mr.  WixsLOW.  Apart  from  the  financial  end  for  the  moment,  do 
you  feel  that  the  operating  methods  of  the  railroads,  taken  as  a 
whole,  have  been  of  a  high  order? 

Mr.  Thom.  I  do.  I  do  not  believe  that  there  is  any  business  in 
which  there  has  been  so  much  ability  and  so  much  success  in  opera- 
tion as  in  the  railroads.     I  am  speaking  of  operation  now. 

Mr.  WixsLow.  In  your  judgment,  has  the  cooperation,  from  a 
business  point  of  view,  been  as  strong  commercially  between  the 
operating  force  and  the  financial  force  of  the  railroads  as  it  should 
have  been  ? 

Mr.  Thom.  My  observation  is  that  the  financial  people  that  are 
called  the  financial  interests  in  railroads  have  not  interfered  to  an 
appreciable  extent  in  controlling  the  operating  policies  of  the  officers* 
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Mr.  WiNSLOW.  That  finally  gets  down  to  the  fact  that  the  United 
States  Government,  through  its  legislation,  directly  and  indirectly, 
has  been  the  stumbling  block  ? 

Mr.  Thom.  No  ;  the  United  States  Government  and  the  State  gov- 
ernments, I  think,  have.  I  think  the  regulatory  methods  that  have 
been  adopted  have  lost  sight  of  one  side  of  the  question  and  has  been 
bearing  down  entirely  on  the  repressive  and  corrective  side.  I  do 
not  see  how  an  industry  can  succeed  where  the  vrhole  power  of 
Government  is  exerted  toward  the  end  of  repression  and  correction 
and  nothing  is  done  to  stabilize  or  encourage. 

Mr.  WiNSLOW.  To  get  at  it  from  another  angle  for  a  moment, 
would  you  say  that  the  service  which  the  public  has  received  has  cost 
the  public  too  much  money  ? 

Mr.  Thom.  No,  sir;  T  do  not  think  so. 

Mr.  WiNSi.ow.  I  want  to  be  clear  about  it. 

Mr.  Thom.  I  have  seen  recently  a  statement  from  probably  the 
most  notable  economist  of  England  in  respect  to  railroads,  Mr.  W.  M. 
Acworth,  which  I  think  I  can  put  my  hand  on  and  bring  here  to- 
morrow, in  which  he  demonstrates  that  the  cost  to  the  public  of 
railroad  service  in  America  is  smaller  than  in  any  other  country  in 
the  civilized  world,  notwithstanding  that  the  wages  that  are  paid  are 
the  highest. 

Mr.  WiNSLOW.  Would  you  feel,  whether  that  is  so  or  otherwise, 
that  still  more  money  has  been  spent  by  the  railroads  to  give  the  pub- 
lic the  service  which  it  has  had  than  could  have  been  spent  or  is  to 
be  spent  in  the  future  ? 

Mr.  Thom.  My  opinion  on  that  would  be  utterly  worthless.  I  have 
not  studied  it  from  that  standpoint. 

Mr.  WiNSLOW.  I  had  in  mind  particularly  the  combination  of  fa- 
cilities and  so  on,  which  might  be  worked  out  and  which  I  think  all 
of  you  people  have  determmed  to  have  worked  out  ? 

Mr.  Thom.  I  have  no  doubt  that  there  are  some  railroad  enter- 
prises that  have  been  built  which  would  never  have  been  built  if  it 
required  a  certificate  of  convenience  and  necessity  before  they  were 
built,  and  to  the  extent  that  they  were  built  into  territory  already 
served  there  was  an  unnecessary  dunlication  which  was  inevitable 
in  a  free  condition  of  railroad  building  at  the  time  when  railroad 
building  was  attractive.  I  have  heard  many  times  just  as  you  have 
heard  that  some  people  have  occassionally  built  a  railroad  to  territory 
in  order  that  it  might  be  bought  out  by  a  competitor.  Doubtless  that 
has  occurred.     I  have  no  special  knowledge. 

Mr.  WiNSLOW.  Do  you  feel  that  in  framing  the  legislation  Congress, 
as  far  as  they  can,  should  try  to  ])ear  in  mmd  the  elimination  oi  such 
opportunities  in  the  future  ? 

Mr.  Thom.  I  do;  yes,  sir. 

Mr.  CuYLER.  I  can  give  you  an  illustration  on  the  point  you  have 
raised. 

Mr.  WiNSLOW.  Certainly. 

Mr.  Cin'LER.  Some  yeais  ago  the  Grand  Trunk  wanted  to  build  a 
line  to  Providence  and  Boston.     It  was  an  enormously  costly  opera-- 
tion  for  the  Grand  Trunk.     They  did  not  want  to  build  terminals  in 
Boston  and  so  the  New  Haven  made  a  traffic  arrangement  with  the 
Grand  Trunk  whereb)^  the  Giand  Trunk  could  have  all  the  facilities 
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throughout  New  England,  including  the  terminals.  Under  the 
existing  laws  the  Government  stepped  in  and  stopped  that  transaction. 
The  result  has  been  ever  since  that  millions  of  dollars'  worth  of  mate- 
rial has  been  hang  idle  and  useless  and  New  England  does  not  have 
the  competition  which  it  would  have  under  a  traffic  agreement. 

Mr.  WiNSLOW.  That  stands  as  a  waste  to-day? 

Mr.  Cutler.  Yes,  sir.  You  can  see  it  anywhere  through  Rhode 
Island  and  in  a  part  of  Massachusetts.  I  suppose  that  the  Grand 
Trunk  spent  twenty  or  twenty-five  million  dollars,  which  has  ab- 
solutely gone  to  waste.  To-day  they  might  have  had  that  road  in 
operation  with  the  arrangement  with  the  New  Haven  for  the  terminals 
in  Boston  and  Providence,  and  all  of  the  people  would  have  been 
benefited,  but  under  the  existing  laws  that  could  not  be. 

Mr.  WiNSLOW.  I  have  thought  for  a  long  time  that  competition  had 
led  to  extravagance  and  foolish  outlay.  You  would  think  that  the 
confidence  of  the  public  in  railroad  management  would  be  enhanced 
greatly  if  it  appeared  that  some  regulation  would  be  established  for 
the  future  which  would  make  duplication  of  expenditures  as  nearly 
as  possible  impossible? 

Mr.  Thom.  We  are  proposing  that,  Mr.  Winslow,  as  I  will  explain 
to  you  when  we  come  to  consider  the  features  of  the  bill. 

Mr.  Sims.  I  should  like  to  ask  you  a  general  question.  You  have 
been  discussing  repression.  Are  not  regulations  in  their  very  nature 
restrictive  ? 

Mr.  Thom.  No;  I  do  not  think  so. 

Mr.  Sims.  Do  you  regulate  anything  for  its  benefit?  Do  you  regu- 
late a  public  utility  for  its  benent  ? 

Mr.  Thom.  For  the  public. 

Mr.  Sims.  Then,  it  is  restrictive  ? 

Mr.  Thom.  No.  I  am  going  to  bring  here  to-morrow  morning  and 
read  you  a  very  interesting  definition  of  regulation  by  the  Supreme 
Court  of  the  United  States.  There  the  Supreme  Court  takes  just  the 
opposite  view  from  that  which  you  have  tentativ'cly  suggested. 
They  say  that  regulate  means  to  foster  as  well  as  restrict, 

Mr.  Sims.  Regulate  the  people  as  well  as  the  service? 

Mr.  Thom.  Let  us  have  this  conception.  Here  is  an  industry  on 
the  success  of  which  the  public  w^elfare  is  dependent.  If  you  merely 
repress  it  you  lose  sight  of  the  importance  of  hav^ing  it  sustained  and 
strong  and  efficient.  Your  regulation  must  not  be  merely  to  keep 
down  a  thing  that  is  useful,  but  to  support  and  foster  it  so  as  to  make 
it  more  useful.  That  is  held  by  the  Supreme  Court  of  the  United 
States.  That  is  the  basis  of  my  whole  plea  to  j^ou.  If  you  are  going 
on  merely  repressing  this  instrumentality  of  commerce  you  wiU  have 
lost  sight,  as  it  seems  to  me,  of  the  beneficial  exercise  of  your  immense 
power. 

Mr.  Sims.  I  do  not  mean  regulation  not  in  the  public  interest. 

Mr.  Thom.  A  broad  conception  of  what  public  interest  is  must  be 
entertained;  not  merely  that  the  public  interest  demands  that  a  useful 
thing  must  in  proper  cases  be  controlled,  but  that  the  public  interest 
demands  that  a  useful  thing  must  in  proper  cases  be  upheld. 

Mr.  Sims.  For  the  prevention  of  discrimination? 

Mr.  Thom.  Not  only  that,  you  must  foster  it  and  encourage  it  in 
eyery  way  that  is  necessary  to  make  it  efficient. 
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Mr.  Denison.  As  I  understand  your  diagnosis  of  the  patient,  he 
has  been  on  the  operating  table  long  enough  and  ought  to  be  taken 
off  the  operating  table  and  put  in  a  sanitarium  ? 

Mr.  Thom.  I  would  rather  see  him  out  in  the  open  air  as  a  well 
patient,  not  in  a  sanitarium.     I  w  ant  him  to  go  to  work. 

Mr.  Dewalt.  As  I  understand  your  patient,  you  desire  to  put  him 
on  a  strict  course  of  diet  and  to  prescribe  the  diet,  and  you  also  pro- 
pose to  have  tonics  administered  ? 

Mr.  Thom.  Exactly. 

Mr.  Denison.  That  is  what  I  mean;  to  give  proper  nourishment 
and  treatment. 

Mr.  Thom.  He  certainly  needs  a  tonic. 

Mr.  Barkley.  But  your  patient  is  on  the  operating  table  and  not 
in  a  sanitarium. 

Mr.  Hamilton.  It  may  he  suggested  also  that  the  operation  was 
rendered  necessary  by  certain  so-called  indiscretions  in  the  earlier  life  ? 

Mr.  Thom.  You  must  not  lose  sight  of  the  fact  that  atmospheric 
conditions  produce  sickness  as  well  as  internal  diseases.  We  are 
trying  to  get  at  the  sickness  which  has  been  produced  by  the  outside 
conditions. 

Mr.  Sims.  By  doing  away  with  some  of  the  unhealthy  regulations  ? 

Mr.  Thom.  1  think  I  may  be  said  to  be  pleading  for  a  system  by 
which  certain  features  shall  be  added ;  I  am  not  at  all  pleading  for  a 
diminution  of  regulation;  we  are  askuig  you  to  add  the  things  to  make 
your  power  of  regulation  successful. 

Tlr.  CoADY.  Do  you  not  think  that  there  has  been  too  much  regu- 
lation and  too  little  increase  in  rates? 

Mr.  Thom.  1  would  agree  to  an  increase  of  rates  as  a  regulation,  if 
it  is  justified.  I  am  not  at  all  in  the  frame  of  mind  to  complain  of  the 
extent  to  which  regulation  has  been  carried.  I  am  complaining 
of  the  fact  that  it  has  heretofore  absolutely  lacked  the  things  that  are 
necessary  to  preserve  the  efliciency  of  the  thing  regulated. 

The  Chairman.  Of  course,  some  of  tliis  repressive  legislation  has 
inured  to  the  advantage  of  the  carriers.  I  remember  \eiy  distinctly 
the  very  hostile  attitude  assumed  by  carriers  when  the  Hepburn  Act 
was  passed.  In  fact,  the  representatives  of  some  of  the  carriers  told 
the  committee  that  it  would  be  the  destruction  of  the  carriers.  After 
the  law  became  operative  and  the  advantage  of  the  law  manifested 
its  adoption,  the  carriers  assented  that  it  was  good  legislation. 

Mr.  Thom,  I  think  that  is  true. 

The  Chairman.  Because  it  inured  to  their  advantage  in  saving 
them  from  the  rebate  evil  about  which  they  comi)laine(],  and  from  the 
past  evils  about  which  they  also  complained. 

Mr.  Thom.  I  think  that  is  a  very  just  comment. 

The  Chairman.  We  spoke  of  repression  and  we  would  want  to  I 
make  that  charge  universal  ?  ' 

Mr.  Thom.  No;  that  was  a  mighty  small  matter  in  considering' 
the  condition  these  patients  are  in.  You  ought  to  do  much  more' 
than  that.     If  jou  do  not  do  any  more  than  that,  we  are  gone.  ^ 

The  Chairman.  That  was  one  stej)  in  the  proceeding.  We  take! 
one  sten  at  a  time.  ' 

Mr.  Thom.  I  am  not  at  all  in  the  mood  to  be  a  critic  of  complete 
regulation;  I  am  not  in  that  mood  at  all. 

I  think  I  am  in  a  position  to  see  pretty  clearly  on  this  subject.  At' 
the  time  that  this  system  of  regulation  was  put  into  effect,  I  had  no 
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responsibilities  that  would  prejudice  me  in  regard  to  it,  and  I  have 
tried  to  be  a  student  of  it  with  a  fairly  open  mind.  I  believe  that  I 
am  not  in  a  mood  to  at  all  object  to  the  steps  that  have  been  taken 
to  advance  regulation,  but  I  have  been  in  a  position,  other  than  just 
an  indifferent  member  of  the  public,  to  see  how  it  affected  this  indus- 
try, when  unaccompanied  by  some  real  helpful  provision. 

I  think  it  is  quite  natural,  Mr.  Chairman,  that  the  man  in  railroad 
life  would  feel  a  tendency  to  resent  the  encroachment  of  regulation  on 
the  property  that  he  had  theretofore  been  managing  v/ithout  that 
regulation.  I  think  that  explains  the  fact  that  the  general  railroad 
attitude  has  been  what  it  has.  As  you  would  make  one  step  in  ad- 
vance you  would  find  a  great  many  people  coming  in  and  objecting. 
The  natural  disposition  of  a  man  managing  his  propertv  and  thinking 
only  of  that  was  to  feel  an  intellectual  resentment  of  the  impairment 
of  his  power  to  manage  the  property  as  he  had  theretofore  been  doing. 

But  there  has  been  a  tremendous  advance  in  the  opinion  of  the 
public  and  in  the  opinion  of  railroad  men.  Each  side  now  is  begin- 
ning to  get  a  clearer  view  of  the  standpoint  of  the  other.  Naturally 
Government,  coming  out  of  this  great  anger  of  the  people,  would  be 
looking  at  only  one  side  of  the  question  for  a  time,  and  naturally 
the  owners  of  the  property  and  the  managers  of  the  property  would 
in  the  spirit  of  the  conquered  be  looking  only  at  the  other  point  of 
view  for  a  time.  But  both  sides  are  now  beginning  to  see  that  there 
are  two  sides  to  the  question^  and  that  every  wise  man  must  look  on 
both;  and  I  have  been  encouraged  by  the  reception  in  Congress  and 
in  the  country  of  the  proposition  that  something  now  really  must  be 
done  for  these  railroads. 

I  am  trying  to  get  the  same  point  of  view  that  you  have.  I  am 
trying  to  get  you  to  have  tlic  same  point  of  view  that  I  have,  so  that 
I  may  ascertain  what  is  in  your  mind  and  you  ascertain  what  is  in 
mine,  and  from  that  greater  knoA\  ledge  of  each  other  try  to  work 
out  v/hat  is  really  necessary  in  the  solution  of  this,  one  of  the  greatest 
problems  in  history.     I  think  we  are  making  progress  to  that  end. 

The  Cn AIRMAN.  I  do. 

Mr.  Thom.  And  I  have  attempted,  although  I  am  ai'raid  at  a  weari- 
some length,  to  lay  before  you  the  fundamental  conditions  of  this 
industry  as  we  see  them,  so  that  when  you  come  to  solve  it,  when  you 
come  to  adopt  your  remedies,  you  may  at  least  be  bearing  in  mind 
the  difficulties  of  our  situation  as  they  are  pressed  home  on  us  every 
day  in  tlie  performance  of  our  functions.  Shall  I  proceed,  Mr. 
Chairman  ?  ** 

The  Chairman.  Yes. 

Mr.  TiioM.  We  urge  upon  you  the  necessity  for  giving  statutory 
assurance  to  those  who  will  now  come  forward  with  tlieir  means  to 
provide  for  the  American  public  the  facilities  and  service  which  the 
public  needs. 

The  direct  problem  before  you  is  not  to  help  or  to  protect  existing 
investments  in  railroads.  That  may  be  the  indirect  consequence 
of  what  you  do.  But  the  problem  before  you,  the  duty  which  you 
have  directly  under  consideration,  is  what  it  is  necessary  to  do  from 
a  public  standpoint  in  order  to  assure  the  facilities  and  service  for  the 
future  which  are  the  supreme  need  of  the  commercial  public.  This 
can  not  be  done  without  establishing  by  legislation  conditions  which 
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will  attract  the  private  investor.  If  your  system  of  legislation  fails 
to  do  this  tlie  problem  will  remain  unsolved,  and  the  obligation  upon 
you  should  not  be  ol;scured  by  the  sugo-estion  that  you  are  being 
asked  to  do  something  for  the  existmg  railroad  owner.  Without  any 
regard  whatever  for  Ids  just  rights,  without  reference  to  the  legis- 
lative protection  which  he,  in  common  with  all  his  fellow  citizens,  is  en- 
titled to  expect,  your  immediate  proldem  is  a  problem  of  the  future,  for 
you  have  to  deal  direct  with  the  sentiment  of  all  those,  great  and  small, 
whose  means  must  in  the  future  be  attracted  to  insui'c  the  commerce 
of  your  people  against  disaster  from  inadequate  facilities  and  service. 

I  have  dwelt  at  length  on  tliis  aspect  of  the  question  because  of  the 
supreme  importance  of  appreciating  and  emphasizing  the  real  prob- 
lem with  which  tliis  committee  is  dealing. 

If,  as  a  matter  of  national  policy,  the  responsibility  to  furnish 
transportation  facilities  and  service  to  the  country's  commerce  is  to 
be  placed  on  railroads  supported  by  private  capital,  largely  and  in 
constant  supply,  to  be  hereafter  obtained,  not  only  justice  but  fair 
consideration  for  the  business  of  the  public  require  that  conditions 
shall  now  be  established  by  legislation  which  will  make  possible  the 
due  performance  of  the  high  duty  thus  unposed.  Can  Congress 
wisely  foredoom  to  failure  the  country's  transportation  system  by 
adopting  a  system  of  regulation  which  will  not  sustain  it  ? 

With  these  views  in  mind  as  to  the  necessity,  from  a  public  stand- 
point, to  embrace  in  the  proposed  legislation  provisions  to  improve 
and  stabilize  the  credit  of  railroads,  I  will,  with  your  permission, 
proceed  to  a  discussion  of  the  concrete  plan  which  the  Association  of 
Hallway  Executives  desires  to  bring  to  your  attention. 

The  Chairman.  Mr.  Thom,  I  understand  there  is  likely  to  be  a  roU 
call  on  a  bill  pending  in  the  House.  You  are  now  ready  to  take  up 
the  bin? 

Mr.  Thom.  Yes,  sir;  I  am  now  ready  to  take  up  the  bill. 

The  Chairman.  I  think  we  had  better  recess  until  to-morrow 
morning  at  10  o'clock.  Let  us  understand  how  much  more  time  you 
will  need  to-morrow.  We  have  to  arrange  for  other  witnesses  to 
foUow,  and  of  course  I  would  like  to  know  about  how  much  time  you 
will  take. 

Mr.  Thom.  Now,  Mr.  Chairman,  there  are  a  great  many  funda- 
mental problems  which  I  want  to  discuss,  some  of  them  law  problems. 
It  will  take  me  personally  a  considerable  time.  I  fear  that  I  may 
weary  you,  but  I  must  ask  that  you  will  be  as  patient  with  me  as 
you  can,  so  that  I  can  put  these  problems  before  jou.  After  mo 
there  comes  Judge  Lovett  and  Mr.  Elliott  and  Mr.  Bledsoe,  and  they 
Lave  views  to  present.  I  think  the  subject  is  of  ..sufficient  importance 
for  us  to  present  it  in  full,  and  I  hope  you  will  permit  us  an  oppor- 
tunity to  do  this. 

The  Chairman.  We  expect  to  be  very  generous  as  to  time.  Would 
it  be  possible  to  finish  by  Friday  night  ? 

Mr.  TiiOM.  No,  sir;  it  would  not. 

The  Chairman.  Vv'"ell,  we  will  consider  that  later.  Recess  until  10 
o'clock  to-morrow  morning. 

(YVhereupon,  at  4.40  o'clock  p.  m.,  an  adjournment  was  taken  until 
to-morrow,  Tiiursday,  August  21,  1919,  at  10  o'clock  a.  m.) 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Thursday,  August  21,  1919. 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man) presiding. 

The  Chairman.  Mr.  Thorn,  you  may  proceed. 

STATEMENT  OF  MR.  ALFRED  P.  THOM,  GENERAL  COUNSEL, 
ASSOCIATION  OF  RAILWAY  EXECUTIVES,  WASHINGTON, 
D.  C. — Resumed. 

Mr.  Thom.  Mr.  Chairman,  yesterday  the  suggestion  was  made  that 
possibly  the  term  "regulate,"  as  used  in  the  Federal  Constitution, 
admitted  of  no  meaning  except  that  of  restriction.  I  said  at  the  time 
I  would  take  the  liberty  of  reading  to  the  committee  to-day  the 
definition  of  the  word  "regulate,"  which  has  been  adopted  by  the 
Supreme  Court  of  the  United  States.  I  would  like  to  do  so  this 
mornmg,  so  that  that  definition  may  be  in  the  minds  of  the  committee 
as  we  discuss  the  questions  which  will  arise  m  connection  with  the 
proposals  laid  before  you  by  the  Association  of  Railway  Executives 

In  the  case  of  Houston  &  Texas  Railway  v.  The  United  States  (234 
U.  S.,  p.  351)  the  court  uses  this  language: 

Congress  is  empowered  to  regulate;  that  is,  to  provide  the  law  for  the  government 
of  interstate  commerce;  to  enact  "all  appropriate  legislation"  for  its  "protection  and 
advancement"  (The  Daniel  BalL  10  Wall.,  557,  504);  to  adopt  measures  "to  promote 
its  growth  and  insure  its  safety"  (County  of  Mobile  y.  Kimball,  supra);  "to  foster, 
protect,  control,  and  restrain"  (Second  Employers'  Liability  cases,  supra). 

That  is  the  definition  that  is  approved  by  the  Supreme  Court  of  the 
United  States  as  late  as  234  U.  S.,  and  merely  adopts  and  restatoa 
what  the  term  "regulate"  includes  as  gathered  from  previous  de- 
cisions of  the  courts  from  10th  Wallace  up. 

Please  bear  in  mind  the  fundamental  proposition — fundamental,  as 
it  seems  to  me — as  to  what  you  gentlemen  are  gathered  here  to  con- 
sider, that  proposition  being  that  you  are  gathered  here  to  consider 
what  you  ought  to  do  in  order  to  secure,  under  a  system  of  private 
ownership  and  operation,  the  facilities  and  service  which  the  com- 
merce of  the  people  need.  That  I  suggested  to  you  yesterday,  and 
tried  to  enforce  by  argument,  is  a  problem  of  the  future.  It  is  a 
problem  which  involves  your  here  formulating  and  declaring  a  poli^vy 
that  will  bring  to  the  support  of  this  private  growing  industry  the 
necessary  investment  from  private  sources  required  in  order  to  pro- 
vide the  facilities  and  to  assure  the  service. 

In  a  word,  I  have  tried  to  bring  to  your  attention  the  view  which 
appeals  to  me  that  your  problem  is  reduced,  in  fact,  to  the  one  prob- 
lem of  presenting  a  system  that  will  appeal  to  the  private  investor  in 
the  future.  If  you  do  that  you  have  got  no  further  problem.  If  you 
do  not  do  that,  you  have  not  approached  a  solution. 

I  say  you  have  no  further  problem,  because  under  the  powers  that 
already  exist  or  under  easy  amendments  to  those  powers  every  pos- 
sibility of  oppression  from  rates  or  otherwise  can  easily  be  removed. 
That  is  no  problem.  That  is  easy  enough  to  do.  Your  problem  is 
the  more  serious  one  of  attracting  to  this  industry  the  confidence  of 
the  investing  public.     With  these  considerations  in  mind  I  ask  you 
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now  to  bear  with  me  a  while  as  I  will  try  to  present  to  you  what  wo 
think  ought  to  be  done  in  order  to  attract  private  investment. 

When  we  examine  the  system  of  regulation  which  has  heretofore 
existed,  we  find  that  it  has  turned  everywhere,  in  the  States  and  in 
the  Nation,  on  the  question  of  trying  to  control  rates  either  from  being 
too  high  or  from  being  unjustly  discriminatory.  That  has  been  the 
single  object  with  which  the  legislative  policy  of  the  country  has 
busied  itsslf  up  to  this  time.  That  policy  was  bas^d  on  this  assump- 
tion— of  cours?,  based  on  this  assumption — that  the  facilities  and 
service  which  the  public  needed  were  assured. 

No  sensible  system  of  regulation  would  take  hold  of  and  deal  only 
with  rates  and  charges,  either  in  respect  to  their  level  or  in  respect 
to  their  relation  with  each  other,  except  on  the  theory  that  the  basic 
things  about  transportation,  to  wit,  its  existence,  its  adequacy,  and 
its  efficiency,  were  assured. 

We  think  there  is  the  radical  oversight  in  our  pressnt  system  of 
regulation.  We  think  that  facilities  and  service  under  pressnt  condi- 
tions are  not  assured ;  but  that  something  must  now  be  done  to  give 
assurance  to  the  public  that  the  facilities  and  service  in  transporta- 
tion which  they  need  will  be  furnished  them. 

Cons3quently,  we  believe  that  our  first  object  in  dealing  with  this 
subject  is  to  lift  up  to  its  proper  relative  place  in  the  problem  the 
importance  of  facilities  and  service.  We  think  something  must  be 
done  by  your  legislation  to  give  recognition  to  that  fundamental  re- 
quirement of  the  public  interest.  If  legislation  is  baseel  hereafter, 
as  it  has  been  basecl  heretofore,  on  the  assumption  that  these  things 
are  assured,  we  think  that  it  will  be  based  on  a  radically  erroneous 
assumption,  and  that  it  is  consequently  necessary  now  for  your 
legislation  to  elevate  to  its  proper  place  in  this  problem  the  necessity 
of  assuring  the  public  of  the  facilities  and  service  it  needs. 

We  attempt  to  do  that  in  the  proposal  which  we  have  laid  before 
you.  We  say  in  section  6,  on  page  9,  that  the  Federal  transportation 
board,  which  we  have  asked  in  sections  4  and  5  to  be  created — we  say 
that  the  Federal  transportation  board — 

Bliall  be  charged  witli  the  duty  and  responsibility  of  observing  and  keeping  informed 
in  respect  of  the  transportation  needs  and  the  transportation  facilities  of  the  country 
generally  and  of  each  transportation  situation  and  of  representing  the  public  interest 
in  respect  to  the  amount  of  operating  revenues  necessary  to  the  adequacy  and  efficiency 
of  such  transportation  facilities  and  service. 

If  you  will  observe  the  various  provisions — the  fundamental  pro- 
visions in  this  bill  creating  and  prescribing  the  duties  of  the  Federal 
transportation  board — you  will  see  that  the  effort  is  made  to  consti- 
tute it  an  authority  that  will  be  charged  fundamentally  with  the 
obligation  of  representing  the  public  interest  in  respect  to  the  facili- 
ties and  service  which  the  country  needs.  For  example,  again,  in 
the  last  clause  of  section  6  this  transportation  board — 

shall  from  time  to  time  make  reports  to  Congress  accompanied  by  recommendations 
of  such  measures  and  policies  as  in  its  opinion  will  promote  the  interest  of  the  public 
in  respect  of  the  efficiency  of  the  transportation  service  and  the  adequacy  of  transpor- 
tation facilities. 

Our  effort  is  to  impress  you  with  the  wisdom  of  having  an  ad- 
ministrative authority  charged  with  the  high  duty  of  representing 
the  public  interest  in  respect  to  this  matter,  fundamentally,  and  of 
bringing  to  the  attention  of  Congress,  and  of  bringing  to  the  attention 


RETURN   OF   THE   RAILROADS  TO   PRIVATE   OWNERSHIP.      1207 

of  the  Interstate  Commerce  Commission,  the  policies  which  in  its 
study  it  finds  sustained^  in  respect  to  what  should  be  done  for  the 
public  in  regard  to  facilities  and  service. 

We  think  it  an  advantage  to  have  a  consistent  policy,  a  concentrated 
responsibility,  in  respect  to  what  facilities  and  service  should  now  bo 
provided,  and  what  provision  should  be  made  in  the  future  in  respect 
to  these  facilities  and  service. 

If  that  is  not  done,  what  is  the  situation  ?  We  go  or  the  railroads 
go  before  a  body  heretofore  busied  entu-ely  with  the  idea  of  not  having 
the  rates  too  high  and  not  having  them  discriminatory,  and  we  talk 
about  facilities  and  service  and  Ave  talk  about  needing  money.  We 
are  naturally  met  with  the  criticism — you  can  not  divest  yourselves 
of  a  selfish  interest  m  this  matter.  You  are  representing  a  private 
interest  and  we  are,  as  to  our  fundamental  proposition,  met  by  the 
denials  of  those  people  who  do  not  want  the  revenues  increased. 
Manifestly,  a  vital  matter  for  the  public  is  involved  in  this  issue. 
The  public  can  not  afford  to  have  that  issue  decided  on  anything  but 
the  truth.  The  public  can  not  afford  to  have  that  vital  issue  over- 
shadowed by  the  charge  of  private  interest.  The  public  can  not 
afi'ord  to  take  the  risk  of  mistake  in  a  decision  of  that  importance. 

Now,  how  are  we  to  get  away  from  this  position  before  the  tribunals 
of  this  country,  discredited  by  our  private  mterest  and  yet  repre- 
senting the  most  vital  interest  of  the  public.  How  can  we  get  away 
from  that  ?  There  ought  to  be  some  way  of  a  determination  of  that 
question,  free  from  any  discredit  that  may  be  thrown  upon  its  advo- 
cates because  of  interest.  There  ought  to  be  some  way  of  determining 
that  great  question  from  the  standpomt  of  the  public  interest,  un- 
clouded by  any  other  issue  which  somebody  may  be  successful 
enough  to  associate  with  it. 

So,  we  say  to  you  and  we  recommend  that  you  appoint  a  govern- 
mental body  of  men  to  whom  you  will  pay  the  highest  salary  you  will 
consent  to  pay.  We  put  in  $25,000  a  year  as  representative  of  our 
idea  that  they  ought  to  be  paid  as  well  as  Congress  will  pay  them. 
We  put  tliose  figures  in  simply  t^  indicate  that  we  want  the  best  men 
that  can  be  gotten.  We  say  to  you,  "Establish  a  tribunal  of  the  best 
men  you  can  get  and  charge  them  with  representing  the  public 
interest  in  this  question  of  what  facilities  and  service  the  public  needs, 
and  what  assurance  the  public  has  of  them,  and  if  they  are  not 
assured,  what  is  needed  to  bring  them." 

We  tried  to  prevent  politics  from  coming  in  by  suggesting  that  not 
more  than  two  of  them  shall  be  from  the  same  political  party.  We 
tried  to  assure  obtaining  the  best  men  by  requiring,  as  the  interstate 
commerce  act  required,  in  the  first  instance,  that  the  first  appointees 
shall  be  appointed  for  very  short  terms,  so  that  they  may  be  tried  out, 
and,  if  they  do  not  measure  up  to  the  requirements,  their  places  may 
soon  be  filled.  That  was  the  way  the  interstate  conmierce  act  was 
put  into  operation  in  1887.  Then  we  ask  you  to  make  their  terms  as 
long  as  you  think  consistent  with  public  policy  so  as  to  free  them 
from  as  much  pressure  as  you  can,  and  to  dedicate  them  as  completely 
as  is  possible  to  the  performance  of  an  independent  and  unterrorized 
public  duty. 

We  say  to  you  that  in  oiu-  judgment,  such  a  commission  will  have 
the  effect  of  representing,  in  a  manner  that  will  attract  the  attention 
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of  Congress  and  will  attract  the  attention  of  the  Interstate  Commerce 
Commission,  this  great  public  need  for  facilities  and  service. 

But  we  are  told  that  they  are  not  more  apt  to  perform  that  duty 
than  any  other  body  will  be.  VYe  must  note  thai  it  is  here  made  the 
specific  statutory  duty  ot  ttiis  board  to  protect  the  public  interest 
in  the  matter  of  transy)ortation  facilities  and  service.  I  do  not 
think  that  in  making  our  laws  we  can  at  all  base  them  upon  any  con- 
ception except  that  men  are  going  to  carry  out  the  clear  and  unmis- 
takable orders  put  u]wn  them  by  Congress.  If  we  can  not  depend 
upon  an  administration  which  will  be  faithful  to  the  direct  terms  of 
the  statute  under  which  we  appoint  them,  our  Government  is  a 
failure.  \Ve  are  bound  to  build  upon  the  supposition  that  men  who 
are  charged  with  a  direct  public  dut}^  are  going  to  do  that  duty. 
Yv^hen  they  do  it  they  are  protected  from  public  criticism  and  public 
censure  by  the  statute  which  they  are  put  there  to  obey,  and  accord- 
ingly, we  thinlv  that  when  you  charge  this  board  with  the  duty  and 
responsibility  "of  observing  and  keeping  informed  in  respect  of  the 
transportation  needs  and  the  transportation  facilities  of  the  country 
generally,"  and  representing  the  public  interest  in  respect  "to  the 
amount  of  operating  revenues  necessary  to  the  adequacy  and  effi- 
ciency of  such  transportation  facilities  and  service,"  that  they 
will  do  it. 

Then,  what  else  do  we  do  as  a  concrete  thing?  We  ask  you  to 
make  that  board  a  budget  board— to  require  them  to  make,  from  the 
standpoint  of  the  public,  a  budget  which  will  be  consistent  with  a 
sustained  policy  and  certify  it  to  the  Interstate  Commerce  Commis- 
sion.    VYe  ask: 

To  that  end — 

That  is  to  say,  to  represent  the  public  interest  in  respect  to  tho 
facilities  and  service  wnich  the  public  needs — 

it  shall  be  its  duty  to  study  the  financial  condition  and  credit  of  all  common  carriers 
subject  to  the  act  to  regulate  commerce,  to  inform  itself  as  to  the  amount  of  operating 
revenues  such  carriers  require  in  order  to  pay  the  wages  of  labor  and  all  other  expenses 
of  operation,  including  taxes,  a  fair  return  on  the  property  held  for  or  used  in  the 
public  service,  and  to  establish  and  .maintain  a  credit  sufficient  to  attract  the  new 
capital  necessary  in  the  public  interest. 

To  what  end  ? 

In  order  that  adequate  and  efficient  transportation  service  and  facilities  may  at 
all  times  be  provided  which  amount,  as  to  the  carriers  in  the  several  rate-making  groups 
hereinafter  provided  for,  it  shall,  from  time  to  time,  certify  to  the  Interstate  Com- 
merce Commission,  and  the  said  Commission  in  any  proceeding  before  it  as  to  rates, 
fares,  and  charges  shall,  for  the  purposes  of  its  decision,  accept  the  said  amount  so 
certified  as  correct,  unless  good  cause  be  shown  against  it. 

I  do  not  think  that  any  man  will  deny  that  if  these  carriers  are  to 
be  successful  and  perform  their  duties,  they  must  have  revenue 
enough:  First,  to  pay  their  expenses;  second,  to  give  a  fair  return 
on  the  value  of  the  property;  and,  third,  to  enable  them,  considered 
by  and  large,  not  every  one  of  them,  but  considered  by  and  large  as 
is  here  provided  in  a  clause  I  have  not  yet  read  to  you,  to  have  the 
credit  to  borrow  the  money  which  it  is  determined  they  should  have 
for  the  purpose  of  furnishing  the  facilities  and  service  which  the  com- 
merce of  the  people  require. 

I  do  not  think  there  is  any  man  that  will  say  that  all  those  things 
ought  not  to  be  provided  for.     I  do  not  think  any  man  wiU  say  that 
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any  system  of  regulation  or  any  system  of  operation  can  be  successful 
unless  those  things  are  provided  here;  and  I  have  never  heard  it 
questioned  that  every  one  of  those  things  must  be  provided  for. 

You  will  sa}''  (if  you  adopt  the  suggestion  which  we  are  making  to 
you)  that  this  board  of  experts  shall  study  the  transportation  situaC- 
tion  and  shall  make  up  its  mind  as  to  what  revenue  is  necessary  in 
the  public  interest  in  order  to  do  the  things  everj^body  says  we  must 
do  if  we  are  gomg  to  be  successful,  and  they  must  certify  that  amount 
to  the  Interstate  Commerce  Commission. 

You  will  observe  we  do  not  place  this  commission  in  a  position 
superior  to  the  Interstate  Commerce  Commission.  That  was  tried 
with  the  Commerce  Court.  There  an  organization  was  created  that 
was  superior  to  the  Interstate  Commerce  Commission  and  Congress 
abrogated  it.  We  make  the  certificate  of  this  body  subject  to  be 
overruled  by  the  Interstate  Commerce  Commission,  but  we  give  the 
Interstate  Commerce  Commission  the  aid  of  a  go^'ernmental  body 
representing  only  the  public  interest,  which  will  recommend  to  it 
and  suggest  to  it  what  is  necessary  in  the  public  mterest.  We  give 
to  the  Interstate  Commission  the  aid  of  a  public  policy,  declared  in 
the  most  independent  way  we  can  think  of,  on  which,  unless  on 
examination  they  think  it  is  erroneous,  they  will  base  their  hndmg. 

Mr.  WiNSLOw!  Judge  Thom,  from  the  standpoint  of  experience, 
what  class  of  men  do  you  thuik  woidd  make  up  the  most  satisfactory 
kind  of  a  transportation  board  ? 

Mr.  Thom.  I  think  men  of  the  highest  character  and  men  of  large 
business  experience.  ^ 

Mr.  WfNSLOW.  Necessarily  railroad  ? 

Mr.  Thom.  No,  sir;  not  necessarily  railroad. 

Mr.  WiNSLOw.  To  what  extent  do  you  think  railroad  experts  or 
railroad  experience  ought  to  be  represented  ? 

Mr.  Thom.  Mr.  Winslow,  I  believe  I  would  rather  trust  myself 
with  a  man  who  was  not  a  railroad  man.  Pretty  much  every  railroad 
man  who  gets  into  public  position  begins  to  lean  over  the  other  way. 

Mr.  Merritt.  Begins  to  what? 

Mr.  Thom.  Lean  backward;  and  the  hardest  man  I  know  of  to 
persuade  is  a  man  that  goes  in  with  a  reputation  of  being  a  railroad 
man  and  is  trymg  to  overcome  it. 

Mr.  Winslow.  Trying  to  hve  it  do\vn. 

Mr.  Thom.  He  seems  to  think  he  has  got  to  live  it  dowTi  before  he 
can  have  the  public  confidence,  and  I  do  not  want  that.  I  want  an 
independent  man. 

Mr.  Winslow.  Would  you  feel  you  were  representing  the  views  of 
those  whom  you  represent  in  suggesting  that  a  railroad  man  would 
perhaps  not  be  a  desirable  member  of  such  a  board  ? 

JVIr.  Thom.  No;  I  can  not  say  that,  because  I  have  not  discussed  it 
with  them.  I  am  giving  you  my  individual  opinion  about  that.  I 
have  noticed  this,  Mr.  Wisnlow :  I  used  to  try  a  good  many  law  cases 
and  sometimes  a  man  who  had  been  opposed  to  raiboads  would  be 
made  a  judge,  and  I  found  that  he,  as  a  rule,  was  a  man  that  did  not 
have  anything  in  his  past  to  overcome,  and  could  afford  to  be  just, 
and  therefore  I  am  not  particularly  prepossessed  in  favor,  personally, 
of  putting  railroad  men  on  this  board.  I  think  that  men  of  large 
business  experience  and  of  high  character  are  the  men  you  ought  to 
select.     You  will  observe  that  we  have  not  given  any  definition  of  the 
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kind  of  men  that  should  be  selected,  except  that  we  have  tried  to 
make  the  inducement  to  the  acceptance  of  the  position  of  a  nature 
that  will  attract  the  best  talent  and  the  best  character  in  the  country. 

Mr.  Sims.  If  I  caught  your  statement,  this  is  not  to  be  a  super- 
commission  ? 

Mr.  Thom.  No,  sir. 

Mr.  Sims.  It  is  to  be  simply  a  body  of  very  high  character  of  men 
making  investigation  and  giving  the  Interstate  Commerce  Commis- 
sion their  opinion  of  how  much  revenue  is  necessary  to  properly 
perform  the  functions  of  transportation  ? 

Mr.  Thom.  Yes,  sir. 

]\Ir.  Sims.  But  the  commission  can  overrule  or  disregard  the  find- 
ings of  the  commission  1 

]Mi'.  Thom.  Yes,  sir.  I  am  not  now  referring  to  a  further  sugges- 
tion that  we  wiU  make  by  which  the  Interstate  Commerce  Commission 
will  be  relieved  of  a  great  many  of  its  executive  duties  so  as  to  per- 
form the  quasi-judicial  duties  which  vre  think  they  should  perform, 
but  in  the' matter  that  you  speak  of,  Judge  Sims,  you  are  entirely 
correct. 

I  v\'^ant  to  give  this  other  reason.  I  think,  when  the  fate  of  the 
transportation  industry  of  the  country  is  hanging  in  the  balance, 
that  it  is  time  for  absolute  frankness,  and  I  want  to  l)e  frank.  In 
doing  so  I  am  not  criticizing  men,  but  I  am  criticizing  systems, 

Under  the  present  system  the  Interstate  Commerce  Commission  is 
in  an  exceedingly  exposed  position.  The  present  position  of  the 
State  commissions  is  also  r*i  exceedingly  exposed  position.  They  are 
answerable  in  a  way  that  is  too  great,  it  seems  to  me,  on  the  one  hand^ 
to  Dublic  pressure  and,  on  the  other  hand,  to  legislative  pressure.  I 
will  illustrate  what  I  Inean.  Some  of  you  gentlemen  may  have  heard 
this  before,  because  I  made  this  statement  to  another  committee. 
When  I  undertook  the  duties  of  representing  the  railroads  before  the 
Newlands  commission,  of  which  several  members  of  this  committee 
were  members,  I  employed  a  man  to  assist  me  who  had  been  i^resident 
of  the  Wisconsin  commission.  He  had  retired  from  that  place,  but 
he  had  been  for  many  years  associated  with  the  commission.  Of 
course  he  is  known  to  the  chairman  of  this  committee.  He  is  a  statis- 
tician of  very  great  note  and  an  eminent  economist.  I  had  him  Vvith 
me  for  many  months.  He  told  me  that  while  he  was  on  the  Wis- 
consin commission  the  commission  of  that  State  hover  advanced  a 
rate  without  that  action  being  immediately  followed  by  a  bill  in  the 
Wisconsin  legislature  to  abolish  the  commission.  None  of  the  bills 
passed,  but  i  do  not  suppose  there  is  anyone  of  you  in  your  public 
position  who  is  not  very  sensitive  to  anything  that  indicates  a  public 
manifestation  of  disapproval. 

The  Chairman.  There  is  one  exception  to  that,  is  there  not,  where 
the  legislature  reduced  the  passenger  fare  within  the  State  from  2^ 
cents  to  2  cents,  the  commission  having  favored  2\  cents  ?  I  think 
that  is  the  only  one  exception. 

Mr.  Thom.  It  is  rather  an  indorsement  of  the  proposition  if  there 
has  been  only  one  exception.  There  they  followed  the  commission 
within  ^  a  cent,  putting  it  2  cents  instead  of  2 J  cents,  but  I 
want  to  ask  you  now,  how  a  commission  thus  open  to  assault  is  in  a 
position  to  exercise  independent  judgment  on  a  great  economic 
question  of  that  sort,  on  which  the  veiy  adequacy  of  the  means  of 
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getting  the  Wisconsin  people's  products  to  market  may  be  dependent. 
That  is  an  ilhistration  from  the  State  commissions.  Now,  I  am  going 
to  give  you  one  from  the  Interstate  Commerce  Commission.  In  1917 
there  was  an  apphcation  made  to  the  Interstate  Commerce  Commis- 
sion to  increase  rates.  This  was  followed  by  a  political  agitation 
which  found  expression  in  the  papers  every  morning  and  which  cul- 
minated in  the  introduction  into  the  Senate  of  a  resolution  of  inquiry, 
pending  the  decision,  during  the  time  that  the  commission  had  that 
question  before  them.  Here  was  a  body  that  was  going  to  act  on  the 
approval  of  the  renomination  of  the  members  of  the  commission  from 
time  to  time  —the  United  States  Senate^with  a  resolution  before  it, 
introduced  by  a  man  of  great  prominence  and  power,  to  investigate 
what  they  were  doing  in  respect  to  this  matter  of  ijicreasing  rates. 
My  proposition  is  that  that,  in  effect,  threatened  the  commission  with 
the  power  of  the  Senate  when  the  members  of  the  commission  came 
to  exercise  their  function,  and  every  man  there  had  to  decide,  first, 
this  issue:  "Am  I  man  enough  to  stand  up  and  do  M^iat  I  think  is 
right  notwithstanding  it  ma^-  mean  a  fight  on  me  m  the  United  States 
Senate."  He  had  to  determine  this  before  he  could  determme  the 
merits  of  the  question  that  was  before  him.  We  think  that  is  an 
unfortunate  and  unhappy  situation. 

Mr.  Rayburn.  Is  not  every  element  of  the  Government  in  prac- 
ticnlly  the  same  situation? 

Mr.  Thom.  I  think  so. 

Mr.  RAYBrRN.  For  instance,  a  Re)>resentative  in  Congress? 

Mr.  TiiOM.  I  think  he  is,  but  the  point  I  am  making  is  that  we  ought 
to  deal  with  that  in  reference  to  these  bodies  by  throwing  around  them 
such  safeguards  as  our  system  of  Government  will  })ermit.  I  shall 
try  to  show  in  a  moment  how  we  do  that  in  respect  to  this  board.  I 
think  that  the  courts  are  less  terrorized  than  administrativebodies  and 
Members  of  Congress  or  anybody  holding  ))ublic  position,  as  Mr.  Ray- 
burn  has  said.  I  think  that  we  ought  to  approximate  as  much  pro- 
tection in  our  system  to  independent  judgment  on  this  question  as 
we  can.  How  do  wo  do  it?  How  is  it  that  the  proposed  board  of 
transportation  is  not  subject  exactly  to  the  same  weaknesses  that  the 
Interstate  Commerce  Commission  and  the  other  eommissions  are? 
Why  is  not  their  position  as  exposed  as  these  other  people?  Before 
adverting  to  that,  I  M'ill  say  that  the  Interstate  Commerce  Commis- 
sion, in  deciding  this  great  question  under  the  s}  stem  which  we  pro- 
pose, if  they  adopt  the  recommendations  made  by  this  independent 
governmental  body,  will  liave  the  protection  of  sa^dng,  "We  did  not 
indorse  the  application  of  the  carriers,  that  was  not  the  side  of  this 
controversy  that  we  took,  but  the  action  that  we  took  was  in  ol)edience 
to  a  policy  that  was  laid  before  us  by  a  governmental  institution 
charged  with  the  duty  of  giving  us  their  best  advice,  and  we  accepted 
that  advice."  I  think  that  will  be  a  protection  to  the  commission  in 
the  independent  exercise  of  their  judgment. 

But  why  is  not  that  board  as  much  exposed  as  am-body  else?  My 
answer  to  that  is  what  I  said  a  moment  ago,  that  I  believe  it  is  always 
a  protection  for  a  man  in  public  life  if  he  can  pomt  to  an  unqualified 
requirement  of  a  statute  that  he  shall  perform  a  certain  dwty.  Even 
the  hangman  goes  without  fear  to  the  execution  of  his  duties,  because 
he  is  obe^dng  the  law.     The  judge  upon  the  bench  makes  decisions  in 
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respect  to  wliat  are  the  rights  of  parties  and  justifies  it  because  he  is 
obeying  the  law. 

Mr.  SiAis.  Mr.  Thorn,  may  I  call'  your  attention  to  two  matters 
which  you  might  discuss  m  that  connection  ? 

Mr.  TiioM.  Yes;  if  you  will  permit  mc  to  finish  this  sentence. 

Now,  we  think,  that  if  you  make  it  clearly  the  duty  of  this  board, 
if  you  charge  them  distinctly  with  the  duty  and  responsibility  of 
being  responsible  for  the  transportation  facilities  of  the  country 
generally  and  of  each  transportation  situation,  and  .of  saying  in  the 
public  interest  what  is  needed  to  furnish  them,  obedience  to  the  law 
IS  their  protection.  They  are  thus  relieved  from  attack  and  we  riiay 
expect  an  independent  judgment  of  them  because  they  are  simply 
obeying  the  law  which  you  write  upon  the  statute  books. 

Now,  Judge  Sims. 

Mr.  Sims.  I  want  to  call  your  attention  to  two  instances.  One  is 
where  the  Congress  created  a  tariff  commission  and  the  commis- 
sioners were  appointed  and  confirmed  and  were  giving  independent 
study  to  all  of  these  matters.  The  Democrats  came  in  and  refused 
to  appropriate  the  money  to  pay  them.  That  may  not  apply  to  this 
case  at  all.  It  only  shows  there  are  so  many  indirect  methods  of 
getting  at  these  things.  Not  long  ago  a  Senate  committee  or  a  sub- 
committee reported  an  appropriation  bill,  striking  out  the  appropria- 
tion for  the  Federal  Trade  Commission,  a  body  only  created  recently 
by  Congress.  About  the  fu'st  tiine  that  the  budget  body  brings  in 
the  requirement  of  revenue,  somebody  will  want  to  abolish  the 
budget  makers  instead  of  the  budget. 

Mr.  TiiOM.  Judge,  you  can  not  get  away  from  the  possibility  of  a 
change  of  public  o])inion.  You  can  not  get  away  from  the  possibility 
of  time  making  a  change  manifest  in  a  way  that  would  destroy  this 
action.     All  we  can  do  is  the  best  we  can. 

Mr.  Sims.  In  other  words  there  is  nothing  permanent  ? 

Mr.  TiiOM.  Nothing  can  be  permanent.  All  we  can  do  is  the  best 
we  can. 

Mr.  Sims.  You  were  discussing  indejDendence. 

Mr.  Thom.  Yes.  There  is  greater  independence  as  long  as  the 
statute  remains  on  the  books.  As  long  as  you  leave  these  people  in 
power  they  will  naturally,  as  every  good  American  citizen  will,  obey 
the  law  in  performing  the  duties  laid  upon  them. 

The  Chairman.  Will  you  cite  any  other  instance  than  the  one  you 
have  cited  where  either  House  of  Congress  or  the  Congress  sought  by 
resolution  of  inquiry  or  otherwise  to  interfere  with  the  performance 
of  duty  by  the  Interstate  Commerce  Commission  under  the  interstate 
commerce  act? 

Mr.  Thom.  I  can  not. 

The  Chairman,  So  that  in  32  years  of  service  there  has  been  but 
one  instance  where  Congress  sought  to  influence  the  action  of  a  quasi- 
judicial  body? 

Mr.  Thom.  That  is  all  I  can  remember. 

The  Chairman.  I  was  going  further, 

Mr.  Thom,  Yes. 

The  Chairman.  That  would  indicate  that  it  was  the  understanding 
on  the  part  of  Congress  that  it  had  created  a  quasi-judicial  body  for 
the  performance  of  certain  functions  and  therefore  it  would  be  ])rac- 
tically  as  improper  for  Congress  or  any  ]\Iember  of  it  to  seek  to  in- 
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fluence  the  judgment  of  a  quasi-judicial  body  as  it  would  be  to  in- 
fluence the  judgment  of'  the  Suj.reme  Court  of  the  United  States? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  Now,  then,  you  substitute  or  put  in  a  board 
which  you  call  the  transportation  board,  which  is  created  by  the 
President  by  and  with  the  advice  and  consent  of  the  Senate,  a  bi- 
partisan board,  given  only  the  administrative  functions,  but  given 
power  to  fix,  as  you  say,  the  le\el  of  rates  of  a  region  ? 

Mr.  Thom.  No;  not  to  fix  rates. 

The  Chairman  (reading) : 

In  anv  T'TOceeding  iiiA-olving  the  level  of  rates,  fares,  and  charges,  or  which  may 
substantially  affect  the  revenues  of  the  carriers  in  any  rate-making  group,  it  shall  be 
the  duty  of  the  Federal  transportation  board  to  intervene  and,  on  behalf  of  the  public, 
make  to  the  Interstate  Commerce  Commission,  or  the  regional  commissions,  as  the 
case  may  be,  such  representations  or  recommendations,  with  the  reasons  therefor,  and 
show  such  cause,  as  it  may  in  the  performance  of  its  duties  imposed  by  this  act,  deem 
proper  and  appropriate  in  the  pu];Iic  interest. 

Might  not  that  be  an  invitation  for  interference  by  individual 
Members  of  Congress  or  by  either  House  of  Congress  to  influence  the 
Transportation  Board  ? 

Ml'.  Thom.  I  do  not  believe,  Mr.  Chairman,  that  that  influence 
could  be  made  potential  against  the  direct  requu'ement  of  the  statute 
that  these  people  should  represent  what  the  public  need  in  the  way 
of  facilities  and  service,  and  the  minute  that  a  body  that  was  giving 
its  opinion  as  to  what  was  the  public  need,  fell  below  the  require- 
ments of  the  public  on  the  direct  issue,  they  would  be  held  to  a  strict 
public  accountability.  We  must  remember  how  great  the  interests 
of  the  public  are  in  facilities  and  service. 

Sometime  ago,  perhaps  a  year  or  so  ago,  I  was  in  the  store  of  a  mer- 
chant down  here  on  Pennsylvania  Avenue  and  the  head  of  the  institu- 
tion came  up  to  me  and  he  said,  "We  are  obliged  to  get  our  goods  in  now 
by  express  at  one  and  one-half  times  ordinary  rates,  but  wc  have  to 
have  the  goods  and  we  are  willing  to  pay  the  difference  sooner  than 
not  get  thom."  That  is  a  feeling  of  immense  strength  and  impor- 
tance on  the  part  of  the  business  public,  and  if  this  board,  when 
the  Congress  had  told  it  that  it  must  be  responsible  for  the  adequacy 
of  facilities  and  service,  failed  to  measure  up  to  the  obligation  they 
would  be  held  to  a  strict  public  accountability. 

The  Chairman.  Your  thought  then  is  that  if  the  transportation 
board  certified  to  the  Interstate  Commerce  Commission  certain 
financial  needs  that  that  would  be  warrant  to  the  commission  for 
the  exercise  of  its  function  in  the  fulfillment  of  the  needs  of  the 
service  ? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  And  it  would  give  to  the  commission  a  greater 
independence  of  action  and  security  of  action  ? 

Ml".  Thom.  Yes,  sir;  and  support  in  public  opinion  if  they  took 
that  stand. 

Mr.  Denison.  In  that  connection  I  want  to  call  your  attention  to 
the  fact  that  the  Interstate  Commerce  Commission  is  not  the  only 
quasi-judicial  body  or  judicial  body  whose  action  has  been  attempted 
to  be  influenced  by  the  introduction  of  a  resolution.  Wlien  the 
Supreme  Court  was  considering  the  Adamson  law,  while  it  still  had 
it  under  consideration,  there  was  a  resolution  introduced  in  the  Senate 
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providing  for  a  prohibition  on  the  part  of  the  Supreme  Court  from 
deciding  any  law  of  Congress  unconstitutional  and  I  think  providing 
for  the  impeachment  of  any  judge  that  would  so  hold,  and  a  speech 
was  made  in  the  Senate  in  support  of  the  resolution  right  during  the 
time  that  the  law  was  under  consideration. by  the  Supreme  Court. 

Mr.  Thom.  Yes;  Mr.  Denison.  Of  course,  we  can  not  get  away 
from  the  possibility  of  such  occurrences.  The  Supreme  Court,  how- 
ever, was  in  a  position  of  as  great  independence  as  the  thought  of  the 
American  people  could  create.  They  are  men  who  do  not  come  up 
for  reappointment. 

Mr.  Denison.  I  know. 

Mr.  Thom.  I  am  reminded  that  there  is  one  other  instance  in 
which  the  Senate's  action  did  affect,  or  attempt  to  affect,  the  per- 
formance of  duty  on  the  part  of  the  Interstate  Commerce  Commis- 
sion, I  believe,  and  that  was  in  withholding  approval  of  one  of  its 
members,  because  of  his  attitude  on  the  question  of  liberality  toward 
the  raih'oads.  But,  however  that  may  be,  our  ingenuity  has  been 
unable  to  devise  any  means  of  strengthening  this  situation  and 
putting  the  Interstate  Commerce  Commission  in  a  more  independ- 
ent position  in  determining  these  questions  than  to  constitute  a 
board  of  high  order  and  giving  it  a  clear  statutory  mandate  as  to 
what  it  is  to  do  and  to  trust  it,  under  its  oath,  to  perform  that  duty 
as  the  Congress  has  defined  it.  If  anybody  can  suggest  a  better  one, 
we  would  welcome  it,  but  we  know  of  no  way  of  strengthening  the 
situation  and  creating  independence  in  the  determination  of  these 
questions  any  better  than  the  one  we  have  presented. 

Our  object  is  to  create  a  situation  in  which  these  questions  may  be 
determined  with  the  greatest  freedom  of  independent  conscientious 
action  on  the  part  of  the  public  functionaries  who  deal  with  them, 
so  they  may  be  determined  in  a  way  that  wiU  be  constructive,  and 
will  not  be  determined  in  a  way  that  is  dictated  by  a  passing  public 
agitation.  We  think,  when  you  support  the  Interstate  Commerce 
Commission  by  the  findings  of  a  board  like  this  on  the  pivotal  ques- 
tion of  rate-making  and  the  controversy  as  to  what  revenues  are 
needed  and  provide  that  question  is  to  be  determined  from  the 
standpoint  of  public  interest,  instead  of  from  the  standpoint  of  our 
needs  or  our  anxieties,  that  you  will  be  going  as  far  at  least  as  our 
ingenuity  can  devise  in  the  direction  of  creating  certainty  of  a  con-, 
structive  determination  of  these  questions. 

Mr.  Sanders  of  Indiana.  The  plan  is  to  create  a  tribunal  which 
will,  in  a  large  way,  determine  U])on  the  policy,  and  then,  when  that 
policy  is  determined  upon,  lix  the  budget  to  suit  it.  Do  you  think 
in  a  large  degree  that  that  would  influence  the  Interstate  Commerce 
Commission  to  so  frame  the  rates  as  to  carry  out  that  policy? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sanders  of  Indiana,  I]i  the  recent  hearings  with  reference  to 
the  Cummins  bill  Commissioner  Clark  was  testifying  and  he  pointed 
out  that  if  the  powers  of  the  Interstate  Commerce  Commission  were 
restored,  including  the  duty  on  the  part  of  the  Interstate  Commerce 
Commission  to  approve  all  schedules  and  rates  before  they  were  fJed, 
that  that  would  necessarily  make  the  Interstate  Commerce  Comm- 
mission  determine  the  policy  of  the  Government  with  reference  to 
the  matter  of  a  level  of  rates,  and  he  suggested  that  if  we  restored 
the  power  to  the  Interstate  Commerce  Commission  that  would 
exempt  from  the  operation  of  the  statute  the  act  of  the  President  in 
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initiating  the  rates  and  give  the  President  the  complete  right  to 
initiate  rates  and  to  file  them  with  the  Interstate  Commerce  Com- 
mission after  advice,  when  the  President,  having  control  of  the  matter, 
would  determine  the  policy  and  the  Interstate  Commerce  Com- 
mission then  could  so  fix  the  schedule  of  rates  as  to  follow  out  that 

policy  ? 

Mr.  Thom.  Yes,  sir.  Of  course,  we  are  not  wedded  to  anything 
except  the  fundamental  idea  of  trying  to  get  this  rate  question 
determined  in  a  way  which  will  express  a  public  policy  of  constructive- 
ness  and  helpfulness.  You  gentlemen  will  realize  that  we  have  been 
before  the  Interstate  Commerce  Commission  for  years  and  we  are 
confronted  every  time  we  go  there  by  the  shippers,  by  the  traveling 
public  and  by  commercial  organizations,  which  question  the  very 
fundamental  propositions  on  which  we  rely,  and,  when  we  introduce 
evidence  about  them  we  are  naturally  subject  to  the  charge  that  we 
are  interested  in  this  question  and  our  evidence  is  affected  by  that 
suggestion.  We  have  lost  that  fight,  gentlemen,  and  we  can  no 
longer  sustain  ourselves  in  the  position  of  demand  before  the  Inter- 
state Commerce  Commission,  which  may  be  discredited  as  selfish. 
We  have  no  pohtical  power.  Those  on  the  other  side  are  numerous, 
they  are  scattered  throughout  great  communities  and  they  do  have 
political  influence.  We  can  not  stand  up  any  longer  and  fight  the 
battle  and  win  the  means  to  prform  the  duty  of  furnishing  facilities 
and  service  to  the  American  people.  We  simply  ask  that  that  battle 
be  fought  between  a  governmental  agency,  an  independent  commis- 
sion, to  determine  these  questions  in  the  public  interest  on  the  one 
hand,  and  those  who  oppose  it  on  the  other. 

We  simply  ask  that  that  shall  be  the  controversy  hereafter,  the 
final  say  being  with  the  Interstate  Commerce  Commission  under  the 
power  to  determine  it.  They  can  overrule  this  governmental  board 
if  good  cause  is  siiown  against  it,  but  we  sa}^  that  that  is  a  contro- 
versy in  which  you  and  your  constituents  are  more  interested  than 
we  are,  because  jou  represent  the  prosperit}^  and  the  opportunity  of 
the  whole  American  people,  and  we  represent  only  this  investment. 
You  are  charged  with  that  greater  duty,  and  it  is  more  in  your 
interest  than  it  is  in  ours  that  the  question  of  what  is  necessary  for 
the  facilities  and  the  service  shall  be  independently  determined  by  an 
independent  governmental  body. 

Mr.  Sanders  of  Indiana.  I  want  to  ask  you  one  question  at  this 
point,  Mr.  Thom.  I  am  interested  to  know  how  definite  and  certain 
this  provision  with  reference  to  the  rate  structure  is.  It  occurred  to 
me  that  it  was  not  sufficiently  definite  as  to  make  it  mandatory,  or 
that  there  was  not  any  way  by  which  you  could  mandate  either  the 
Transportation  Board  or  the  Interstate  Commerce  Commission,  nor 
in  a  defuiite  way  to  try  out  in  the  courts  the  question  of  whether  or 
not  they  had  followed  the  statutory  rule.  If  that  is  true,  the  statute 
becomes  merely  directory.  Under  the  Warfield  plan  they  had  a 
pretty  definite  provision  and,  perhaps,  it  is  something  susceptible  of 
definite  proof.  I  would  like  to  have  your  views  with  reference  to 
whether  or  not  that  provision  is  directory  or  mandatory,  and  if  it  is 
not  mandatory  how  it  can  be  reached  ? 

Mr.  Thom.  I  think  it  is  mandatory  in  the  Warfield  plan,  and  I 
think  that  ours  is  also  mandatory,  but  the  difference  between  what 
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they  propose  and  our  provision  is  the  fundamental  difference  in  re- 
spect to  which  you  are  making  your  inquiry,  Mi\  Sanders.  We  have 
not  felt  justified  in  recommending  to  you  a  system  of  rate  making 
that  is  not  flexible  enough  to  respond  to  changing  economic  conditions. 
For  example,  one  of  the  members  of  the  committee  asked  this  question 
a  few  days  ago  or  asked  a  question  which  leads  me  to  this  illustration: 
Suppose  we  had  a  fixed  minimum  of  rate  making  established  by  Con- 
gress, and  that  minimum  is,  say,  6  or  7  per  cent.  In  order  that  it  be 
justified  at  all  it  must  be  sufficient  imder  the  present  economic  con- 
ditions to  make  it  adecpate.  Nobody  will  suggest  that  any  figure  in 
the  statute  at  the  present  time  and  under  the  present  economic  con- 
ditions should  be  less  than  6  per  cent;  but  suppose  that  situation 
should  change  back  to  such  a  condition  as  even  a  man  of  your  youth 
can  remember  where  the  interest  rate  was  3^  per  cent,  and  the  railroad 
wants  to  borrow  money  to  buy  locomotives  or  double-track  its  road, 
and  it  can  go  into  the  market  and  borrow  it  at  3^  or  4  per  cent.  Then 
we  do  not  feel  justified  in  saying  to  you  that  the  cost  of  those  loco- 
motives and  of  that  construction  should  go  into  the  property  invest- 
ment account  and  always  bear  6  per  cent  interest  when  economic 
conditions  have  changed  so  that  you  can  get  money  at  3|  or  4  per 
cent.  In  other  words,  gentlemen,  I  have  never  found  anything  but 
trouble  in  an  attempt  to  put  economic  conditions  into  a  straight 
jacket.  I  do  not  know  any  man  who  is  wise  enough  to  make  a 
straight  jacket  that  will  be  flexible  enough  to  respond  to  the  ever- 
changing  economic  conditions.  Consequently  we  have  not  felt 
justified  in  coming  here  and  laying  before  you  anything  but  a  flexible 
rule. 

We  make  that  rule  as  definite  as  it  is  possible  to  make  it,  and  we 
safeguard  it  by  requiring  another  body  of  the  highest  order  to  say 
in  money  what  is  necessary  under  the  economic  conditions  that 
exist  at  the  moment.  It  may  be  less  than  at  some  other  time  or  it 
may  be  more  than  at  some  other  time,  but  the  thing  you  are  trying 
to  do  is  to  get  enough.  You  are  not  attempting  to  get  too  little  or 
too  much,  but  you  want  enough,  and  when  you  get  enough  for  the 
purposes  we  have  mentioned,  you  have  satisfied  the  requirements  of 
the  situation.  When  you  have  that  question  determined  from  the 
standpoint  of  the  public  interest,  you  have  got  a  safeguard  upon 
them  to  see  that  they  do  not  make  it  too  much.  Consequently,  we 
come  before  you  with  the  advocacy  of  a  flexible  system  that  will 
respond  to  changing  economic  conditions,  and  one  that  will  not  be 
found  to  be  unable  to  respond  to  changing  economic  conditions. 

Mr.  Dewalt.  If  I  understand  you  correctly,  ^Ir.  Thom,  the  find- 
ings of  the  transportation  board  are  to  be  in  the  nature  of  recom- 
mendations to  the  Interstate  Commerce  Commission,  subject  to  the 
approval  or  disapproval  of  the  Interstate  Commerce  Commission. 

Mr.  Thom.  For  good  cause  shown. 

Mr.  Dewalt.  Yes.  If  I  further  understand  you  correctly,  your 
idea  in  forming  this  transportation  board  is  to  relieve  the  Interstate 
Commerce  Commission,  which  has  the  final  decision  of  the  matter, 
from  the  thi'eat  of  legislative  interference  or  the  inducements  of 
public  clamor;  because  it  is  to  be  fortified  by  the  finding  of  this 
transportation  board.  Now,  let  us  take  this  concrete  instance: 
The  transportation  board  recommends  a  certain  level  of  rates 
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Mr.  Thom.  Not  a  level  of  rates,  but  a  certain  amount  of  revenue 
that  is  necessary. 

Mr.  Dewalt.  Well,  a  certain  amount  of  revenue  that  is  necessary, 
or  which  they  deem  necessary  for  the  transportation  S3'stem.  Now, 
that  goes  to  the  Interstate  Commerce  Commission  as  a  recommen- 
dation ;  not  as  a  compelling  authority,  but  simply  in  the  nature  of  a 
recommendation.  It  is  not  even  directory,  and  of  course  it  is  not 
mandatory.  Now,  the  Interstate  Commerce  Commission  having  the 
final  decision  of  this  matter,  I  do  not  see  why  the  same  influence 
would  not  be  exerted  that  you  have  tried  to  point  out  to  obtain 
either  a  favorable  decision  or  an  unfavorable  decision  as  to  the  recom- 
mendations of  the  transportation  board  by  the  Interstate  Commerce 
Commission.  After  all,  it  results  in  just  this — that  the  Interstate 
Commerce  Commission  has  the  final  approval  or  disapproval  of  the 
recommendation,  and  if  the  attempt  were  made  to  influence  it  through 
clamor  or  legislative  interference,  would  not  that  same  thing  result 
in  the  other  conclusion  again  ? 

Mr.  Thom.  I  think  not.  I  think,  as  you  have  stated,  that  they 
will  be  fortified  by  the  finding  of  an  independent  governmental  bodj^ 
We  think  that  when  Congress  has  declared  in  favor  of  this  check  or 
in  favor  of  this  determination  of  what  is  the  public  need,  the  investing 
public  will  feel  fortified  by  that  express  command  in  the  statute  or 
the  duty  to  determine  and  report  to  the  Interstate  Commerce  Com- 
mission the  amount  of  the  revenues  that  are  needed,  because  we 
believe  that  that  will  exert  an  influence  which  will  find  response  in 
the  action  of  the  Interstate  Commerce  Commission  in  its  policies  in 
regard  to  these  railroads. 

Mr.  Dewalt.  Now,  let  me  have  your  views  as  to  this:  Have  you 
not  foimd  as  a  practical  business  man  that  wherever  you  have  a  dual 
authority  you  are  apt  to  have  confusion  and  apt  to  have  less  definite 
results  than  where  you  have  a  single  authority  ? 

Mr.  Thom.  The  answer  to  that  is  that  this  is  not  a  dual  authority. 
It  is  one  authority,  but  that  authority  is  aided  in  its  exercise  of 
power  by  a  declaration  of  policy  by  another  body  charged  alone  with 
the  function  of  seeing  what  the  public  interest  needs.  I  asked  a 
number  of  bankers  this  question:  Would  you,  or  would  you  not,  feel 
that  the  situation  in  respect  to  the  confidence  of  the  investing  public 
would  be  promoted  if  the  Interstate  Commerce  Commission  must 
have  a  certificate  from  the  Federal  Reserve  Board  as  to  w^hat  is 
necessary  for  these  companies'  credit?  They  all  admitted  that  they 
thought  it  would  be  very  much  better.  I  said  to  them,  "Now,  we 
have  not  got  a  Federal  Reserve  Board,  but  we  propose  a  body  charged 
with  as  definite  a  public  duty  as  the  Federal  Reserve  Board  is.  It 
is  made  by  the  statute  necessary  that  they  shall  acquaint  themselves 
with  the  need  for  credit  and  the  condition  of  the  credit  of  these 
carriers,  and  to  give  a  certificate  about  it."  The  answer  that  was 
made  to  me  was  that  "Whatever  is  done  by  Congress  will  have  to 
justify  itself  in  practice  before  credit  is  restored."  I  said,  "I  think 
that  is  so,  because  there  is  no  way  of  absolutely  knowing  how  a  law 
is  going  to  be  administered."  But  when  we  take  every  precaution 
in  making  the  law  definite  and  in  requiring  specific  duties  from  a 
board  as  independently  constituted  as  our  system  will  permit,  and 
when  we  say  to  them,  "You  must  find  out  in  the  public  interest  how 
much  revenue  these  carriers  need  in  order  to  do  these  specific  tilings," 
we  have  gone  as  far  as  our  ingenuity  can  devise. 
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Mr.  Sweet.  Glancing  over  Section  6,  with  reference  to  the  duties 
and  responsibiUties  of  the  transportation  board.  I  find  tliis  pro- 
vision : 

It  shall  be  its  duty  to  study  the  financial  condition  and  credit  of  all  common  carriers 
subject  to  the  act  to  regulate  commerce,  to  inform  itself  as  to  the  amount  of  operating 
revenues  such  carriers  require  in  order  to  pay  the  wages  of  labor  and  all  other  expenses 
of  operation  including  taxes,  a  fair  return  on  the  property  held  for  or  used  in  the  public 
service  and  to  establish  and  maintain  a  credit  sufficient  to  attract  the  new  capital 
necessary  in  the  public  interest. 

Now,  as  to  all  matters  in  connection  with  their  duties  and  respon- 
sibilities, they  will  be  largely  matters  of  opinion,  and  would  it  not 
have  a  tendency  to  get  into  politics?  The  Supreme  Court  of  the 
United  States  in  rendering  its  decisions  is  largely  circumscribed  by 
statutes,  but  this  board  would  really  be  determining  business  policies 
as  a  matter  of  opinion,  and  their  duties  can  not  be  very  definitely 
prescribed. 

Ml".  Thom.  That  is  true.  Mi*.  Sweet. 

Mr.  Sweet.  It  would  have  a  tendency  to  get  into  politics. 

Mr.  Thom.  That  is  true.  The  duty  is,  however,  as  definitely 
prescribed  as  we  have  heard  of  anybody  being  able  to  suggest,  unless 
you  go  to  a  rigid  treatment  of  this  economic  problem.  We  have  not 
felt  justified  in  suggesting  that  here,  because  we  felt  that  a  condition 
might  arise  when  the  rigid  policy  might  be  too  binding  to  form  a 
proper  protection  of  the  public  interest,  and  we  have  gone  as  far  in 
the  direction  as  we  could  of  certainty  and  stability.  You  can  not, 
in  the  present  condition  of  public  O23inion,  leave  the  carriers  alone 
to  determine  those  questions  which  are  questions  open  to  the  element 
of  judgement.  You  can  not  without  a  rigid 'rule  lay  down  anything 
that  would  deprive  the  matter  of  the  element  of  an  exercise  of  judge- 
ment. Now,  how  can  we  get  the  best  exercise  of  judgement — ^and 
exercise  of  judgement  is  essential  to  this  situation? 

If  you  undertake  now  to  make  your  rule  of  rate  making  rigid,  you 
must  exercise  judgment  in  doing  it.  Is  it  better  for  you  to  sit  here 
and  do  that,  and  then  put  that  unchangeable  situation  out  over  this 
industry,  or  is  it  better  for  you  to  constitute  as  best  you  can  the 
judgment  of  an  official  body  to  be  exercised  contemporaneously  and 
to  take  into  consideration  the  things  that  ought  to  be  taken  into  con- 
sideration in  exercising  the  judgment  at  the  time?  This  is  an  eco- 
nomic situation,  and  economic  situations  are  always  matters  of 
judgment.  We  think  that  the  only  thing  to  do  is  to  provide  for  the 
best  judgment  you  can,  and  to  enable  it  to  be  exercised  in  view  of 
the  situation  that  actually  confronts  the  Government  at  the  moment 
when  the  judgment  should  be  exercised.  I  realize  all  that  can  be 
said  about  the  possibility  of  having  political  pressure,  and  all  that 
we  can  do  is  to  minimize  that  just  as  much  as  possible.  We  think 
that  we  are  justified  in  our  proposal,  because  it  is  our  belief  that  the 
wise  way  for  Congress  to  deal  with  the  situation  is,  not  rigidly,  but 
flexibly,  to  respond  to  the  changing  economic  conditions  which  con- 
trol at  last  the  judgment  as  to  how  the  situation  that  confronts  us 
at  the  moment  should  be  solved. 

Mr.  Denison.  Section  6  provides,  as  Judge  Sweet  has  just  stated, 
that  the  railroad  board  shall  inform  itself  as  to  the  amount  of  opera- 
ting revenues  the  carriers  require  in  order  to  pay  the  wages  of  labor 
and  all  other  expenses  of  operation,  including  taxes,  and  a  fair  return  f 
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on  the  property  held  for  or  used  in  the  public  service.  Does  the  plan  or 
the  bill  give  the  transportation  board  any  direction  or  definition  as 
to  the  phrase  ''the  property  held  for  or  used  in  the  public  service"  ? 

Mr.  Thom.  No,  sir;  it  does  not. 

Mr.  Denisox.  Wlien  the  valuation  of  railroad  properties  shall  have 
been  concluded  and  definitely  determined,  will  the  railroad  board  be 
necessarily  governed  by  that  under  the  provisions  of  this  bill  ( 

Mr.  Thom.  I  think  they  will  be  inevitably  governed  by  it. 

Mr.  Dexison.  But  the  bill  does  not  so  provide. 

Mr.  Thom.  Here  is  the  real  thing  in  this  definition,  and  the  practi- 
cal thing  that  you  must  do,  and  that  is  in  order  to  make  these  rail- 
roads a  success  in  private  hands,  it  is  necessary  to  give  them  credit 
enough  to  perform  their  service.  Now,  the  next  provision  of  our 
requirement  is  that  they  shall  have  revenue  enough  to  give  the 
railroads  the  credit  which  the  public  needs  that  they  shall  have. 
In  the  meantime,  until  you  get  a  Federal  valuation,  wo  have  thought 
it  best  to  leave  the  property  in  the  same  way  that  the  Supreme  Court 
has  left  it  up  to  this  date,  and  that  is  that  there  shall  be  a  fair 
return  on  the  property  held  for  or  used  in  the  public  service. 

Mr.  Dexisox.  I  think  that  would  be  necessary,  but  would  there  be 
any  objection  to  a  further  provision  when  that  determination  was 
made  ? 

Mr.  Thom.  No,  sir;  there  would  be  no  objection  to  that,  if  that  is 
desired.     Now,  I  want  to  call  attention  to  this 

Mr.  Sims.  There  is  a  question  that  I  have  been  waiting  to  ask  you: 
What  is  meant  or  intended  to  be  meant  by  the  provision  in  the  bill 
saying,  "and  the  said  commission,  in  any  proceeding  before  it  as  to 
rates,  fares,  and  charges  shall,  for  the  purposes  of  its  decision,  accept 
the  said  amount  so  certified  as  correct  unless  good  cause  ])e  shown 
against  if  ?  What  do  you  mean  by  "good  cause  be  shown  against 
it"?  Does  the  Interstate  Commerce  Commission  have  the  rio;ht 
on  its  own  motion  to  determine  whether  or  not  it  shall  abide 
by  this  certificate,  or  does  some  outside  person  have  to  make  inter- 
vention and  make  a  showing?  Wliat  do  you  mean  by  "good  cause" 
as  used  in  this  connection? 

Mr.  Thom.  We  borrowed  that  clause  from  the  general  law  where 
it  has  a  definite  meaning.  We  mean  that  this  certificate  will  go  in, 
and,  standing  alone,  will  be  conclusive,  but  the  Interstate  Commerce 
Commission  may  consider  evidence  which  it  may  have  and  produce, 
or  through  attacks  by  anybody  else,  or  through  our  attack  on  this 
finding  as  not  correct,  it  would  have  the  determination,  as  a  court 
would  have,  under  the  evidence  presented  as  to  whether  or  not  the 
certificate  of  this  transportation  board  is  sustained  by  the  evidence. 

Mr.  Sims.  It  can  go  into  the  fadts  and  exercise  its  judgment  on  the 
facts  just  the  same  as  the  transportation  board  did  ? 

Mr.  Thom.  Exactly.  In  connection  with  this  clause  I  want  to 
call  attention  to  section  9,  which  ought  to  be  considered  along  with 
it.  Now,  we  have  gotten,  through  the  transj^ortation  board  uj)  to 
the  Interstate  Commerce  Commission,  findings  of  what  the  require- 
ments of  the  railroads  are  in  order  that  they  may  perform  these 
great  public  duties.  Section  9  provides  for  the  exercise  of  the  rate 
making  power.     That  sec  tin  requires  that: 

The  Interstate  Commerce  Commission  shall  divide  the  continental  United  States 
into  as  many  rate-making  groups  as  it  may  deem  proper  and  convenient  in  view  of 
the  similarity  of  transportation  and  traffic  conditions  applicable  thereto. 
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It  then  requires  that  the  level  of  rates,  fares,  and  charges  in  any 
rate-making  group  shall  from  time  to  time  be  adjusted  so  as  to 
provide  the  revenue  necessary  to  do  the  very  same  things  which  you 
will  find  in  section  6;  that  is,  to  pay  the  wages  of  labor  and  all  other 
expenses  of  operation  including  taxes,  and  a  fair  return  on  the  value 
of  the  property  held  for  or  used  in  the  public  service,  and  in  section 
9,  as  in  section  6,  there  is  a  provision  that: 

In  applying  the  foregoing  rule  a  comprehensive  view  of  the  conditions  of  each 
rate-making  group  shall  be  taken,  and  the  level  of  rates,  fares,  and  charges  shall  be 
determined  with  reasonable  reference  to  railroads  fairly  representative  of  average 
conditions  therein. 

In  other  words  it  is  not  possible,  in  our  opinion,  for  you  to  legislate 
credit  into  all  the  railroads,  and  you  ought  not  to  attempt  it.  You 
can  only  deal,  and  the  Interstate  Commerce  Commission  can  only 
deal,  and  the  transportation  board  can  only  deal  with  the  average 
situation,  and  try  to  sustain  the  railroads  as  a  whole. 

Now,  how  ought  rates  to  be  initiated  ?  I  will  ask  you,  on  that 
subject,  to  turn  to  section  10  on  page  15  which  provides  a  double 
system  of  initiation. 

Manifestly,  you  can  not  require  the  Interstate  Commerce  Com- 
mission to  create  a  system  of  rates  that  will  produce  a  certain  result 
and  not  give  it  the  power  of  initiation.  They  must  have  the  author- 
ity to  initiate  the  system  which  will  produce  the  results  you  tell 
them  must  be  produced.  They  can  not,  fairly,  be  blocked  in  the 
performance  of  this  express  statutory  duty  by  withholding  from  them 
the  power  to  initiate  the  very  thing  you  require  of  them,  and  make 
that  dependent  upon  the  action  of  somebody  else;  and,  consequently, 
the  commission  must  have  the  power  of  initiation  to  the  extent  that 
that  it  is  necessary  to  ]^erform  the  duty  you  require  of  them. 

We  do  not  believe,  however,  that,  in  the  interest  of  having  a 
flexible  and  adjustable  system  of  rate  making,  there  ought  to  be 
withheld  from  the  carriers  the  power  to  initiate  rates — the  rates  so 
initiated,  however,  to  be  subject  to  the  action  of  the  Interstate  Com- 
merce Commission.  There  are  a  vast  number  of  conditions  arising 
out  in  the  country  where  it  is  essential  that  some  rate  shall  be  quickly 
fixed  in  order  to  facilitate  the  establishment  of  some  industry.  The 
way  this  is  usuall}^  done  is  for  the  person  who  wants  to  establish  the 
industry  to  get  in  touch  with  the  freight- traffic  manager  of  the  road 
he  will  be  dependent  upon  or  with  the  various  roads  he  will  be 
dependent  upon,  and  discuss  with  him  the  question  of  rates.  I 
remember  a  case  where  a  pulp  mill  was  to  be  established  in  the 
mountains  of  western  North  Carolina,  where  the  Southern  Railroad 
alone  was  the  carrier,  and  the  question  of  whether  or  not  the  pro- 
jectors could  establish  it  was  dependent  upon  the  rate  on  which 
they  could  get  their  product  to  market.  It  became  a  matter  of 
negotiation  between  the  people  who  desired  to  establish  that  pulp 
mill  and  the  railroad,  as  to  what  rate  they  could  get,  and  not  only  as 
to  that,  but  as  to  all  the  trade  conditions  throughout  the  territory 
in  which  this  road  operates.  After  an  agreement  upon  the  rates 
and  as  to  what  they  could  do,  it  was  found  immediately  desirable 
that  the  railroad  itself  file  and  justify  the  rate  before  the  Interstate 
Commerce  Commission,  of  course,  subject  to  the  authority  of  the 
Interstate  Commerce  Commission  to  suspend  it  and  to  overrule  it. 
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We  think,  therefore,  it  is  exceedingly  necessary  for  the  power  of 
initiating  rates  be  retained  in  the  carriers  also,  subject  to  the  approval 
of  the  Interstate  Commerce  Commission. 

Moreover,  suppose  the  carriers  in  a  group  believed  that  the  rates 
were  not  being  readjusted  in  order  to  produce  the  necessary  revenue. 
It  is  an  exceedingly  valuable  power  toward  expedition  that  the 
carriers  themselves  might  then  go  to  the  Interstate  Commerce  Com- 
mission and  say,  "Here  is  what  we  say  is  necessary  to  produce  this 
revenue.  Now,  we  would  like  for  you  to  pass  on  it."  There  would 
be  an  issue  then  which  the  commission  would  have  to  pass  on  at  once, 
and  the  carriers  would  thus  have  the  power  to  expedite  the  consider- 
ation of  the  question  by  the  commission.  Consequently  we  have 
conceived  that  the  best  interest  of  the  public  would  be  promoted  by 
permitting  a  double  power  of  initiation — the  carriers,  in  order  that 
the  situation  may  be  made  flexible  and  respond  to  the  conditions 
which  arise  throughout  the  country,  in  order  that  the  traffic  may  be 
moved  (subject  always  to  the  power  of  the  Interstate  Commerce 
Commission  to  suspend  and  to  disapprove) ;  and  also,  if  you  are  going 
to  require  this  system  to  be  sustained  and  require  that  the  Interstate 
Commerce  Commission  shall  make  rates  that  will  produce  the  results 
called  for  by  your  statue,  that  they,  too,  ought  to  have  the  power  of 
initiating  rates.  And  so  we  have  provided,  to  put  it  as  briefly  as 
I  can — because  time  is  passing  very  rapidly  and  I  have  other  matters 
to  discuss — putting  it  as  briefly  as  I  may,  our  proposal  is  that  the 
confidence  of  the  public  in  a  consistent  policy  and  the  independence 
of  decision  in  respect  to  these  vital  matters  b}'  the  commission  shall 
be  strengthened  by  the  formation  of  a  board  which  will  adopt  a  con- 
sistent governmental  policy  after  viewing  what  the  public  interests 
require,  and  certify  that  to  the  commission ;  that  the  commission  then 
shall  make  rates  that  will  produce  the  revenues  required  by  that 
certificate  or  by  their  own  view,  if  they  overrule  the  certificate;  and 
that  in  order  to  bring  that  about,  there  shall  be  a  dual  system  of 
initiating  rates,  by  which  the  carriers  will  be  able  to  stimulate  it, 
subject  to  the  power  of  the  commission  to  suspend  and  disapprove, 
and  by  which  the  commission  would  have  the  power  of  performing 
the  statutory  obligation  which  you  lay  upon  it. 

That,  in  brief,  is  the  idea  that  we  have  in  respect  to  this  matter 
of  rates. 

Mr.  Denison.  "What  is  the  necessity  of  the  carrier  filing  the  rate 
he  initiates  with  the  Federal  transportation  board  or  with  the  State 
commissions  ? 

Mr.  Thom.  Just  simply  to  inforn  them  as  to  what  the  rates  are 
and  to  enable  them  to  appear  and  oppose  or  approve ;  in  other  words, 
to  provide  absolute  publicity  as  to  what  is  going  on.  That  is  the 
only  idea  in  that. 

Mr.  Sims.  Would  the  railroads  have  the  right  to  reduce  their  rates 
on  their  own  motion  under  this  bill  ? 

Mr.  Thom.  They  would  have  the  right  to  file  them,  but  we  provide 
that  the  commission  shall  establish  the  minimum  as  well  as  the  maxi- 
mum, and  that  the  commission  may  prevent  a  railroad  from  reducing 
a  rate  if  to  do  so  has  the  effect  of  upsetting  the  rate  structure  or  up- 
setting a  uniform  national  policy. 

Mr.  Sims.  That  would  force  the  good  roads  to  keep  earning  all 
they  can — ■ — 
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Mr.  Thom.  All  the  commission  thinks  they  ought  to  earn. 

Mr.  Sims.  In  other  words,  they  cannot  voluntarily  reduce  their 
rates  and  make  less  than  they  have  been  earning • 

Mr.  Thom  (interposing).  Not  below  the  minimum  fixed  by  the 
commission.  The  commission  may  fix  a  minimum  as  well  as  a  maxi- 
mum. I  call  your  attention  in  that  connection  to  the  paragraph 
of  the  bill  on  page  17: 

The  commission  is  also  empowered  to  establish  a  relation  of  rates,  fares,  and  charges 
which  shall  be  just  and  reasonable  as  between  communities  and  commodities  and 
classes  of  traffic,  to  fix  minimum  as  well  as  maximum  rates,  fares,  and  charges,  and  to 
require  any  carrier  engaged  in  the  transportation  of  interstate  commerce  to  a.dvance 
any  particular  rate,  fare,  or  charge  in  a  manner  and  to  an  extent  specified  in  the  com- 
mission's order,  or  to  refrain  from  reducing  or  other^\dse  changing  any  rate,  fare  or 
charge  except  to  such  extent  and  under  such  conditions  as  the  commission  may  pre- 
scribe, whenever  in  the  judgment  of  such  commission  such  increase,  or  prevention  of 
such  reduction,  is  reasonable  and  is  necessary  or  appropriate  to  maintain  or  establish 
a  proper  rate  structure,  or  to  make  such  rate,  i'are,  or  charge  reasonable  for  the  service. 

Mr,  Hamilton.  It  is  your  idea,  Mr.  Tliom,  that  the  commissions 
always  approachable  by  the  shipper  and  the  interests  of  the  shippers 
are  to  be  considered  as  well  as  the  interests  of  the  railroads. 

Mr.  Thom.  Undoubtedly. 

The  Chairman.  Do  you  think  that  60  days  is  sufficient  time  for 
suspension  ? 

Mr.  Thom.  We  thought  so,  for  this  reason,  if  a  rate  is  found  to 
be  a  just  rate,  we  thought  that  60  days  was  long  enough  to  keep 
the  carrier  out  of  the  revenue,  whereas  if  it  was  found  to  be  an  un- 
reasonable rate,  after  60  days,  there  are  means  in  the  bill  now  before 
the  committee  of  reimbursing  the  shipper  who  pays  the  excess 
amount. 

The  Chairman.  We  fix  90  days. 

Mr.  Thom.  You  fix  120  days,  do  you  not? 

The  Chairman.  I  thought  it  was  90  days. 

Mr.  Thom.  My  impression  is  it  is  120  days;  I  do  not  know. 

The  Chairman.  That  is  the  existing  law,  four  months. 

Mr.  Thom.  And  that  can  be  extended. 

The  Chairman.  Yes. 

Mr.  Thom.  My  recollection  was  that  you  said  120  days;  I  do  not 
remember. 

The  Chairman.  The  only  point  is,  would  60  days  be  sufficient, 
where  you  have  increases  that  cover  large  territories  or  where  you 
try  to  apply  horizontal  increases. 

JVlr.  Thom.  No.  Neither  60,  90,  or  120  days  would  be  adequate 
for  that.     You  will  not  get  a  decision  in  that  time. 

The  Chairman.  So  they  would  have  to  decide  it  afterward  and 
make  provision  for  reparation. 

Mr.  Thom.  That  is  our  theory  and  we  thought  60  days  long  enough 
to  keep  the  carriers  out  of  revenue  on  rates  that  were  ultimately  de- 
cided to  be  reasonable.  That  is  our  suggestion  to  you,  that  60  days 
is  long  enough  for  that,  because  there  is  no  way  of  reimbursing  the 
carrier  if  it  has  to  carry  on  the  business  at  the  rate  which  is  unrea- 
sonable, but  there  is  a  way  of  reimbursing  the  shipper,  and  we  suggest 
here  that  the  commission  provide  means  for  finding  out  who  it  is 
that  is  entitled  to  this  reparation  and  also  require  the  carrier  to  keep 
his  accounts  in  such  wav  that  it  can  make  it. 
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The  Chairman.  H.  R.,  4378  and  your  bill  are  somewhat  similar  in 
respect. 

Mr.  Thom.  Very  much  alike  in  that  respect  except  as  to  the  time, 
and  that  is  a  mere  matter  of  judgment  and  a  mere  matter  of  how  long 
it  is  right  on  rates  which  are  ultimately  found  to  be  reasonable  to 
keep  the  carrier  out  of  the  earnings  that  are  ultimateh"  found  to  be- 
long to  him,  realizing  that  in  neither  event  is  it  likely  that  the  com- 
mission can,  in  the  time  that  would  be  selected  for  the  suspension, 
be  able  to  dispose  of  these  large  cases  to  which  you  have  alluded. 

Then,  gentlemen,  we  come  next  to  the  consideration  of  another 
class  of  rates  and  they  are  provided  for  in  section  3  of  this  bill  on 
page  6,  and  they  are  State  rates. 

I  want  to  call  the  attention  of  Judge  Dewalt  to  the  difference  be- 
tween sections  3  and  68. 

Mr.  Dewalt.  The  one  to  which  T  called  the  attention  of  Mr. 
Cuyler  to  yesterday. 

Mr.  Thom.  Yes.  Section  3  deals  with  intrastate  rates  as  such, 
no  matter  what  the  form  of  incorporation  of  the  carrier  is,  even  under 
existing  State  charter.  Section  68  provides  for  the  measure  of  con- 
trol that  the  Government  shall  have  over  federally  chartered  com- 
panies. 

The  provision  in  section  3  is  that  the  powers  of  the  Interstate 
Commerce  Commission  shall  extend  over  the  intrastate  rates  of 
interstate  carriers  and  over  the  practices  in  connection  wuth  them, 
but  that  except  as  to  these  rates,  the  police  powers  of  the  several 
States  as  to  the  instrumentalities  of  transportation  are  in  no  way 
interfered  with  or  superseded. 

I  would  like  to  call  the  committee's  attention  to  the  need  for  this. 
You   are   engaged   in   one  form — — - 

Mr.  Dewalt.  Will  you  permit  an  interruption  right  there? 

Mr.  Thom.  Yes,  sir. 

Mr.  Dewalt.  In  the  elucidation  of  your  argument  on  this  ques- 
tion, would  you  be  kind  enough  to  state  what  you  deem  to  be,  in 
legal  construction,  the  police  powers  of  the  State  with  reference  to 
railroad  supervision  and  regulation? 

Mr.  Thom.  Yes. 

Mr.  Dewalt.  I  think  that  would  epitomize  your  argument. 

Mr.  Thom.  Before  I  get  to  the  argument,  and  I  do  want  to  present 
some  legal  views  on  the  question  you  have  just  asked,  but  before 
I  get  to  that,  I  want  to  allude  briefly  to  the  need  for  a  uniform  regu- 
lation of  the  rates  of  these  interstate  carriers.  I  heard  Judge  Lovett 
say  in  a  hearing  before  the  Newlands  Committee  that  he  would  just 
as  soon  have  one  State  regulate  all  the  rates  of  the  whole  country 
as  the  Federal  Government;  what  he  wanted  was  uniformity. 

The  necessity  for  uniformity  is  absolutely  demonstrable,  in  my 
judgment.  We  are  talking  now  about  w^hat  you  shall  do  to  sustain 
the  interstate  system  of  transportation  of  this  country.  That,  if 
I  have  been  at  all  successful,  I  have  gotten  you  into  the  frame  of 
mind  to  think  is  one  of  the  problems  with  which  you  have  to  deal. 
You  must  sustain,  to  the  extent  the  public  interest  requires,  the 
facilities  and  service  of  these  interstate  carriers.  Now%  how  is  that 
to  be  done?  It  is  to  be  done  by  rates.  I  think  we  will  all  of  us 
agree  that  there  ought  to  be  no  inequality  in  the  burden  by  which 
that  result  is  obtained.     Interstate  commerce  ought  not  to  be  paying 
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one  rate  and  State  commerce  a  lower  rate  or  a  higher  rate.  Inter- 
state commerce  ought  not  to  be  bearing  a  disproportionate  part  of 
the  burden  and  State  commerce  an  inadequate  part  of  the  burden. 
Equity,  equahty  is  the  thing  that  must  be  obtained  in  deahng  with 
this  thing  of  national  consequence. 

You  can  not  for  a  minute  sustain  the  proposition  that  there  should 
be  or  justly  may  be  an  inequality  of  the  burden  of  sustaining  the 
interstate  commerce  of  this  country.  The  moment  you  admit  there 
must  be  equality  of  distribution  you  must,  I  think,  likewise  admit 
there  must  be  one  authority  to  make  the  distribution.  You  can 
not  have  equality  of  burden  created  by  two  authorities  distributing 
different  parts  of  the  same  burden  on  different  principles,  under 
different  policies,  and  with  different  outlooks  with  respect  to  the 
way  and  the  extent  to  which  it  ought  to  be  sustained.  You  can 
obtain  equality  of  distribution  only  by  having  one  authority  to 
make  the  distribution.  Now,  who  ought  that  authority  to  be? 
Manifestly,  it  ought  to  be  the  authority  that  represents  all  the 
parties. 

The  United  States  Government  is  not  a  government  foreign  to  the 
States.  The  United  States  Government  is  as  much  a  government  of 
each  State  as  the  State  legislature  is.  It  was  created  for  the  purpose 
of  being,  within  the  limits  of  its  jurisdiction,  the  government  of  each 
State  and  of  all  the  States.  We  get  into  all  sorts  of  mazes  and 
difficulties  when  we  consider  it  as  a  government  foreign  to  the  gov- 
ernment of  the  States.  There  are  certain  subjects  that  are,  by  the 
agreement  of  the  States  in  adopting  the  Constitution,  intrusted  to 
the  United  States.  You  have  the  power  to  make  war  on  behalf  of 
all  the  States.  You  are  given  that  power  not  because  you  represent 
something  different  from  the  States  but  because  you  represent  the 
common  interest  of  all  the  States.  If  there  is  a  question  of  the 
defense  of  any  one  of  the  States,  it  is  you  who  must  provide  for  that 
defense,  because  the  Constitution  has  created  that  added  jurisdiction 
which  you  must  exercise  for  the  benefit  of  the  State.  If  there  is  a 
tariff  to  be  made  on  imports,  you  represent  the  power  of  each  one  of 
the  States  in  establishing  one  tariff  and  giving  all  the  States  a  right 
to  participate  on  an  equality  in  respect  to  imports.  There  are  a  vast 
number  of  subjects  which  will  occur  to  your  minds  in  which  you  are 
chosen  as  the  representatives  of  each  of  the  States — to  represent  its 
interests  and  to  protect  it  in  the  enjoyment  of  those  interests.  In 
doing  that  you  are  not  a  foreign  power.  You  are  simply  doing  the 
thing  which  the  Constitution  says  can  be  best  done  by  a  representa- 
tive of  all. 

The  regulation  of  commerce  is  one  of  those  things  which,  by  the 
Constitution,  has  been  declared  to  be  a  national  interest,  and  one  that 
must  be  provided  for  by  the  authority  of  the  National  Government 
which  represents  all  the  States.  That  power  was  conferred  upon  the 
National  Government  because  of  rivalry  of  the  States.  Here  was 
the  State  of  New  York  putting  up  a  tariff  barrier  between  it  and 
New  Jersey  in  regard  to  the  vegetables  of  New  Jersey,  on  the  one 
side,  and  on  the  other  side,  against  the  fii-ewood  of  Connecticut. 
Here  was  the  State  of  Rhode  Island,  which  was  then  enjoying  the 
import  business  of  the  country  to  a  greater  extent  than  other  Amer- 
ican States,  putting  up  prohibitive  tariffs  against  the  different  States; 
and  in  order  to  set  rid  of  such  discriminations  and  to  have  no  tariff 
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barriers  between  the  various  States,  and  in  order  to  have  eqiiahty  of 
commerce  and  commerpial  opportunity,  it  was  provided  that  New 
York  should  no  longer  be  able  to  oppress  New  Jersey;  that  it  should 
no  longer  be  able  to  oppress  Connecticut;  and  that  Rhode  Island 
should  no  longer  be  able  to  oppress  the  other  States  of  the  Union  by 
a  discriminative  import  duty. 

At  the  same  time,  the  question  came  up  of  the  relations  of  this 
country  with  the  great  Northwest.  Here  was  Canada  on  the  north 
trying  to  induce  the  Northwest  territory  into  a  union  with  it.  Here 
was  France  on  the  south  trying  to  induce  the  southwest  country  into 
a  union  with  it,  and  tliis  large  section  was  met  by  a  condition  where 
this  fringe  of  States  along  the  eastern  coast  were  putting  up  discrim- 
inatory duties  against  the  northwest  and  southwest  territories. 
Gen.  Washington  himself  brought  to  the  attention  of  the  Amer- 
ican Congress  the  necessity,  if  we  were  to  retain  the  opportunity  of 
political  fellowship  with  the  northwestern  and  southwestern  terri- 
tories, of  stopping  our  discriminations  against  them  and  thus  meeting 
the  efforts  to  seduce  them  away  by  Canada  on  the  north  or  by  France 
on  the  south. 

Mr.  Hamilton.  Did  that  condition  exist  under  the  Articles  of 
Confederation  as  to  the  northwest  and  southwest?  I  know  the 
other  conditions  did. 

Mr.  Thom.  Yes;  I  would  like  to  read  to  you 

Mr.  Hamilton.  Those  were  the  conditions  under  the  Articles  of 
Confederation  which  were  afterwards  remedied  by  the  Constitution. 

Mr.  Thom.  That  is  right.  Here  is  what  a  historian  says  on  this 
subject,  Mr.  Fisk: 

Meanwhile,  the  different  States,  with  their  different  tariff  and  tonnage  a(  ts,  began 
to  make  commercial  war  upon  one  another.  No  sooner  had  the  other  three  Xew  Eng- 
land States  ^drtually  closed  their  ports  to  British  shipping,  than  Connectirut  threw 
hers  wide  open,  an  act  which  she  followed  by  laying  duties  upon  imports  from  Mas- 
sachusetts. 

Pennsylvania  discriminated  against  Delav.-are;  and  New  Jersey,  pillaged  at  once 
by  both  her  greater  neighbors,  was  compared  to  a  cask  tapped  at  both  ends.  The 
conduct  of  New  York  became  especially  selfish  and  blameworthy.  That  rapid  growth 
which  was  soon  to  carry  the  city  and  State  to  a  position  of  primacy  in  the  Union  had 
already  begun.  After  the  departure  of  the  British  the  re^dval  of  business  went  on 
with  leaps  and  bounds.  The  feelings  of  local  patriotism  waxed  strong,  and  in  no  one 
was  it  more  completely  manifested  than  in  George  Clinton,  the  Revolutionary  gen- 
eral, whom  the  people  elected  governor  for  nine  successiA-e  terms.  *  *  *  It  was 
his  first  article  of  faith  that  New  York  must  be  the  greatest  State  in  the  T'nioa.  But 
his  conceptions  of  statesmanship  were  extremely  narrow.  In  his  nund,  the  welfare 
of  New  York  meant  the  pulling  down  and  thrusting  aside  of  all  her  neighbors  and 
rivals.  *  *  *  Under  his  guidance,  the  history  of  Nov,-  York,  during  the  five  years 
following  the  peace  of  1783,  was  a  shameful  story  of  greedy  monopoly  and  sectional 
hate.     Of  all  the  thirteen  States  none  behaved  worse  except  Rhode  Island. 

A  single  instance,  which  occurred  early  in  1787.  may  serve  as  an  illustration.  The 
city  of  New  York,  with  its  population  of  30,000  souls,  had  long  been  supplied  with 
firewood  from  Connecticut,  and  with  butter  and  cheese,  chickens  and  garden  vegeta- 
bles, from  the  thrifty  farms  of  New  Jersey.  This  trade,  it  was  observed,  carried  thou- 
sands of  dollars  out  of  the  city  and  into  the  pockets  of  detested  Yankees  and  despised 
Jerseymen.  It  was  ruinous  to  domestif  industry,  said  the  men  of  New  York.  It 
must  be  stopped  by  those  effective  remedies  of  the  Sangrado  school  of  economic  doc- 
tors, a  na\'igation  act  and  a  protective  tariff. 

Acts  were  accordingly  passed  obliging  every  Yankee  sloop  vrhich  came  down  through 
Hell  Gate,  and  every  Jersey  market  boat  which  was  rowed  across  from  Paulus  Hook 
to  Cortland  Street,  to  pay  entrance  fees  and  obtain  clearances  at  the  customhouse, 
just  as  v'as  done  by  ships  from  London  or  Hamburg;  and  not  a  cartload  of  Connecticut 
firewood  could  be  delivered  at  the  back  door  of  a  country  house  in  Beekman  Street 
until  it  should  have  paid  a  heavy  duty.     Great  and  just  was  the  wrath  of  the  farmers 
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and  lumbermen.  The  Xew  Jersey  Legislature  made  up  its  mind  to  retaliate.  *  *  * 
Connecticut  was  equally  prompt.  At  a  great  meeting  of  business  men,  held  at  Xevr 
London,  it  was  unanimously  ay:reed  to  suspend  all  couunercial  intercourse  with  New 
York.  Every  merchant  signed  an  agreement,  under  penalty  of  .?250  for  the  first 
offense,  not  to  send  any  goods  whatever  into  the  hated  State  for  a  period  of  12  months. 
By  such  retaliatory  measures,  it  was  hoped  that  Xew  York  mi^ht  be  compelled  to 
rescind  her  odious  enactment.  Rut  sucli  meetines  and  such  resolves  bore  an  ominous 
likeness  to  the  meetinss  and  resolves  which  in  the  years  before  1775  had  heralded  a 
state  of  war:  and  but  for  the  eood  work  done  by  the  Federal  convention  another  five 
years  would  scarcely  have  elapsed  before  shots  would  have  been  fired  and  seeds  of 
perennial  hatred  sown  on  the  shor  s  that  looked  toward  ilanhati'an  Island. 

:Mr.  Hamiltox.  That  is  from  Fisk's  "Critical  Period." 

Mr.  Thom.  Yes.  sir. 

Mr.  Hamiltox.  There  is  one  thing  you  have  not  read  and  that  is 
how  Xew  Jersey  got  even  with  Xew  York.  Xew  York  had  a  hght- 
hoiise  on  the  Jersey  coast  somewheie,  at  Sandy  Hook,  I  beheve.  and 
New  Jersey  taxed  it  out  of  sight. 

Mr.  Thom.  Yes. 

Xow.  the  lesson  from  that  is  that  tliis  Constitution  contains  an 
article  placing  in  the  hands  of  Congress  power  to  regulate  commerce 
as  a  means  of  protecting  one  State  against  another,  and  establishing 
an  arbiter  which  shall  represent  the  interests  of  all  alike. 

^Ii".  Dewalt.  I  wish  before  you  get  through,  Mr,  Thom.  in  order 
to  relieve  any  possible  odium  on  the  State  of  my  friend.  Mr.  Stiness, 
you  would  make  some  reference  to  the  Hartford  Rebellion. 

(The  committee  thereupon  took  a  recess  until  2  o'clock  p.  m.) 

STATEMENT  OF  MR.  ALFRED  P.  THOM,  GENERAL  COUNSEL, 
ASSOCIATION  OF  RAILWAY  EXECUTIVES,  MUNSEY  BUILD- 
ING, WASHINGTON,  D.  C— Resumed. 

The  Ch_virmax.  You  may  proceed,  Mr.  Thom. 

Mr.  Thom.  When  we  adjourned  at  recess  I  had  made  some  biief 
historical  reference  to  the  origin  of  the  commerce  clause  ot  the  Con- 
stitution and  why  the  commerce  clause  was  placed  in  the  Constitution. 
My  purpose  in  doing  that  was  to  indicate  that  the  commerce  clause 
was  put  into  the  Constitution  for  the  puipose  of  maintaining  State 
rights.  It  was  at  the  demand  of  several  States  that  it  was  placed 
there,  so  that  each  State  could  in  the  mattei  of  its  commeice  with 
other  States  appeal  to  the  regulating  power  of  the  Government  that 
represented  them  all,  just  as  each  State  might  appeal  to  the  Federal 
Govenmient  to  defend  it  and  to  make  a  uniform  tariff  law.  It 
becomes,  thus,  the  right  of  each  State  to  appeal  to  this  clause  of  the 
Constitution  in  order  that  some  sister  State  may  not  oppress  it.  We 
know  that  the  pohcies  of  different  States  may  be  very  different, 
but.  as  I  have  said,  it  is  the  light  of  each  State  to  have  the  policy 
uniform. 

I  should  like  now  to  give  seveial  illustrations  as  to  why  this  is  so 
and  as  to  why  it  is  not  necessary  for  there  to  be  a  discrimination 
against  interstate  commerce  in  ordei  to  bring  the  power  of  the  com- 
merce clause  into  complete  efficacy.  Yesterday  a  gentleman  whom  I 
am  sorry  to  see  is  not  here,  because  I  wish  to  make  this  illustration 
in  answer  to  a  question  wliich  he  asked — yesterday  a  question  was 
asked  about  whether  or  not  it  was  proposed  to  supersede  the  power 
of  the  State  and  to  require  full  crews  or,  as  I  prefer  to  call  it,  to 
requhe  extra  crews.     Some  of  the  States  have  done  that,  notably, 
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the  States  of  Pennsylvania  and  New  Jersey.  The  lesult  of  the  action 
of  those  States,  those  two  States,  is  to  put  a  charge  upon  the  rail- 
roads that  do  not  serve  them  alone,  but  serves  the  States  of  Ohio, 
Indiana,  and  Illinois,  at  least,  amounting  to  81,750,000  a  yeai.  At 
5  per  cent  that  is  the  interest  on  $34,000,000. 

The  action  of  those  two  States  has  therefore  withdrawn  .So4. 000. 000 
from  the  borrowing  capacity  of  the  corporations  on  which  this  law 
is  imposed.  A  little  wliile  ago  that  was  sufficient  to  buy  1,360  loco- 
motives or  3,400  steel  passenger  cars  or  34,000  freight  cars,  or  1.123.- 
000  tons  of  steel  rails,  or  to  block-signal  13.600  miles  of  road.  There 
is  nothing  to  confine  that  charge  to  the  traffic  of  Pennsylvania  and 
New  Jersey.  That  burden  is  spread  over  the  traffic  of  those  roads 
throughout  Ohio,  Indiana,  and  Illinois.  The  policy  of  the  full  crew, 
as  it  is  called,  was  approved  by  Pennsylvania  and  New  Jei-sej';  it  was 
not  approved  by  Ohio,  Indiana,  and  Illinois. 

The  CiiAiRMAX.     It  was  defeated  in  Missouri  ? 

Mr.  TnoM.  It  was  defeated  in  Missouri.  If  one  State  now  possesses 
the  power  to  put  that  kind  of  a  charge  upon  the  traffic  of  all  of  those 
other  States,  is  it  not  a  direct  injury  to  the  shippers  in  those  other 
States,  and  does  not  New  Jersey  and  Pennsylvania  by  that  law  take 
away  the  capacity  of  those  railroads  to  block-signal,  over  13.000  miles 
of  road  which  the  people  of  Indiana,  Illinois,  and  Ohio  might  like  to 
have  done?  What,  then,  would  be  the  right?  Is  it  not  the  right  of 
each  one  of  those  States  to  appeal  to  this  clause  in  the  Constitution 
and  say,  "We  do  not  want  Pennsylvania  and  New  Jersey  to  decide 
that  question  for  us."  These  roads,  the  New  York  Central,  the 
Pennsylvania,  the  Erie,  and  the  other  roads  that  run  through  those 
States  and  through  the  Western  States  can  say."  Actually,  our  traffic 
has  to  support  them;  all  their  burdens  we  must  share  in." 

The  Chairman.  Congress  has  the  authority  to  legislate  as  to  the 
crews  in  interstate  commerce  ? 

Mr.  Thom.  I  think  so. 

The  Chairman.  If  Congress  enacts  that  kind  of  a  law  it  would 
obviate  that? 

Mr.  Thom.  Yes,  sir:  exactly.  I  am  appealing  to  you  gentlemen 
to  recognize  the  right  of  the  States  to  have  Congress  do  that.  That 
is  what  I  am  doing.  In  this  matter  we  ought  to  have  one  policy  and 
that  policy  ought  to  ])e  adopted  not  by  one  State  but  by  an  authority 
which  represents  all  the  States  interested  in  the  question. 

The  Chairman.  Along  the  same  line,  there  was  quite  some  diver- 
sity as  to  the  legislation  with  reference  to  headlights  ? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  In  the  revision  of  the  boiler-inspection  act  we 
gave  the  boiler  service  the  investigation  not  merely  of  the  brakes 
and  boilers  but  all  other  adjuncts  of  the  locomotive.  What  effect 
has  that  had  upon  the  legislation  ? 

Mr.  Thom.  I  have  no  direct  information,  but  I  have  perceived  that 
there  has  l)een  a  cessation  of  agitation. 

The  Chairman.  In  other  words,  the  States  have  recognized  that 
the  Government  has  occupied  that  field  by  amending  that  act  ? 

Mr.  Thom.  Yes.  sir. 

Mr.  Sims.  Pennsylvania  and  New  Jersey  had  that  authority  under 
the  police  powers  of  the  State  ? 

Mr.  Thom.  That  is  the  authoritv. 
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Mr.  Sims.  In  the  nature  of  safety  appliances  or  something  of  that 
sort  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  And  they  claim  that  the  full  crew  is  necessary  in-  the 
safe  operation  of  the  railroads  ? 

Mr.  Thom.  Yes,  sir;  that  is  what  they  claim.  Who  has  the  author- 
ity to  pass  on  that  question  ? 

Mr.  Sims.  As  I  understand,  the  police  power  of  the  State  is  beyond 
the  power  of  Congress  to  interfere  with  ? 

Mr.  Thom.  No;  it  is  not.  Many  of  the  police  powers  are  involved 
in  the  power  to  regulate  commerce,  and  the  power  to  regulate  com- 
merce overrides  the  police  power. 

Mr.  Sims.  The  State  has  surrendered  its  police  power  to  the  extent 
that  it  is  necessary  to  regulate  commerce? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  That  being  in  the  nature  of  a  safety  appliance  or  health 
regulation,  does  it  not  come  within  those  reserved  police  powers  ? 

Mr.  Thom.  No. 

Mr.  Sims.  I  did  not  know  whether  that  question  had  been  raised 
or  not.  The  full-crew  law  was  based  upon  the  reserved  rights  under 
the  police  power. 

Mr.  Thom.  It  is  not  a  reserve  right,  but  it  is  entirely  within  the 
power  of  Congress  under  the  commerce  clause  to  deal  with  those 
States. 

Mr.  Sims.  I  have  the  same  view. 

Mr.  Thom.  It  has  not  been  carried  up  to  the  Supreme  Court  and 
so  they  have  not  decided  it.  I  am  making  an  appeal  to  you  gentle- 
men on  the  principle. 

Mr.  Sims.  At  the  suggestion  of  the  Chairman,  in  a  case  which  is 
not  regulated,  then  Pennsylvania  and  New  Jersey  and  the  other 
States  are  at  liberty  and  have  the  right — they  must  have  some  power  ? 

Mr.  Thom.  They  have  only  that  power  until  Congress  occupies 
the  field. 

The  Chairman.  That  was  declared  in  the  Minnesota  Rate  case  ? 

Mr.  Thom.  Yes,  sir.  A  State  has  that  power  until  Congress  occu- 
pies the  field. 

The  reason  for  my  being  here  this  afternoon  on  this  special  part  of 
the  subject  is  to  try  to  get  Congress  to  exercise  a  larger  power  over 
the  instrument  of  interstate  commerce. 

Mr.  Sims,  You  never  asked  it  as  to  taxes  ? 

Mr.  Thom.  No;  we  have  never.  I  think  that  we  ought  to  rec- 
ognize that  it  is  not  wise  to  take  away  the  taxing  power  of  the  States. 

Mr.  Barjcley.  Your  contention  is  as  to  the  full-crew  law  that  if 
Congress  should  exercise  its  power  by  passing  some  law  on  the  sub- 
ject that  then  the  State  power  would  not  any  further  interfere  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Barkley.  If  Congress  occupies  that  field,  that  excludes  the 
State  power,  if  there  is  no  concurrence  of  jurisdiction  ? 

Mr.  Thom.  Yes.  Mr.  Bledsoe  has  just  called  my  attention  to  the 
fact  that  that  is  determined  by  the  safety-appliance  and  hours-of- 
service  doctrines  which  have  been  adopted  by  Congress  in  its  occu- 
pation of  the  field  on  that  subject. 

Mr.  Sims.  That  is  a  case  where  all  the  real  estate  is  owned  ? 
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Mr.  Thom.  It  is  not  dependent  upon  ownership  by  the  Government. 

Mr.  Sims.  If  it  did  own  it,  Congress  would  have  the  power  to  reg- 
ulate ? 

Mr.  Thom.  Yes,  sir. 

The  point  that  I  am  trying  to  impress  upon  you  is  that  when  you 
speak  of  State  rights  you  must  not  merely  consider  the  rights  which 
the  State  reserved  when  it  went  into  the  Union;  you  must  also  include 
the  rights  which  the  State  acquired  by  going  into  the  Union.  The 
States  before  going  into  the  Union  had  no  right  to  have  the  United 
States  defend  them  from  a  foreign  enemy.  They  acquired  the  right 
to  that  defense  by  going  into  the  Union.  That  is  a  State  right  validly 
acquired  which  the  State  has  a  right  to  have  exercised.  A  State 
before  gomg  into  the  Union  could  not  demand  of  another  State 
equality  in  the  matter  of  imports.  The  State  acquired  the  right  by 
going  into  the  Union  to  the  equality  of  import  duties.  Before 
going  into  the  Union  the  States  could  not  have  interstate  commerce 
regulated  by  an  authority  which  represented  them  all,  though  each 
one  could  regulate  it  for  itself.  By  going  into  the  Union  they  ac- 
quired the  right  to  have  the  matter  of  interstate  commerce,  in  which 
they  were  all  interested,  regulated  by  one  authority  which  repre- 
sented them  all. 

Mr.  Sims.  Have  there  been  any  attempts  in  the  States  to  which 
you  have  referred  to  repeal  those  laws  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Did  the  effort  fail  ? 

Mr.  Thom.  They  repealed  the  law  in  the  State  of  Pennsylvania, 
but  it  was  vetoed  by  the  governor. 

Mr.  Sims.  They  did  not  pass  it  over  his  veto  ? 

Mr.  Thom.  No. 

Mr.  Sims.  Those  two  great  railroad  States,  both  in  mileage  and 
in  ownership  and  practical  operation,  should  have  as  much  influence 
as  anjrwhere  against  any  such  law  ? 

Mr.  Thom.  There  probably  might  be  a  great  influence  in  favor  of 
such  laws  in  those  States.  There  will  be  a  great  political  element 
supporting  that  demand  in  a  State  where  railroads  are  large  and  have 
a  great  many  employees. 

I  want  to  call  your  attention  to  one  other  aspect  of  this  question 
which  naturally  grows  out  of  what  I  have  been  saying.  It  is  in  the 
power  of  the  States,  not  only  in  the  way  that  I  have  referred  to  in 
the  matter  of  increasing  expenses  for  full  crews  or  similar  matters, 
but  also  to  refuse  to  bear  a  proper  part  of  the  burden  of  sustaining 
interstate  commerce.  Let  us  take  a  case.  Suppose  we  have  a 
railroad  running  through  11  States  and  Congress  declares  that  the 
road  ought  to  be  sustained  up  to  a  certain  standard  of  facility  and 
service,  and  10  of  the  States  agree  with  that  and  fix  their  rates  so 
each  one  will  contribute  its  proportionate  share  to  the  standard 
which  Congress  approves  and  which  10  of  the  11  States  approve. 

But  there  is  one  State  that  has  a  narrow  outlook,  that  is  perhaps 
for  the  time  being  under  the  influence  of  public  men  who  do  not  look 
beyond  the  borders  of  the  State,  but  make  their  appeals  to  neighbor- 
hood support.  They  say  that  this  State  won't  agree  to  this  standard 
desired  by  Congress  and  by  the  10  other  States,  and  will  not  con- 
tribute to  it,  but  its  rates  must  just  escape  the  line  of  confiscation. 
Now,  what  is  the  result  of  that  ?     Either  Congress  must  give  up  its 
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standard  of  what  the  transportation  facilities  ought  to  be,  in  defer- 
ence to  this  one  recalcitrant  State  that  will  not  contribute  to  it,  and 
the  other  States  must  give  up  their  ideas  of  what  the  standard 
should  be  in  deference  to  this  State  that  will  not  contribute  to  it,  or 
interstate  commerce  must  bear  the  burden  which  the  recalcitrant 
State  will  not  participate  in,  or  the  other  10  States  must  bear  that 
burden,  or  both  must  bear  it. 

Who  is  regulating  interstate  commerce  in  that  event?  The  one 
State  that  declined  to  enter  into  the  general  consensus  of  opinion  as 
to  what  the  burden  should  be. 

So  that  it  is  important  in  determining  this  matter  to  consider  the 
burden  of  sustaining  the  instrument  of  interstate  commerce  and  of 
the  fair  and  equitable  distribution  of  that  burden  on  all  who  use  the 
same  instrument  of  interstate  commerce. 

There  is  involved  here  not  a  mere  matter  of  discrimination  of 
a  State  rate  against  an  interstate  rate,  as  in  the  Shreveport  case, 
but,  in  addition  to  that,  there  is  a  large  public  interest  in  favor  of 
having  the  burden  of  sustaining  the  instrument  of  interstate  com- 
merce up  to  the  standard  fixed  by  Congress  equitably  distributed 
among  all  the  users  of  that  instrument. 

How  can  that  be  equitably  distributed  unless  there  is  one  control- 
ling authority  to  make  the  whole  distribution  ?  You  can  not  have 
49  people  distributing  this  burden — one  the  general  Government  and 
48  States — and  expect  equality.  You  can  only  have  it  distributed 
by  one. 

What  is  the  proper  authority  to  do  that  ?  Is  it  not  the  Govern- 
ment that  represents  all  the  States  and  all  the  people  and  to  which 
has  been  confided  the  power  to  regulate  interstate  commerce  ? 

So  that  we  hope  that,  in  your  legislation,  you  will  not  merely  deal 
with  the  questions  of  discriminations,  but  you  will  deal  also  with  the 
equitable  distribution  of  the  burden  of  sustaining  the  instrument 
01  interstate  commerce.  If  the  bill,  commonly  known  as  the  Esch 
bill — I  do  not  remember  its  number — is  to  be  adopted  on  that 
subject,  we  shall  ask  that  the  clause  relating  to  that  subject  be 
amended. 

The  Chairman.  It  is  section  13,  Mr.  Thom. 

Mr,  Thom.  Yes  sir;  by  inserting  before  the  word  "which,"  in 
line  1,  on  page  23,  the  following:  "or  any  undue  inec^uality  in  the 
rates  and  fares,  charges,  classifications,  regulations,  or  practices  as 
between  interstate  and  intrastate  traffic,  respectively." 

That  is  suggested  for  the  purpose  of  enabling  the  Interstate  Com- 
merce Commission  to  fairly  distribute  the  burden,  as  well  as  to 
defend  interstate  traffic  against  discrimination. 

But  we  want  to  say  one  word  more  on  that  subject.  We  do  not 
think  there  ought  to  be  any  system  of  regulation  now  adopted  that 
will  result  in  a  compromise  method  of  dealing  with  this  important 
subject.  If  the  Interstate  Commerce  Commission  is  merely  given 
a  supervisory  power  over  the  State  commissions  in  these  regards,  we 
can  not  avoid  the  conclusion  that  there  will  alwa}' s  be  more  or  less 
of  hesitation  on  the  part  of  the  Interstate  Commerce  Commission  in 
overruling  the  State  commissions;  that  there  will  be  a  natural 
desire  to  keep  away  from  a  constant  conflict  of  opinion  between  the 
Interstate  Commerce  Commission  and  the  State  commissions, 
and  if  the  State  commissions  have  acted  and  it  is  necessary  to  con- 
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stantly  overrule  them  by  the  Interstate  Commerce  Commission,  we 
think  that  there  will  be,  as  a  result  of  that  dual  relationship,  a  com- 
promise attitude  of  the  Government  toward  the  question  of  regulating 
State  rates. 

We  think  it  is  better,  in  the  interest  of  quick  and  prompt,  effec- 
tive regulation  of  the  whole  subject,  that  the  authority  should  be 
at  once  put  into  the  hands  of  the  Interstate  Commerce  Commission, 
and  thus  avoid  all  of  that  conflict  which  will  constantly  occur. 
Either  the  result  of  a  supervisory  system  will  be,  we  fear,  a  gradual 
surrender  of  the  power  by  the  Interstate  Commerce  Commission  and 
a  surrender  back  thereby  into  the  hands  of  the  State  commissions  of 
the  matter  of  rate  making,  or  there  will  be  such  a  constant  situa- 
tion of  friction  between  the  Interstate  Commerce  Commission  and 
the  State  commissions  as  will  be  harmful. 

I  am  going  to  take  the  liberty  of  trying  to  interest  you  in  reading 
a  pampflet  that  I  prepared  on  this  subject  some  years  ago.  I  shall 
do  that  by  exhibiting  to  you  a  letter  which  was  written  to  me  on 
April  8,  1916,  by  a  man  now  dead,  but  whose  memory  is  cherished 
as  one  of  the  great  assets  of  American  citizenship,  Col,  Theodore 
Roosevelt.  He  had  wTitten  an  article  in  the  Metropolitan  Magazine 
for  March,  1916,  an  extract  from  which  I  am  about  to  read  to  you. 
I  noticed  that  article  and  I  wrote  him  a  letter,  which  it  is  unneces- 
sary for  me  to  read,  although  I  have  a  copy  of  it  here,  in  commenda- 
tion of  the  great  public  service  which  I  thought  he  had  rendered  in 
writing  that  article.  Someone  had  given  him  a  copj^  of  this  pamphlet 
which  I  have  here.  I  had  not  sent  it  to  him;  someone  had  sent  it  to 
him;  and  he  wrote  me  this  letter  in  response  to  my  letter  about  his 
article : 

My  Dear  Mr.  Thom:  I  am  very  much  pleased  with  your  letter.  One  of  the  guides 
I  followed  in  that  article  was  your  capital  pamphlet  in  which  you  emphasized  the  in- 
justice done  to  some  States  by  permitting:  other  States  to  neutralize  any  sensible  action 
by  them  in  the  matter.  Ever\-t.hing  connected  with  interstate  business  should  be  a 
purely  Federal  matter. 

Sincerely,  yours,  T.  Roosevelt. 

Co!.  Roosevelt's  article,  contains  the  following.  The  article  is  headed  ''  Fear  God 
and  Take  Your  Own  Part,  by  Theodore  Roosevelt": 

On  the  whole,  the  demagogue  is  at  least  as  great  an  enemy  of  social  advancement  as 
the  crooked  champion  of  business  and  political  pri\'ilege.  Indeed,  as  regards  the 
proper  solution  of  the  problem  of  dealing  with  great  corporations  in  the  United  States, 
it  may  be  questioned  whether  the  demagogue  has  not  been  the  most  potent  foe  of  effi- 
cient effort  toward  securing  the  right  solution.  In  California,  under  Goa-.  Johnson, 
success  has  been  measurably  achieved,  and  when  I  use  the  words  "measurably 
achieved,"  I  use  a  phrase  that  is  really  inadequate  to  describe  what  I  desire  to  de- 
scribe, because  the  public  servants  have  declined  to  yield  to  the  spirit  of  class  privi- 
lege, whether  this  took  the  form  of  the  privilege  of  the  mob  or  of  the  privilege  of  the 
plutocracy,  and  have  striven  to  do  intelligent  justice.  California  has  tried  to  do  justice 
to  the  railways,  as  well  as  to  exact  justice  from  them.  This  effort  has  been  partially 
nullified  by  the  fact  that  in  direct  contravention  to  one  of  the  main  purposes  which 
the  United  States  Constitution  was  designed  to  put  into  effect  we  have  permitted 
interstate  commerce  largely  to  pass  under  the  control  of  the  States  instead  of  keeping 
it  uu'ler  the  control  of  the  Nation. 

■Wlien,  for  instance,  California  appreciated  the  fact  that  railroads  cannot  possibly 
be  successfully  operated  unless  they  are  allowed  business  opportunities  \vhich  will 
enable  them  to  make  a  reasonable  proiit.  "\Mien  California  acted  accordingly,  the 
action  has  been  nullified  by  certain  neighboring  state  commissions.  California's 
experience  has  shown  that  it  is  impossible  permanently  to  secure  good  results  in  deal- 
ing with  the  instrumentalities  of  interstate  commerce,  the  railroads  doing  an  inter- 
state business,  throiigh  the  commissions  of  48  different  states,  and  that  the  only  way 
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is  to  have  the  whole  hiisiness  of  interstate  coramerce  and  every  thing  pertaining  to  it, 
and  therefore  the  whole  business  of  and  pertaining  to  the  railroads  engaged  in  inter- 
state commerce^  handled  by  the  administrative  offifers  at  Washington.  There  shoidd 
be  one  sovereignty  to  which  all  the  great  interstate  corporations  doing  an  interstate 
business  should  be  reasonably  responsible.  We  cannot  get  permanently  good  results 
out  of  forty  or  fifty  conflicting  sovereignties." 

I  believe  that  there  can  be  no  doubt  of  the  constitutional  power  of 
Congress  to  take  the  instrument  of  interstate  commerce  and  to  regu- 
late it,  and  to  regulate  it  means  to  adopt  all  appropriate  legislation 
for  its  protection  and  advancement,  to  adopt  means  to  promote  its 
growth  and  insure  its  safety,  to  foster,  protect,  control,  and  restrain  it. 

I  believe  that  it  is  thoroughly  competent  for  Congress  to  say  that 
this  is  an  instrument  of  interstate  commerce  and  we  can  not  permit 
exjjeriments  in  any  rates  which  Congress  does  not  first  approve,  or 
which  the  administrative  body  which  represents  Congress,  does  not 
first  approve.  We  can  allow  no  period  during  which  there  may  be 
an  improper  distribution  of  the  burden  of  sustaining  this  instrument. 
We  can  allow  no  period  during  which  rates  may  be  in  force  which 
will  discriminate  against  interstate  commerce.  We  must  protect  it 
from  the  start.  We  must  protect  it  by  a  policy  declared  by  Congress 
alone,  put  into  effect  by  virtue  of  its  sovereign  power,  and  operating 
from  the  moment  that  the  legislation  is  declared  to  be  effective.  It 
is  not  necessary,  in  order  to  the  constitutional  exercise  of  this  power, 
that  there  shall  ultimately  appear  to  be  an  interference  with  interstate 
commerce;  that  there  shall  ultimately  appear  to  be  a  burden  on  inter- 
state commerce.  The  possibility  of  the  interference  and  the  possibil- 
ity of  the  burden  may  be  prevented  by  the  action  of  Congress  in  tak- 
ing charge  of  the  whole  field.  It  is  a  matter  of  wisdom  how  far  that 
power  should  be  exercised. 

We  think  that  undeniably  it  ought  to  be  exercised  to  the  extent 
of  declaring  that  the  whole  rate  structure  should  be  created  by  Con- 
gress or  its  administrative  body;  that  from  the  start  the  burden  of 
sustaining  the  rate  structure  must  be  equally  distributed ;  that  from 
the  start  there  must  be  an  assurance  against  any  discrimination 
against  interstate  commerce,  and  that  not  for  a  moment  shall  inter- 
state commerce  or  commerce  principally  interstate  move  under  dis- 
advantages; that  the  power  to  protect  and  to  foster  is  adequate  to 
enable  you  to  take  charge  of  this  matter  from  the  beginning,  and  to 
administer  it  in  such  way  as  the  wisdom  of  Congress  shall  approve. 

Wlien  you  go  to  Federal  incorporation,  if  you  do,  manifestly  there 
would  be  a  justification  for  the  extension  of  the  power  beyond  what 
you  might  think  wise  before  that;  but  our  proposal  is  that,  until 
you  come  to  Federal  incorporation,  you  shall  take  charge  now  and 
here  of  the  revenue  capacity  of  these  carriers  from  every  source,  and 
shall  regulate  that  in  accordance  with  your  wisdom,  and  in  doing 
that  the  state  that  wants  good  railroads,  according  to  the  definition 
of  Congress  of  good  railroads,  will  not  be  at  the  mercy  of  the  Slate 
that  does  not  want  good  railroads  and  is  unwilling  to  contribute  to 
them. 

Now,  if  you  adopt  that  plan,  the  one  that  I  am  advocating,  you 
ought  to  look  out,  in  my  judgment,  for  local  interests,  and  adopt  a 
method  of  exercising  your  national  power  with  due  regard  to  the 
needs  of  local  interests.  You  ought  not,  in  my  judgment,  to  put 
everything  here  in  Washington,  by  people  who  may  not  understand 
local  conditions. 
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I  think,  as  a  corollary  of  the  exercise  of  your  power,  you  ought  to 
appoint  a  Federal  authority  which  shall  be  located  in  the  various 
units  whose  interests  are  involved,  so  that  they  may  absorb  the  local 
atmosphere;  that  they  may  be  acquainted  with  the  local  needs; 
and  that  in  their  judgments  they  shall  reflect  justice  to  local  require- 
ments. Consequently  you  will  find  in  the  bill  which  we  are  asking 
you  to  consider,  on  page  22,  what  I  would  call  the  corollary  to  section 
3  of  the  bill,  which  is  found  on  page  6,  and  takes  charge  of  intrastate 
rates,  and  that  is  the  creation  of  machinery  in  each  locality  which 
shall  have  charge  of  this  matter  of  carrying  out  your  provision  that 
there  should  be  a  national  control  of  this  whole  subject  of  rate  making. 

We  suggest  that  there  should  be  a  commission,  called  a  regional 
commission,  created  for  a  group  of  States,  selected  by  the  Interstate 
Commerce  Commission,  not  exceeding  seven  in  number,  requiring  the 
Interstate  Commerce  Commission  to  divide  continental  United  States 
into  as  many  regions  as  they  think  appropriate,  with  no  region  con- 
taining more  than  seven  States,  and  that  there  shall  be  appointed 
by  the  President  and  confirmed  by  the  Senate  one  man  from  each 
of  the  States  in  the  region.  Our  reason  for  putting  seven  as  the  limit 
is  to  take  care  of  the  New  England  situation,  where  there  are  six 
States,  and  which  perhaps  ought  to  be  in  a  single  group;  but  whether 
it  ought  to  or  not,  the  Interstate  Commerce  Commission  will  deter- 
mine. 

We  have  inserted  a  limitation  that  wiU  enable  them  to  put  all  of 
those  six  States  into  one  region,  if  they  see  fit.  We  think  that  the 
headquarters  of  each  regional  commission  ought  to  be  somewhere 
in  the  States,  and  ought  to  be  designated  by  the  Interstate  Commerce 
Commission.  We  think  that  the  regional  Commissioners  shoidd 
reside  there,  and  that  they  should  have  primary  jurisdiction  of  all 
complaints  m  respect  to  rates  in  their  several  jurisdictions.  If  those 
rates  affect  more  than  one  district,  power  is  given  to  the  Interstate 
Commerce  Commission  to  constitute  from  the  membership  of  these 
regional  commission  a  commission  to  sit  and  determine  the  question, 
and  the  Interstate  Commerce  Commission  may  also  require  any 
commissioner  or  any  commission  to  sit  in  any  other  district  in  case 
it  should  consider  it  wise  to  do  so. 

These  commissions,  representing  a  national  authority,  but  having 
on  them  one  representative  from  each  State,  would  hear  and  deter- 
mine cases  and  send  their  decisions  up  to  the  Interstate  Commerce 
Commission,  subject  to  exception.  In  order  that  there  may  be  a 
uniform  system  of  regulation  throughout  the  United  States,  they 
have  to  pass  through  the  clearing  house  of  the  Interstate  Commerce 
Commission.  If  no  exceptions  are  filed  after  a  certain  length  of 
time,  the  orders  of  the  regional  commission  go  into  effect  automati- 
cally. If  exceptions  are  filed,  those  exceptions  may  be  argued,  or 
any  other  questions  connected  with  the  case  may  be  argued,  before 
the  Interstate  Commerce  Commission,  not  at  the  will  of  the  parties 
but  if  thought  desirable  by  the  Interstate  Commerce  Commission; 
and  thus  we  attempt  to  have  a  coordinated  system  of  regulation  into 
which  the  qualities  of  local  relationship  and  appreciation  of  local 
conditions  enter. 

I  shall  not  undertake  to  read  to  you  the  provisions  in  regard  to 
the  regional  commissions,  but  merely  to  indicate  the  general  thought 
in  the  mind  of  these  railroad  executives  with  respect  to  their  forma- 
tion.    You  will  find  them  set  out  in  tliis  bill. 
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And  right  here  I  should  explain  to  you,  Mr.  Chairman,  that  this 
bill  is  not  prepared  to  be  introduced  in  Congress.  It  is  prepared 
to  be,  as  nearly  as  we  can  make  it,  the  legal  expression  of  the  principles 
we  advocate  before  you,  so  you  will  know  exactly  what  we  mean; 
and  we  have  done  that  in  the  effort  to  bring  before  jou,  with  due 
legal  limitations  as  to  their  extent,  the  precise  suggestions  which 
we  have  to  make. 

Mr.  WiNSLow.  Mr.  Thom,  would  you  keep  railroad  men  out  of 
these  regional  commissions  ? 

Mr.  Thom.  I  would  leave  that  to  the  President  and  the  Senate. 

Mr.  WmsLow.  You  would  not  feel  quite  the  same  about  it  as  you 
did  about  the  general  board  of  three. 

Mr.  Thom.  I  do  not  think  it  applies  to  the  same  extent  that  it  does 
to  the  board  of  three,  but  I  think  that  is  a  matter  for  executive  and 
senatorial  discretion,  and  we  have  not  attempted  to  put  into  the 
bill  any  requirement  or  any  limitation  as  to  the  men  who  are  to  be 
chosen. 

Mr.  WiNSLOw.  With  regard  to  the  Federal  Transportation  Board, 
you  gave  us  the  benefit  of  your  judgment  on  that. 

Mr.  Thom.  You  want  my  judgment  with  respect  to  this  ? 

Mr.  WiNSLOw.  Yes. 

Mr.  Thom.  I  do  not  think  it  is  important.  I  mean,  I  do  not  think 
it  is  as  important  as  the  Federal  Transportation  Board,  but  I  am  not 
an  advocate  of  appointing  railroad  men  to  any  of  these  positions. 
I  think  a  man  with  broad  business  experience,  related  to  the  subject 
in  a  way  that  will  give  the  public  the  greatest  confidence  in  the 
tribunal,  ought  to  be  selected,  and  no  man  should  be  put  on  this 
commission  that  simply  occupies  a  relation  to  a  special  interest. 

The  Chairman.  Of  course,  one  objection  that  has  been  generally 
urged  against  the  creation  of  a  regional  commission  is  that  it  affords 
one  more  step  in  reaching  a  final  decision.  What  force  would  you 
give  to  that  objection  ? 

Mr.  Thom.  I  do  not  think  that  objection  is  well  taken.  I  think 
it  would  expedite  decisions  instead  of  delaying  them.  The  way 
they  have  to  do  now  is  to  send  examiners  all  over  the  country  who, 
although  some  of  them  happen  to  be  men  of  the  first  rank,  are  na- 
turally, generally  speaking,  not  of  the  first  order,  because  the  salaries 
that  are  paid  would  not  attract  men  of  that  order,  generally  speak- 
ing, and  they  have  to  make  their  reports.  I  think  that  it  will  take 
them  longer  to  make  their  reports  than  it  would  these  commissioners 
who  are  well  acquainted  with  different  situations,  and  I  would  expect 
that  the  efforts  of  the  commissions — that  is,  these  regional  commis- 
sions in  their  various  regions — would  be  to  prevent  a  great  many 
causes  coming  into  acute  controversy.  They  would  probably  be 
able,  by  their  personal  intervention,  to  bring  about  an  agreement  as 
to  what  had  best  be  done  in  respect  to  many  matters,  and  the  parties 
might  not  have  as  many  differences.  But,  if  they  had  litigation, 
I  think  it  would  expedite  rather  than  retard  the  final  determination 
of  the  differences.  That  would  be  so  for  the  reason  that  a  great  many 
of  those  commissions  would  be  of  a  character  that  nobody  would 
want  to  except  to  what  they  decide.  If  they  did  except,  only  the 
exceptions,  as  a  general  rule,  would  be  argued  before  the  Interstate 
Commerce  Commission,  and  not  the  whole  record,  and  it  would  not 
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])e  necessary  for  the  Interstate  Commerce  Commission  to  read  the 
whole  record. 

Only  the  exceptions  that  are  taken  by  the  parties  would  be  matters 
to  be  considered,  and  they  would  select  out  the  points  and  confine  the 
controversies  to  those  points,  except  in  cases  so  important  that  the 
Interstate  Commerce  Commission  would  enlarge,  of  its  own  motion  or 
on  motion,  the  field  of  inquiry. 

I  think  it  would  be  a  very  much  more  expeditious  system;  that  it 
would  be  one  that  would  extend  the  local  color  and  give  the  popu- 
larity of  a  local  determination  to  the  system  of  regulation;  that  it 
would  reduce  controversies  and,  if  controversies  came,  would  expe- 
dite the  determination  of  them. 

Mr.  Chairman,  there  is  another  matter  that  has  been  brought  to 
your  attention,  which  I  think  I  ought  to  discuss,  as  briefly  as  I  can, 
and  that  is  the  proposal  to  take,  not  by  the  method  of  taxation,  from 
the  earnings  of  one  carrier  whatever  Congress  may  think  is  too  much, 
and  to  give  the  part  so  taken  to  another  carrier  or  to  dispose  of  it  in 
some  general  interest  of  transportation,  like  the  buying  of  cars  and 
leasing  them  to  the  various  roads. 

The  executives  of  the  railways  hold  their  minds  open  on  that  ques- 
tion for  a  long  time,  as  to  what  could  be  suggested  that  would  be  a 
constitutional  exercise  of  power. 

I  myself,  in  discussing  this  matter  before  the  Senate  committee, 
declared  that  I  was  holding  my  mind  open  on  the  subject.  I  have 
since  considered  it.  Of  course,  I  had  considered  it  to  some  extent 
before,  but  I  have  since  given  it  more  earnest  consideration,  and  I 
have  arrived  at  a  conclusion  which  is  satisfactory,  at  least  in  my  own 
mind.  I  think  there  has  been  a  great  deal  of  loose  thinking  about  it. 
Perhaps  in  saying  that  I  may,  in  the  opinion  of  some,  be  subjecting 
myself  to  the  charge  of  loose  thinking. 

The  proposal  to  take  a  part  of  the  earnings  of  a  railroad  is  based 
upon  the  idea  that  there  may  be  excessive  earnings  of  that  railroad, 
whereas  the  power  to  regulate  earnings  at  all  comes  from  the  power 
to  regulate  rates.  The  whole  power  of  Congress  in  respect  to  the 
making  of  rates  is  with  regard  to  individual  transactions  between  the 
carrier  and  its  patrons,  and  to  prevent  it  from  becoming  oppressive. 
That  has  been  held  by  the  Supreme  Court  of  the  United  States,  in  the 
case  of  the  Lake  Shore  Railway  against  Smith  (173  U.  S.,  698),  in 
which  it  is  stated: 

The  authority  to  legislate  Iti  regard  to  rates  comes  from  the  power  to  prevent  extortion 
or  unreasonable  charges  or  exactions  by  common  carriers  or  others  exercising  a  calling 
and  using  their  property  in  a  manner  in  which  the  public  have  an  interest. 

In  the  case  of  Cotting  v.  Kansas  City  Stock  Yards  (183  U.  S.,  95), 
Mr.  Justice  Brewer  said: 

Pursuing  this  thought,  we  add  that  the  State's  regulation  of  his  charges  is  not  to  be 
measured  by  the  aggregate  of  his  profits,  determined  by  the  volume  of  business,  but 
by  the  question  whether  any  particular  charge  to  an  individual  dealing  with  liim  is, 
considering  the  service  rendered,  an  unreasonable  exaction.  In  other  words,  if  he 
has  a  thousand  transactions  a  day,  and  liis  charges  in  each  are  but  a  reasonable  com- 
pensation for  the  benefit  received  by  the  party  dealing  with  him,  such  charges  do  not 
become  unreasonable  because  by  reason  of  the  multitude  the  aggregate  of  his  profits 
is  large.  The  question  is  not  how  much  he  makes  out  of  his  volume  of  business,  but 
whether  in  each  particular  transaction  the  charge  is  an  unreasonable  exaction  for  the 
services  rendered.     Tie  has  a  right  to  do  business.     He  has  a  ritrht  to  charge  for  each 
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separate  service  that  which  is  reasonable  compensation  therefor,  and  the  legislature 
may  not  deny  him  such  reasonable  compensation,  and  may  not  interfere  simply 
because  out  of  the  multitude  of  his  transactions  the  amount  of  his  profits  is  large. 

That  was  a  case  in  which  Mr.  Justice  Brewer  was  giving  his  indi- 
vidual opinion.  It  was  not  a  question,  however,  of  a  matter  that 
was  controverted  by  the  balance  of  the  court.  He  was  there  declar- 
ing the  rule  of  law  which  had  been  established  by  the  court  in  the 
case  of  Monongahela  Navigation  Co.  (148  U.  S.) — I  will  insert  the 
page — where  the  court  says: 

For  each  separate  use  of  one's  pro])erty  by  others  the  owner  is  entitled  to  a  reason- 
able compensation,  and  the  number  and  amount  of  such  uses  determines  the  pro- 
ductiveness and  the  earnings  of  the  property,  and  therefore  largely  its  value. 

And  again — ■ 

The  value  of  property,  generally  speaking,  is  determined  l)y  its  productiveness — 
the  profits  which  its  use  bring  to  the  owner. 

In  Cleveland,  etc.,  v.  Backus  (154  U.  S.,  445),  it  is  said: 

The  value  of  property  results  from  the  use  to  which  it  is  put,  and  A-aries  with  the 
profitableness  of  that  use,  present  and  prospective,  actual  and  anticipated.  There 
is  no  pecuniary  value  outside  of  that  which  results  from  such  use. 

So  that  the  ultimate  thing  that  you  must  determine,  and  the  only 
thing  that  you  can  determine,  is,  what  is  the  rate  that  a  carrier  may 
charge  for  a  service?  The  confusion  in  the  idea  that  you  may  deal 
with  the  amount  of  the  profits  arises  from  the  fact  that  the  test  of 
your  constitutional  power  is  that  you  must  not  reduce  his  total 
earnings  below  a  certain  figure. 

The  Chairman.  We  will  suspend  at  this  point  until  to-morrow 
morning. 

(Whereupon,  at  4.40,  the  committee  adjourned  until  to-morrow, 
August  22,  1919,  at  10  o'clock  a.  m.) 

Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Tuesday,  August  26,  1919. 

STATEMENT  OF  MR.  ALFRED  P.  THOM,  GENERAL  COUNSEL 
ASSOCIATION  OF  RAILWAY  EXECUTIVES,  MUNSEY  BUILD- 
ING,  WASHINGTON,  D.   C— Resumed. 

The  Chairman.  Mr.  Thorn,  are  you  ready  to  proceed? 

Mr.  Thom.  Mr.  Chairman  and  gentlemen:  Resuming  my  remarks 
at  about  where  I  left  off  I  would  like  to  ask  your  attention,  first,  to 
the  constitutionality  of  the  proposal  to  take  from  a  carrier  so  much  of 
its  earnings  on  lawful  rates  as  exceed  a  fixed  sum  or  a  fixed  percentage. 

Being  anxious  to  aid  in  the  best  solution  of  the  railroad  problem, 
I  purposely  for  some  time  kept  my  mind  open  on  this  subject  of  con- 
stitutional power  so  that  I  might  fairly  consider  any  suggestions  and 
any  arguments  that  might  be  advanced  in  respect  to  it.  I  think  I 
have  now  heard  all  that  can  be  said  about  it,  and  I  have  reached  a 
conclusion  entirely  satisfactory  to  my  own  mind. 

Undoubtedly  the  Government  can  through  the  taxing  power  reach 
the  profits  or  earnings  of  common  carriers  and,  when  the  proceeds  of 
such  taxation  have  been  covered  into  the  Treasury,  may  appropriate, 
by  the  constitutional  method,  the  amount  for  any  governmental 
purpose,  including  doubtless  the  aid  of  transjiortation  by  subsidy. 
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But  aside  from  the  exercise  of  the  taxing  power,  I  feel  no  doubt 
that  there  exists  no  authority  in  the  Government  to  take  from  a 
carrier  any  part  of  its  earnings  derived  from  lawful  rates— in  other 
words,  that  no  governmental  power  exists  to  limit  the  earnings  of  a 
carrier  derived  irom  lawful  rates.  There  seems  to  me  to  have  been 
much  confusion  of  thinking  in  respect  to  this  matter. 

There  is  no  case  of  which  I  am  aware  in  which  the  legislature  has 
attempted  to  place  a  limit  on  the  amount  of  a  carrier's  earnings — 
either  as  to  a  minimum  or  a  maximum.  Always,  so  far  as  I  am  ad- 
vised, the  legislative  branch  of  the  Government  has  approached  this 
subject  from  the  standpoint  of  its  power  over  rates. 

I  am  trying  to  emphasize  the  difference  between  the  power  over 
rates  and  the  power  over  earnings. 

The  question  of  the  amount  of  the  earnings  of  a  carrier  has  been 
introduced  by  courts  in  cases  where  rates  were  attacked,  in  holding 
that  rates  are  unreasonable  which  produce  less  than  a  reasonable 
return  in  earnings  on  the  value  of  the  property  held  or  used  for  the 
public  service.  From  this  use  made  of  earnings  by  courts  as  a  test 
of  the  limit  below  which  earnings  can  not  be  reduced  without  con- 
fiscation, in  order  to  determine  whether  a  body  of  rates  is  reasonable, 
some  persons  have  jumped  to  the  conclusion  that  the  legislature  itself 
might  determine  what  amount  of  earnings  there  should  be.  •  The 
legislative  branch  of  the  Government  has  nothing  to  do  with  fixing 
earnings — in  fact,  no  branch  of  the  Government  has  anything  to  do 
with  fixing  earnings.  The  Government's  entire  power  as  to  earnings 
is  to  prevent,  through  its  judical  department,  the  fixing  by  the  legis- 
lature of  rates  which  will  produce  less  than  a  reasonable  return  upon 
the  property. 

In  view  of  this  apparent  confusion  of  thought,  it  is  desirable  to 
consider  with  some  care  what  is  the  origin  and  what  is  the  extent 
of  the  legislative  power  in  the  ma,tter.  This  definitely  settled  by 
the  Supreme  Court  of  the  United  States.     The  court  says : 

_  The  authority  to  legislate  in  regard  to  rates  comes  from  the  power  to  prevent  extor- 
tion or  unreasonable  exactions  by  common  carriers,  or  others,  exercising  a  calling  and 
using  their  property  in  a  manner  in  which  the  public  have  an  interest.  (Lake  Shore 
Ry.  Co.  V.  Smith,  173  U.  S.,  698.) 

Mr.  Hamilton.  Would  you  mind  reading  that  again  ?     I  beg  your 
pardon,  but  I  wish  you  would. 
Mr.  Thom.  Read  this  ? 
Mr.  Hamilton.  Just  what  you  read  last. 
Mr.  TnoM.  Certainly. 

The  authority  to  legislate  in  regard  to  rates  comes  from  the  power  to  prevent  extor- 
tion or  unreasonable  exactions  by  common  carriers,  or  others,  exercising  a  calling  and 
using  their  property  in  a  manner  in  which  the  public  have  an  interest. 

Mr.  Sims.  The  point  in  that  decision  is  that  the  power  of  Congress 
is  wholly  restrictive  to  prevent  extortion  ? 

Mr.  Thom.  It  is  based  on  the  power  over  rates,  of  course.  The 
power  is  not  entirely  restrictive. 

Mr.  Sims.  Repressive? 

Mr.  Thom.  No;  not  repressive.  It  is  fostering  and  protecting  as 
well  as  restrictive.  When  I  was  on  the  stand  before  I  read  you  the 
decision  in  the  Shreveport  case  to  that  effect. 

Mr.  Sanders  of  Indiana.  How  is  the  fixing  of  minimum  rates  con- 
sistent with  the  test  ? 
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Mr.  Thom.  I  think  a  reasonable  rate  may  be  any  rate  within  a 
range  between  a  minimum  and  a  maximum.  The  power  is  to  fix  a 
reasonable  rate,  as  I  shall  proceed  to  try  to  show  you. 

Mr.  Sanders  of  Indiana.  The  decision  is  to  prevent  unreasonable 
exactions  ? 

Mr.  Thom.  I  think  exactions  on  both  sides  as  to  the  shipper  and 
as  to  the  carrier. 

The  enthe  obligation  of  the  conmaon  carrier  is  to  perform  each 
service  that  it  renders  at  a  reasonable  charge  for ,  the  service,  and 
without  improper  discrimination. 

The  service  is  the  measure  of  the  rate.  This  is  both  the  legisla- 
tive and  the  judicial  view.  The  act  to  regulate  commerce  recognizes 
it  in  its  first  section,  where  it  states  that: 

All  charges  made  for  any  service  rendered,  or  to  be  rendered,  in  the  transportation 
of  passengers  or  property,  and  for  the  transmission  of  messages  by  telegraph,  telephone, 
or  cable,  as  aforesaid,  or  in  connection  therewith,  shall  be  just  and  reasonable;  and 
every  unjust  and  unreasonable  charge  for  such  service,  or  any  part  thereof,  is  pro- 
hibited and  declared  to  be  unlawful. 

That  is  the  view  accepted  by  Congress  up  to  this  time. 

It  can  not  be  that  anyone  has  a  right  to  a  service  from  a  common 
carrier  at  less  than  a  reasonable  charge.  If  the  Government  has 
secured  to  the  patron  of  the  carrier  the  service  he  desires,  at  a  reason- 
able and  not  discriminatory  charge,  it  has  performed  its  full  duty, 
and  has  exhausted  its  power  over  the  carrier  in  this  regard. 

This  view  was  strongly  expressed  by  Justice  Brewer  in  his  opmion 
in  the  case  of  Cottmg  v.  Kansas  City  Stock  Yards  (183  U.  S.,  95), 
where  he  says: 

Pursuing  this  thought,  we  add  that  the  State's  regulation  of  his  charges  is  not  to  be 
measured  by  the  aggregate  of  his  profits,  determined  by  the  volume  of  business,  but 
by  the  question  whether  any  particular  charge  to  an  individual  dealing  with  him  is, 
considering  the  service  rendered,  an  unreasonable  exaction.  In  other  words,  if  he 
has  a  thousand  transactions  a  day,  and  his  charges  in  each  are  but  a  reasonable  com- 
pensation for  the  benefit  received  by  the  party  dealing  with  hini,  such  charges  do 
not  become  unreasonable  because  by  reason  of  the  multitude  the  aggregate  of  his 
profits  is  large.  The  question  is  not  how  much  he  makes  out  of  his  volume  of  business, 
but  whether  in  each  particular  transaction  the  charge  is  an  unreasonable  exaction  for 
the  services  rendered.  He  has  a  right  to  do  lousiness.  He  has  a  right  to  charge  for 
each  separate  service  that  which  is  reasonable  compensation  therefor,  and  the  legis- 
lature may  not  deny  him  such  reasonal^le  compensation,  and  may  not  interfere  simply 
because  out  of  the  multitude  of  his  transactions  the  amount  of  his  profits  is  large. 
(Cotting  V.  Kansas  City  Stock  yards,  183  U.  S.,  95.) 

This  is  but  a  reafhrmation  of  the  view  expressed  by  the  United 
States  Supreme  Court  m  the  Monongahela  Navigation  Co.  case, 
where  the  court  says: 

For  each  separate  use  of  one's  property  by  others,  the  owner  is  entitled  to  a  reason- 
able comzpnsation,  and  the  number  and  amount  of  such  uses  determines  the  pro- 
ductiveness and  the  earnings  of  the  property,  and,  therefore,  largely  its  value. 

And  again — 

The  value  of  property,  generally  speaking,  is  determined  by  its  productiveness— 
the  profits  which  its  use  brings  to  the  owner. 

And  in  Cleveland,  etc.,  v.  Backus  (154  U.  S.,  445),  it  is  said: 

The  value  of  property  results  from  the  use  to  which  it  is  put,  and  varies  with  the 
profitableness  of  that  use,  present  and  prospective,  actual  and  anticipated.  There 
is  no  pecuniary  value  outside  of  that  which  results  from  such  use. 
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From  these  cases,  and  many  similar  ones,  it  is  apparent  that  all 
the  earnings  of  a  railroad  from  reasonable  rates  are  its  property,  of 
which  it  can  not  be  deprived  by  Congress  without  violating  the  fifth 
amendment  to  the  Constitution.  It  does  not  matter  whether  these 
earnings  from  reasonable  and  lawful  rates  actually  get  into  the  treas- 
ury of  the  company,  or  not.  If  the  money  is  earned,  the  carrier 
has  a  right  to  it,  and  it  can  not  be  deprived  of  this  right  by  merely 
attemptmg  to  mtercept  it  before  it  gets  mto  the  carrier's  treasury. 
If  it  belongs  to  the  carrier,  it  can  neither  be  intercepted  nor  im- 
pressed with  a  trust  for  the  benefit  of  anyone,  other  than  the  carrier, 
before  it  gets  mto  the  carrier's  treasury.  To  do  so  would  be  to 
deprive  it  of  its  property  contrary  to  the  Constitution. 

I  do  not  know  that  anyone  will  seriously  contend  that  a  power 
exists  in  Congress  to  take  from  a  carrier  any  part  of  its  earnings  from 
reasonable  rates.  Perhaps  even  those  who  have  put  forth  the  pro- 
posal to  take  a  part  of  the  earnings  of  the  carriers  over  a  fixed  per- 
centage, will  admit  that  this  can  not  be  done  if  the  rates  are  reasonable. 

These  advocates  of  the  proposed  taking  would  probably  state 
their  position  in  this  way: 

We  flo  not  contend  tliat  the  oarriino;s  of  a  carrier  from  reasonable  rates  can  be  taken 
and  put  into  the  Treasury,  or  jjiven  to  some  other  company,  without  a  violation  of  the 
■fifth  amendment.  Our  contention  is  that  if  the  earninjjs  uncler  the  rates  fixed  by 
statute,  or  by  administrative  authorities  administering:  an  art  of  '"oncress,  exceed  a 
certain  fixed  percentage  of  the  value  of  the  property,  that  fact  shows  that  the  ra'es 
are  not  reasonable,  and  the  excess  over  the  gi\-en  percentage  is  earned  not  from  rea- 
sonable rates,  but  from  rates  that  are  unreasonablv  high  as  regards  that  particular 
carrier.  We,  therefore,  do  not  propose  to  take  anytliing  from  the  carrier  that  belongs 
to  it,  but  an  excess  which  is  derived  from  unreasonable  rates,  and,  therefore,  does  not 
belong  to  it. 

That  is  as  strong  a  way  as  any  advocate  of  the  proposition  would 
state  it. 

There  I  think,  many  insuperable  difficulties  in  the  way  of  accept- 
ing this  view. 

In  the  first  place,  it  overlooks  the  fact  that  what  is  a  reasonable 
rate  depends  upon  the  service,  and  not  upon  the  earnings.  It 
reverses  the  legal  order  which  is  that  earnings  depend  upon  rates, 
not  rates  upon  earnings.  It  overlooks  the  principle,  firmly  estab- 
lished in  the  law,  that  the  entire  power  of  Congress  to  deal  with  the 
rates  of  these  carriers,  is  the  power  to  see  that  there  is  no  extortion, 
or  unreasonable  charges,  or  exactions  made  by  the  carrier  from  the 
shippers  or  travelers  to  whom  it  furnishes  transportation  (and,  of 
course,  no  unjust  discrimination),  and  the  principle  that  the  carrier 
'  'has  a  right  to  charge  for  each  separate  service  that  which  is  reasona- 
ble compensation  therefor,  and  the  legislature  may  not  deny  such 
reasonable  compensation,  and  may  not  interfere  simply  because  out 
of  the  multitude  of  his  transactions  the  amount  of  his  profits  is  large. " 

Mr.  Cooper.  Do  you  not  believe  that  the  earnings  of  a  carrier 
depend  entirel}^  on  the  service  that  it  renders? 

Mr.  Thom.  I  do. 

Mr.  Cooper.  The  carrier  which  does  not  give  good  service  is  not 
going  to  get  good  earnings  ? 

Mr.  Thom.  No;  I  do. 

In  the  second  place,  the  proposition  is  based  ujjon  the  assumption 
that  the  legislature  may  la\\^ully  authorize  the  carrier  to  charge  and 
collect  more  than  is  reasonable  for  the  service,  because  the  foundation 
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of  the  argument  is  that  the  rates  which  have  been  collected  are 
unreasonably  high,  and  the  law  has  permitted  this  collection. 

This  admission  is  made  as  a  means  of  sustaining  the  proposal  that 
Congress  has  permitted  a  collection  of  rates  unreasonably  high. 

Manifestly  an  unreasonably  high  rate  can  not  be  charged  and  col- 
lected by  a  carrier  unless  some  one  is  paying  an  unreasonably  high 
rate.  If  the  carrier  charges  and  collects  an  unreasonably  high  rate 
without  authority  of  law,  it  would  be  unlegalized  extortion.  If  the 
carrier  is  permitted  by  law  to  charge  and  collect  ,an  unreasonably 
high  rate  it  is  extortion  none  the  less,  the  only  difference  being  that 
there  is  an  attempt  to  legalize  it.  The  duty  of  the  Government  is 
to  see  that  no  extortion  is  practiced  upon  the  persons  who  are  obliged 
to  avail  themselves  of  the  transportation  facilities  of  the  carriers. 
There  can  be  no  justification  for  the  Government,  instead  of  per- 
forming this  duty,  of  itself  legalizing  the  extortion. 

Let  us  analyze  the  transaction  a  little  further.  If  a  shipper  is 
required  to  pay  an  unreasonably  high  charge  for  the  service  fur- 
nisned  by  the  carrier,  I  think  all  will  agree  that  the  excess  over  a 
reasonable  charge  would  belong  to  the  shipper,  and  to  no  one  else. 
In  fact,  if  it  is  an  mireasonably  high  charge,  not  authorized  by  law, 
he  can  recover  it  through  the  courts,  or  through  the  reparation 
clauses  of  the  commerce  act.  It  is  his,  and  does  not  belong  to  any- 
one else.  The  carrier  has  no  right  to  it,  and  no  third  party  has  any 
right  to  it,  nor  has  the  public  any  right  to  it.  It  is  an  amount  which 
has  been  unjustly  exacted  from  the  shipper,  and  the  amomit  thus 
unjustly  exacted  belongs  to  him. 

If  the  Government  can  authorize  an  extortionate  charge  then  and 
attempt  to  make  amends  by  simply  transferring  the  excess  to  the 
Public  Treasury  or  to  some  other  railroad,  it  is  doing  an  inexcusable 
injustice  to  the  shipper  who  has  been  overcharged.  If  it  transfers 
such  excess  from  a  more  prosperous  road  to  another  railroad,  it 
overcharges  one  set  of  shippers  for  the  benefit  of  the  other  railroad. 
If  it  does  not  transfer  the  excess  to  any  other  railroad,  but  simply 
covers  it  into  the  Public  Treasury  and  uses  it  for  general  transporta- 
tion purposes,  it  is  itself  becoming  the  beneficiary  of  the  unjustly  and 
unreasonably  high  charges  which  it  has  imposed  upon  a  certain  class 
of  shippers.  It  thus  not  only  has  legalized  extortion,  but  has  legalized 
it  for  its  own  benefit.  There  can  be  no  justification  either  in  law  or 
morals  for  the  Government's  permitting  any  unreasonably  high 
charges  to  be  collected  from  a  certain  class  of  shippers,  for  to  do  so 
would  be  to  surrender  the  fundamental  obligation  of  the  Government 
to  the  shippers  to  see  that  they  are  not  improperly  charged. 

It  seems,  therefore,  manifest  that  the  suggestion  that  the  Govern- 
ment should  fix  an  unreasonably  high  rate  as  to  some  of  the  carriers, 
allow  it  to  be  collected,  and  then  either  give  it  to  another  carrier  or 
cover  it  into  the  Public  Treasury,  is  based  upon  a  fundamental  mis- 
conception of  the  power  and  duty  of  the  Government  in  the  premises. 

Thus  the  exigency  of  their  case  forces  the  advocates  of  this  power, 
who  contend  for  the  taking  of  the  earnings  of  one  carrier  for  the  bene- 
fit of  another,  or  of  the  public,  to  deny  that  these  earnings  belong  to 
the  carrier,  and  to  do  this  they  are  forced  m  effect  to  contend  for  a 
state  of  facts  which  makes  the  earnings  which  they  call  excessive  the 
property  of  the  person  from  whom  they  were  exacted.  Therefore,  in 
order  to  escape  from  the  constitutional  difficulty  of  takmg  the  prop- 
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erty  of  the  carrier,  they  fall  into  the  difficulty,  which  is  equally  as 
great,  of  the  unconstitutional  and  forbidden  taking  of  the  property 
of  the  shipper  or  traveler. 

In  doing  this^  how  are  they,  from  the  standpoint  of  constitutional 
power,  better  off?  In  either  view  their  contention  for  the  power  of 
taking  must  fail. 

These  considerations  bring  us  back  to  the  safe  ground  which  has 
been  adopted  by  the  courts,  and,  up  to  this  time  by  legislative  bodies 
everywhere,  that  the  entire  power  of  the  Government  is  to  fix  a 
reasonable  rate  and  not  to  permit  an  extortionate  or  unreasonable 
rate  to  be  collected.  From  this  it  must  follow  that  whatever  rates  are 
fixed  by  Congress  or  by  the  commission  pursuant  to  the  act  of  Congress 
(and  they  will,  of  course,  be  fixed  with  reference  to  average  condi- 
tions) are,  unless  set  aside  by  the  courts,  reasonable  rates,  for  Con- 
gress can  lawfully  fix  no  other;  and  that  the  earnings  derived  from 
such  rates  belong  to  the  carrier. 

We  come,  therefore,  at  last  to  the  question  of  whether  or  not 
Congress  has  a  right  to  take  any  part  of  the  earnings  of  a  carrier  on 
reasonable  rates  and  transfer  the  part  thus  taken  to  a  competitor,  or 
cover  it  into  the  Treasury.  As  to  this,  it  seems  to  me,  as  stated  above, 
there  can  be  no  difference  of  opinion. 

It  must  be  realized  that,  given  two  carriers  equally  well  equipped 
and  equally  well  and  economically  managed,  and  handling  precisley 
the  same  character  of  traffic,  if  one  of  them  earns  more  than  the 
other,  it  must  be  because  it  performs  a  greater  number  of  services. 
If  each  of  these  services  is  rendered  at  a  reasonable  rate,  no  one  has  a 
right  to  complain,  and  the  carrier  furnishing  the  additional  number 
of  services  ought  to  be  paid  for  such  additional  services.  The  situa- 
tion, if  this  were  not  so,  may  be  illustrated  as  follows:  Suppose  one 
carrier  renders  in  12  months  the  exact  number  of  services  that  will 
earn,  at  a  reasonable  rate,  the  amount  which  it  is  permitted  to 
retain,  and  that  another  carrier  renders  that  same  number  of  services 
in  11  months  and  thereby  in  11  months  earns  the  same  amount  that 
the  other  carrier  earns  in  12.  The  second  carrier  must  go  on  for  an 
additional  month  and  render  such  services  as  are  required  of  it  by 
the  public.  It  has,  in  the  case  supposed,  earned  in  11  months  the 
entire  amount  it  is  permitted  to  retain.  Is  it  possible  that  Congress 
can  legislate  so  as  to  deprive  the  second  carrier  of  any  compensation 
for  the  services  it  renders  in  this  additional  month  ? 

In  short,  in  order  to  sustain  as  constitutional  the  exercise  of  the 
power  to  take  from  a  carrier  that  part  over  a  given  percentage  of  its 
earnings  from  reasonable  rates,  it  is  necessary  to  abandon  the  legis- 
lative and  judicial  view  which  has  heretofore,  without  exception, 
been  entertained  and  insisted  on,  that  the  measure  of  the  rate  is  the 
service,  and  that  earnings  depend  on  rates,  and  not  lates  on  earnmgs; 
that  for  each  separate  use  of  one's  property  by  others  the  owner  is 
entitled  to  reasonable  compensation,  and  the  legislature  may  not 
deny  such  reasonable  compensation,  and  may  not  mterfere  simply 
because  out  of  the  multitude  of  its  transactions  the  amount  of  its 
profits  is  large;  and  to  adopt,  in  lieu  of  it,  the  view  that  the  legisla- 
ture may  lawfully  extort  from  the  shipper  an  unreasonably  high 
chai-ge  for  a  service,  and  may  itself  appropriate  the  excess,  which  is, 
in  effect,  taking  from  the  shipper  what  he  ought  not  to  pay,  in  order 
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to  give  to  another  carrier,  or  to  the  pubHc  which  has  not  paid  an}'- 
thing,  the  amount  of  this  unjust  exaction. 

Thus  the  duty  of  the  Government,  heretofore  never  questioned,  to 
guard  every  shipper  from  having  to  pay  an  unreasonably  high  charge 
for  the  service  rendered  him  by  a  common  carrier  subject  to  govern- 
mental control  would  be  abandoned  and,  in  place  of  it,  the  Gov^ern- 
ment  itself  would  impose  upon  the  shipper  the  Unjust  and  uncon- 
scionable charge. 

A  proposal  which  involves  such  consequences  is  necessarily 
unsound. 

The  Chairman.  At  this  point  the  committee  will  take  a  recess 
until  2  o'clock,  p.  m. 

(Thereupon,  the  committee  took  a  recess  until  2  o'clock,  p.  m.) 

AFTER    RECESS. 

The  committee  reassembled  at  the  expiration  of  the  recess  at  2 
o'clock  p.  m. 

STATEMENT    OF    ME.    ALFRED    P.    THOM— Eesumed. 

Mr.  Thom.  Mr.  Chaiiman  and  gentlemen,  just  before  the  recess  I 
had  addressed  myself  to  the  question  of  constitutional  power  to  take 
any  part  of  the  earnings  of  a  carrier  derived  from  reasonable  rates. 
I  know  that  the  case  of  Noble  State  Bank  v.  Haskell,  219  U.  S.  104, 
has  been  cited  as  an  authority  for  the  power. 

The  Chairman.  Is  that  the  Oklahoma  Bank  case  ? 

Mr.  Thom.  Yes,  sir.  I  think  it  is  manifest  from  that  case  itself 
that  it  is  the  exercise  of  the  taxing  power  that  v^as  upheld  in  the  case. 
That  is  made  certain  by  the  case  of  the  Mountain  Timbei  Co.  v. 
Washington,  243  U.  S.  245,  where  the  basis  of  the  Noble  Bank  case 
was  discussed,  and  it  was  declared  to  be  an  exercise  of  the  taxing 
power  through  an  occupational  tax.  Therefore,  m  my  judgment, 
the  Noble  Bank  case  furnishes  no  authority  for  the  power  to  take 
the  earnings  of  the  carrier,  except  through  the  power  of  taxation 
and  that,  of  course,  I  admit.  I  think  that  is  the  only  way  that  Con- 
gress can  constitutionally  deal  with  the  question  of  the  amount  of 
earnings  that  a  carrier  has,  and  that  must  be  through  the  exercise, 
in  good  faith,  of  the  taxing  power. 

i  shall  not  attempt  to  repeat  the  arguments  which  have  been  made 
before  3^ou  in  respect  to  the  unwisdom  of  the  exercise  of  the  power  by 
Congress  of  taking  a  part  of  the  earnings  of  the  more  prosperous 
carrier  and  giving  them  to  another,  or  using  them  for  any  other 
purpose,  further  than  to  ask  your  attention  to  this  aspect  of  that 
matter. 

I  have  tried  to  base  eveiything  I  have  said  before  the  committee 
upon  the  fundamental  thought  that  if  Congress  is  to  select  the  system 
of  private  ownership  and  private  operation  it  can  not  fail  to  recognize 
the  necessity  of  doing  whatever  is  necessary  to  make  that  system  a 
success. 

No  member  of  this  committee  or  of  Congress  would  for  a  moment 
entertain  the  thought  of  adopting  a  system  of  transportation  in  this 
country  for  the  purpose,  or  with  the  possibility,  of  seeing  it  fail,  if  the 
possibility  could  be  provided  against.     It  is  a  fundamental  duty,  to 
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be  recognized  by  every  one  of  you  gentlemen  and  by  every  Member 
of  Congress,  to  do  what  is  necessary  to  make  the  system  you  select  a 
success,  because  the  transportation  system  of  this  countrj^  must  not 
fail — too  much  is  dependent  upon  it — the  welfare  of  the  countr}^  and 
of  its  commerce  are  absolutely  dependent  upon  your  system  of  trans- 
portation, and  the  fundamental  duty  v\iiicn  you  all  will  recognize  is 
to  make  AN'hatever  system  you  adopt  a  success. 

^Miat  greater  obstacle  will  there  be  in  the  way  of  doing  that  than 
to  give  notice  to  the  public  (even  if  you  had  the  power)  that  Congress 
would  exercise  the  power  to  limit  the  legitimate  earnings  of  a  carrier 
engaged  in  this  business  ?  How  could  there  be  a  greater  blow  to  the 
credit  of  the  railroads  than  the  assertion  by  you  of  a  constitutional 
power  as  to  this  class  of  property  to  limit  its  legitimate  earnings. 
What  man  will  want  to  invest  his  savings  in  a  business  where  the  con- 
stitutional power  is  asserted  by  the  highest  legislative  bod}-  in  this 
country  to  take  whatever  part  of  his  legitimate  earnings  it  sees  fit 
and  apply  them  to  somebody  else's  needs  in  the  same  business  or  to 
som.e  other  governmental  purpose.  The  mmute  you  assert  such  a 
power  as  that,  you  give  notice  to  the  world  of  an  inherent  weakness  in 
this  class  of  jiroperty  which  will  repel  every  thoughtful  man  from 
investing  in  it. 

You — this  Congress — might  be  very  considerate  in  the  amount  you 
will  take  by  your  first  bill,  but  if  you  assert  the  power  then  the  future 
can  only  tell  what  the  moderation  of  the  use  of  that  ])ower  will  be. 
Your  moderation  could  not  bind  any  future  legislative  discretion  as 
to  what  would  be  the  degree  of  the  apj^lication  of  the  power  in  the 
future,  and  so  the  proposal  would  go  to  the  investment  public  of 
America  which  you  are  ^^'ishing  to  attract,  that  Congress  possesses  the 
power  of  taking  away  the  fruits  of  good  judgment  and  of  energy  and 
of  foresight  and  of  industry  and  intelligence — taking  it  away  from 
this  class  of  property  and  applying  it  somewhere  else. 

The  existence  of  such  a  jiower  would  be  fatal  in  the  judgment  of 
any  one  who  wants  to  invest.  The  attempted  exercise  of  the  power 
would  be  fatal  to  the  very  fundamental  thing  you  have  to  do;  and 
that  is,  to  give  confidence  to  the  investing  public  that  this  is  a  good 
place  for  inyestment. 

So  I  have  sought  to  convince  this  committee  that  Congress  is 
without  the  constitutional  power  to  take  a  part  of  the  legitimiate 
earnings  of  the  railroads,  except  through  taxation,  and  bestow  them 
upon  anybody  else  or  use  them  for  any  governmental  ])urpose;  and 
that,  moreover,  to  assert  such  a  power  would  be  the  very  height  of 
unv/isdom,  v/hen  you  are  attempting  to  establish  a  business  situation 
that  will  appeal  to  the  confidence  and  trust  of  the  investors  you  must 
attract.  Therefore,  I  want  to  make  a  most  earnest  appeal  to  you 
that,  in  your  efforts  now  to  establish  on  a  firm  basis  a  system  of 
private  oAvnership  and  private  operation,  you  do  not  permit  for  a 
moment  the  fatal  thing  to  be  done  of  saying  to  anybody  who  invests 
in  it,  "You  can  not  have  the  fruits  of  your  labor  and  of  your  intelli- 
gence beyond  the  legislative  discretion  that  may  hereafter  be  used  to 
say  how  much  of  such  results  you  can  keep." 

Mr.  Denison.  Do  joii  know  of  any  instance  where  that  power  has 
been  yet  exercised. 

Mr.  Thom.  No,  Mr.  Denison.  You  were  not  here  this  morning. 
I  made  an  argument  on  that  subject  in  which  I  stated  that  very 
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thing.  It  has  never  been  exercised,  and  I  remember  a  question  that 
Judge  Webster  asked,  and  that  3^ou  asked  in  respect  to  this  question 
of  the  power  of  taxation — you  did  not  ask  me  but  asked  some  other 
witness — and  that  reminds  me  to  call  your  attention  to  the  difference 
between  the  exercise  of  the  power  of  taxation  and  the  power  that  is 
here  advocated  in  respect  to  taking  these  earnings.  The  power  that 
is  here  advocated  is  to  deny  to  the  carrier  the  ownership  of  the 
earnings.  The  power  of  taxation  concedes  to  the  carrier  the  oj^ner- 
ship  of  the  earnings  and  takes  them  away  by  virtue  of  the  taxing 
power.  The  two  things  are  fundamentally  different.  In  order  to 
exercise  the  taxing  power  you  must  concede  the  ownership  because 
that  is  what  you  tax.  Taxation  is  always  based  upon  a  concession 
of  ownership. 

Mr.  Sims.  You  do  not  feel  any  apprehension  about  us  adopting 
any  such  bill,  do  you.  Judge  ? 

Mr.  Thom.  Well,  I  hope  not,  but  I  hear  a  great  deal  of  talk  and 
do  not  know  what  to  make  of  it,  and  consequently  I  am  very  earnest 
about  it. 

Mr.  Sims.  It  is  well  enough  to  be  on  guard,  but  so  far  as  I  am  able 
to  find  out  public  sentiment  throughout  the  country,  if  there  is  any 
in  favor  of  such  a  proposition  as  that,  I  do  not  know  where  it  comes 
from  except  from  those  who  are  especially  advocating  that,  invest- 
ment bankers,  that  is  the  only  way  I  have  received  any  such  senti- 
ment. 

Mr.  Thom.  If  it  comes  before  you  gentlemen  and  is  made  a  matter 
of  serious  deliberation  I  wanted  you  to  have  very  thoroughly  the 
views  which  I  entertain  about  it,  before  you  when  you  gave  it  con- 
sideration. 

Mr.  Sims.  It  is  always  safe  to  take  nothing  for  granted 

Mr.  Thom.  Yes,  sir. 

Mr.  Hamilton.  Mr.  Thom,  as  bearing  upon  the  proposition  to 
level  incomes  by  taking  from  the  incomes  of  the  strong  roads  and 
giving  to  the  weak  roads,  I  want  to  call  your  attention  to  a  reference 
in  the  Munn  case.  I  have  not  read  it  for  a  long  time  but  I  think  my 
memory  is  accurate.  They  referred  in  that  case  to  a  treatise  by  Lord 
Hale  written  about  200  years  ago  before  trailroads  were  dreamed  of, 
in  which  he  used  the  case  of  a  ferryman  as  an  illustration  of  the 
right  of  the  Government,  the  State,  to  regulate  industry.  It  starts 
out  with  the  proposition  that  ''if  a  man  hath  a  ferry"  and  runs  it 
for  the  transportation  of  his  own  goods  and  family — this  is  a  loose 
statement  of  the  proposition — the  State  has  no  power  to  interfere, 
but  when  he  begins  to  run  his  ferry  and  to  charge  for  the  transporta- 
tion of  the  goods  of  the  public  and  for  the  transportation  of  the 
public,  then  his  ferry  becomes  "affected  with  a  public  interest"  and 
the  State  may  then  intervene  and  regulate  the  industry  and  that  I 
conceive  is  the  principle  lying  at  the  bottom  of  the  provision  of  the 
Constitution  that  "Congress  shall  have  the  power  to  regulate  com- 
merce among  the  several  States,"  etc. 

The  gist,  I  take  it,  of  the  decisions  that  you  have  cited  to  this 
committee  is  that  the  Government  has  no  power  to  take  any  part 
of  the  proceeds  of  the  business  of  the  ferryman  but  that  if  the  ferry- 
man in  the  doing  of  his  business  overcharged  in  any  one  particular 
the  State  might  then  interfere  in  that  particular,  but  would  have  no 
power  over  the  aggregate  of  the  income  of  the  ferryman.     If  there 
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were  three  ferrymen  on  the  river  and  one  was  so  located  that  he  had 
a  larger  income  than  the  other  two  ferrymen,  the  State  then  would 
obviously  have  no  power  to  take  from  him  and  give  to  the  other  two 
ferrjTnen.  I  miderstand  that  that  principle  runs  through  the 
decisions,  and  that  that  is  the  principle  that  you  have  invoked  here, 
and  it  seems  to  me  when  you  get  down  to  fundamentals  that  that  is 
an  entirely  logical  proposition.  I  have  not  read  that  decision  for  a 
long  time. 

The  Chairman.  Subsequent  decisions  modified  the  Munn  case. 

Mr.  Thom.  Only  in  this 

The  Chairman.  That  it  should  not  be  to  the  extent  of  confiscation. 

Mr,  Thom.  Only  in  this,  the  Mmin  case  started  out  to  declare  that 
legislative  discretion  was  unreviewable  in  the  com*ts,  that  it  was 
entirely  a  legislative  question  what  the  charges  should  be.  In  a 
little  while  the  consequences  of  that  decision  ran  wild.  The  whole 
foundation  of  property  was  destroyed  by  it,  and  it  was  not  five 
years  before  they  were  obliged  to  retract  it  and  say  that  that  decision 
was  not  without  its  limitation,  and  the  limitation  was  that  the 
exercise  of  legislative  discretion  should  not  be  such  as  to  reduce  the 
earnings  to  the  point  where  there  would  not  be  a  fair  return  on  the 
property.  That  is  the  history  of  the  case.  There  could  be  no  better 
illustration  than  the  one  you  have  just  given,  of  what  I  have  been 
trying  to  say,  Mr.  Hamilton.  Suppose,  these  three  ferries  were 
running,  and  one  of  them  ran  on  a  point  on  the  river  w^iere  he  had 
to  operate  a  single  boat  and  the  other  ran  on  a  point  on  the  river 
where  he  could  do  his  business  with  two  boats. 

Mr.  Hamilton.  With  a  larger  income. 

Mr.  Thom.  And  the  third  one  ran  at  a  point  on  the  river  where  it 
took  a  dozen  boats  to  carry  the  traffic  oftered  to  him.  Now  the 
service  that  the  last  one  would  render  would  be  vastly  greater  than 
the  first  one.  It  would  be  much  greater  than  the  second.  Could  it 
be  possible  that  the  Government,  when  the  third  ferryman  was  car- 
rying at  rates  which  were  reasonable  in  fact,  or  if  regulated  by  law, 
were  declared  to  be  reasonable,  that  a  part  of  that  greater  service 
could  be  taken  and  given  to  this  one  that  did  not  have  the  business 
or  otherwise  appropriated  by  the  Government?  It  would  be  a 
most 

Mr.  Hamilton  (interposing).  That  was  the  principle  I  was  seeking 
to  illustrate. 

Mr.  Thom.  Yes. 

Then  your  question  comes,  Mr.  Chairman,  if  this  be  the  constitu- 
tional limitation  upon  the  power  of  Congress,  if  there  is  no  power 
after  you  have  declared  what  is  a  reasonable  rate  to  take  any  part  of 
the  earnings  and  give  them  to  somebody  else,  or  otherwise  dispose 
of  them,  how  are  you  going  to  deal  with  the  problem  of  the  weak  and 
the  strong  roads? 

That  question  has  interested  everybody.  It  is  a  most  important 
question,  but  to  solve  it  you  can  not,  of  course,  transgress  the  limita- 
tions of  the  Constitution. 

Now,  we  have  a  proposal  in  respect  to  that  which  seems  to  me  to 
go  as  far  as  we  can  properly  go,  with  possibly  one  exception  to  it. 
I  will  tell  you  what  our  proposal  is  and  then  I  will  speak  of  what 
might  possibly  be  added  to  it. 

Mr.  Montague.  That  is  your  proposal,  to  deal  with  weak  roads? 
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Mr.  Thom.  The  problem  of  weak  and  strong  roads.  Finding  your- 
selves unable  to  proceed  in  the  direction  of  taking  from  one  and 
giving  to  another,  your  problem  being  to  make  a  rate  that  would 
support  them  all  without  giving  too  little  to  one  and  too  much  to 
another,  manifestly  the  thing  that  3^ou  would  try  to  do  would  be  to 
equalize  the  situation  among  the  railroads,  so  that  the  same  rate 
would  have  approximately^  the  same  result  on  the  transactions  of 
each  system.  You  find  an  inequality  now,  a  road  here  that  can  not 
earn  much  with  a  road  there  that  earns  a  great  deal. 

The  Chairman.  That  is,  between  competitive  points? 

Mr.  Thom.  Yes;  between  competitive  points  and  locally  too. 
One  runs  through  several  very  strong  local  communities  and  others 
run  through  sparsely  settled  country.  The  final  result  of  the  opera- 
tion of  the'two  roads  is  that  one  is  a  poor  one  and  the  other  does  a 
big  business  and  is  a  prosperous  road.  There  is  your  inequality  of 
conditions.  Is  there  any  way  now  of  wiping  out  that  inequality,  or 
at  least  modifying  it,  up  to  the  point  where  your  rate  will  be  practically 
a  fair  one  and  practically  support  both  of  your  systems  ?  We  think 
much  can  be  done  in  that  respect  by  permitting  consolidations.  I 
heard  a  very  important  railroad  man  once  in  the  section  of  the 
country  that  Gov.  Montague  and  I  come  from  state  that  there 
was  hardly  a  railroad  in  his  system  which,  considered  alone,  would 
amount  to  anything  or  which  could  support  itself,  but,  when  thrown 
together  into  a  system,  the  result  is  a  veiy  handsome  result.  What  is 
the  reason  for  that  ? 

The  reason  for  that  is  this,  that  every  railroad  needs  feeders.  If 
all  that  the  owner  of  the  feeder  gets  is  from  the  pay  for  the  service  on 
its  own  short  line,  why,  the  result  is  not  satisfactory,  but  when  you 
bring  a  ton  of  freight  over  the  feeder  and  then  permit  the  ton  of 
freight  to  be  handled  a  long  distance  over  the  main  line,  the  owner 
of  the  feeder,  if  he  is  the  owner  both  of  the  feeder  and  of  the  main 
line,  then  gets  whatever  the  feeder  gets  out  of  it  and  also  gets  all 
that  he  gets  from  the  traffic  of  that  ton  of  freight  in  the  long  haul 
on  his  main  line,  and  the  consequence  is  that  every  feeder  bringing 
into  the  main  stems  whatever  traffic  they  bring,  the  good  results  do 
not  end  at  the  junctions,  but  there  is  a  continuing  profit  on  every 
ton  of  freight  hauled  over  the  main  line  for  the  entire  mileage  for 
which  it  is  hauled.  That  has  been  the  reason  of  the  financial  up- 
building of  many  of  the  systems  of  railroads,  because  they  have 
been  thrown  together  and  the  feeder  lines  contribute  not  only  what 
they  earn  themselves,  but  also  contribute  whatever  the  main  line 
earns  over  and  above  expenses  for  the  service,  the  long  and  im- 
portant service  rendered  on  the  main  line. 

Mr.  Hamilton.  I  may  not  be  accurate  about  it,  but  I  think,  per- 
haps, that  Mr.  Elliott  suggested  something  like  that  as  a  solution  of 
the  difhculty  of  the  New  England  roads,  that  is,  the  connection  of 
the  New  England  roads  with  some  more  extensive  svstem  ? 

Mr.  Thom.  He  did. 

Now,  suppose  that  you  can  bring  it  about  by  a  system  that  you 
create  that  these  roads  which  need  support  will  be  incorporated  on 
proper  terms  with  systems  of  roads,  on  a  plan  scientifically  thought 
out  and  adopted,  and  that  those  systems  after  you  have  created 
them    are    comparatively  equal  in  their  needs  and  comparatively 
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equal  in  their  earning  capacity,  you  will  have  gone  far  toward  the 
solution  of  the  question  of  the  weak  road. 

We  propose,  therefore,  that  there  shall  be  a  plan  adopted  by  this 
board  of  transportation  or  other  means  which  you  will  devise,  look- 
ing to  the  consolidation  of  the  various  railroads  in  the  country  into 
efficient  and  competitive  systems  and  that  then  you  will  permit  the 
consolidation,  when  approved  by  the  governmental  agency. 

Mr.  Sims.  Your  idea  is  a  combination  of  weak  roads  to  make  strong 
ones? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  Then,  in  union  there  is  strength,  even  though  the 
individual  members  are  weak  ? 

Mr.  Thom.  Yes,  sir. 

Hr.  Hamilton.  But  it  does  not  necessarily  follow  that  there  will 
be  two  weak  roads  ? 

Mr.  Thom.  No,  not  at  all.  There  has  to  be  a  backbone  to  such  a 
system. 

We  declare  in  section  11  on  page  18: 

It  is  hereby  declared  to  be  the  policy  of  the  United  States  to  promote  the  con- 
solidation of  the  existing  carriers  engaged  in  interstate  commerce  into  a  number  of 
strong  and  efficient  systems,  which  shall  preserve  as  between  themselves  the  ad- 
vantages of  effective  competition  and  service,  eliminate  unnecessary  duplications 
and  promote  economy. 

And  we  further  propose  that  the  Interstate  Commerce  Commis- 
sion, or,  if  you  prefer  any  other  agency,  the  board  of  transportation, 
shall  have  the  right  to  approve  or  disapprove  of  such  consolidations, 
and  if  approved  the  draft  which  we  are  submitting  to  you  authorizes 
the  consolidations  to  be  made. 

The  chairman  asked  Mr.  Commissioner  Clark  when  he  was  on  the 
stand  whether  he  thought  this  purpose  could  be  worked  out  tlu'ou^h 
a  voluntary  system.  I  think  the  chairman  asked  him  whether  he 
did  not  think  it  could  be  worked  out  through  a  voluntary  system, 
indicating  on  the  part  of  the  chair  an  inclination  himself  to  that  view. 
Mr.  Clark  answered  that  he  thought  it  could,  that  he  thought  that 
such  encouragement  could  be  given  to  consolidations  by  public 
authority  as,  in  a  reasonable  number  of  years,  to  brmg  about  that 
consolidation.  That  is  our  view  also.  We  think  it  can  be  accom- 
plished in  that  way. 

Mr.  Sims.  Do  you  mean  consolidation  by  ownership  or  consolida- 
tion of  operation  ? 

Mr.  Thom.  Consolidation  by  ownership,  I  mean,  to  bring  the 
properties  into  one  consolidation. 

Mr.  Hamilton.  That  would  be  brought  about  by  the  creation  of 
a  new  corporation  ? 

Mr.  Thom.  Not  yet;  not  at  this  point.  What  I  am  proposing  is 
the  voluntary  consolidation  of  a  main  line  of  road,  like  the  Atchison, 
taking  in  such  other  properties  in  its  territory  as  public  authority 
would  have  indicated  in  a  scientific  plan  ought  to  be  taken  into  that 
group,  and  giving  to  the  Atchison  the  power  to  acquire  that  owner- 
ship by  the  exercise  of  eminent  domain. 

Mr.  Denison.  Not  to  give  one  road  the  right  to  condemn  another  ? 

Mr.  Thom.  Yes,  sir;  that  is  what  I  mean.  I  mean  that  volun- 
tarily, if  approved  by  public  authority;  not  without  the  approval  of 
public  authority.  But,  suppose  that  this  board  of  transportation 
152894— 19— VOL  2 9 
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and  the  Interstate  Commerce  Commission  were  to  say,  "Here  is  a 
plan  now  for  the  consolidation  of  these  railroads  into  systems.  The 
most  important  road  in  this  system  is  road  A.  We  will  approve  any 
voluntary  acquisition  by  road  A  of  any  of  these  and  all  of  these 
other  properties,  and  if  they  will  not  sell,  here  is  the  act  of  Congress 
which  authorizes  road  A  to  condemn." 

Mr.  Dentsox.  I  should  be  glad  to  have  your  view  as  to  the  con- 
stitutionaUty  of  that  power. 

Mr.  Thom.  I  wUl  give  you  that  in  a  moment,  Mr.  Denison. 

Here  is  road  A,  that  stall  have  the  power  to  condemn  these  other 
roads  if  they  can  not  be  acquired  on  reasonable  terms,  and  let  the 
court  say  what  are  reasonable  terms  on  which  they  can  be  acquired, 
because  the  policy  of  the  United  States  is  that  these  named  roads 
shall  be  in  a  system.  We  think  that  voluntary  consolidation  will  go 
far  toward  the  solution  of  this  problem  of  consolidation  and  toward 
the  object  of  equalizing  the  systems  so  that  the  same  rate  will  apply 
with  relative  equality  to  all  systems  of  roads.  But  suppose  it  does 
not  ? 

^Ir.  Sims.  Tou  would  not  make  the  purchasing  road  pay  more 
than  the  railroad  was  financially  worth  ? 

^Ir.  Thom.  Xo:  if  they  can  not  agree  on  the  terms  and  they  were 
not  approved  by  public  authority,  to  have  the  acquisition  bv  eminent 
domain.  Suppose  they  do  not  agree.  Then,  we  think  that  under 
the  separated  paragraph  on  page  11  that  this  board  of  transporta- 
tion  

!Mr.  Saxdees  of  Indiana  Cinterposing > .  Where  is  that  in  the  bill? 

Mr.  Thom.  Just  before  the  beginning  of  section  7,  at  the  end  of 
section  6.  We  think  that  under  the  requirement  of  the  last  para- 
graph of  section  6,  which  is  found  on  page  11,  that  the  transportation 
board  could  make  a  recommendation  to  Congress  of  the  necessity  to 
resort  to  compulsory  consoHdation  in  order  to  perfect  the  scheme. 
There,  this  board  is  required  from  time  to  time  to  make  reports  to 
Congress,  accompanied  by  recommendations  of  such  measures  and 
poUcies  as  in  its  opioion  wiQ  promote  the  interest  of  the  public  in 
respect  of  the  efficiency  of  the  transportation  service  and  the  ade- 
quacy of  transportation  facilities. 

Under  that  power,  after  such  a  trial  of  the  voluntarv  system  as 
the  board  thought  reasonable  had  been  made,  this  board  could 
come  to  Congress  and  say,  "  The  voluntary  system  has  not  worked 
and  we  recommend  the  compulsory  system." 

I  come  now  to  the  question  asked  by  you.  Mr.  Denison,  as  to  the 
constitutional  power  to  do  either,  first,  to  permit  an  existing  railroad 
to  condemn  another  railroad,  and,  second,  the  power  of  Congress  to 
arrange  so  that  there  may  be  compulsory  consolidation. 

Mr.  Sems.  Bv  way  of  a  new  corporation  ( 

'Sir.  Thom.  1  will  come  to  that  in  the  second  aspect  I  have  men- 
tioned. 

Mr.  Sims.  I  mean  if  no  existing  corporation  is  asking  for  condem- 
nation ? 

Mr.  Thom.  Compulsory  consolidation  must  be  by  a  new  corpora- 
tion, in  my  judgment. 

First,  as  to  the  power  of  an  existing  radroad  corporation  to  condemn 
another  railroad.     I  think  the  regrulation  of  commerce  is  a  crovem_ 
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mental  purpose  and  that  it  may  confer  the  power  of  emment  domam 
to  carry  out  that  governmental  purpose  just  as  much  as  any  other 
governmental  purpose. 

Mr.  Sims.  Governmental  purpose  and  also  governmental  obliga- 
tion or  duty  ? 

Mr.  Thom.  It  is.  It  is  necessary,  in  order  to  sustain  the  consti- 
tutional exercise  of  the  power,  to  determine  that  the  regulation  of 
commerce  is  a  governmental  purpose  and,  if  it  is  a  governmental 
purpose,  then  it  is  competent  for  Congress  to  confer  the  power  of 
eminent  domain  to  accomplish  that  governmental  purpose. 

Mr.  Hamilton* .  Having  the  power  and  right  to  regulate  commerce, 
then  it  may  enforce  eminent  domain  in  the  process  of  regulation  ^ 

Mr.  TnoM.  That  is  what  I  think.  Suppose  now,  in  your  process 
of  regulatmg  commerce,  you  say  that  there  should  be  a  consolidation 
of  certain  railroads  into  one,  and  you  find  that  the  only  practical 
method  of  dealing  with  it  is  to  say  that  here  is  a  railroad  in  that 
group  which  is  of  such  public  importance,  by  virtue  of  its  relation  to 
the  traffic  of  the  country,  that  it  is  recognized  by  Congress  as  the 
nucleus  for  this  consolidation.  If  you  can  under  the  power  to  regu- 
late commerce  require  consolidations,  if  that  is  a  proper  method  of 
regulating  commerce  (and  I  do  not  have  any  possible  doubt  about  it, 
in  view  of  the  very  necessity  or  desirability  of  creating  a  self-sustain- 
ing S3^stem  of  railroads  where  the  terms  are  equal  in  the  matter  of 
their  rates),  when  you  determme  that  that  is  a  governmental  purpose 
and  that  is  the  thing  you  want  to  accomplish,  then  you  can  bestow 
upon  the  railroad  that  you  select  for  the  nucleus  (the  backljone  of 
your  new  system''  the  power  to  acquire  any  other  railroad  in  that 
group,  for  the  reason  that  the  public  sei'vice  of  the  railroad  which 
you  condemn  will,  after  its  consolidation  into  a  system.  ])e  a  different 
public  service  from  that  which  it  theretofore  rendered  separately. 

There  is  no  difficulty  in  my  mind  growing  out  of  the  legal  principle 
that  when  a  property  is  already  devoted  to  a  public  use  you  can  not 
authorize  condemnation  proceedings  to  acquu*e  it,  because  that  prin- 
ciple is  based  upon  the  idea  that  it  is  thereafter  the  same  public 
service  that  is  to  be  performed  under  the  same  conditions  although 
under  a  different  ownership.  A  different  situation  is  to  be  created. 
a  dift'erent  public  service  is  to  be  rendered,  a  dift'erent  regulation  of 
commerce  is  adopted,  and  there  is  no  legal  difficulty  in  my  mind  in 
the  Government's  use  of  its  power  of  eminent  domain  to  carry  out 
that  policj^. 

Turning  for  a  moment  to  the  question  of  the  right  of  compulsory 
consolidation — I  speak  my  own  opinion  about  that — I  know  that  some 
of  the  gentlemen  associated  with  me  do  not  go  as  far  as  I  do,  and 
while  I  have  very  great  respect  for  their  judgment,  my  own  judgment 
is  quite  confident  on  that  matter.  You  can  not  require  an  existmg 
corporation  to  acquu'e  another,  because  you  can  not  change  the 
purpose  for  which  its  stocldiolders  went  into  the  corporation  and 
extend  it  bevond  their  contract,  but  you  can  form  a  new  corporation 
and  permit  that  corporation  to  condemn  all  the  properties  necessary 
to  make  the  system  that  you  propose  to  make.  That  conclusion  is 
based  upon  the  same  line  of  reasoning  that  I  have  just  mentioned. 
You  are  regulating  commerce  antl  your  legislative  judgment  is  that 
you  can  not  regulate  commerce  without  consolidation  of  existing 
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roads.  The  purpose  for  which  the  acquisition  is  made  is  for  a  diffei- 
ent  purpose  than  can  be  carried  out  through  the  individual  roads 
which  you  want  to  associate.  They  carry  commerce,  they  are  com- 
mon carriers,  but  they  carry  commerce  disjoin tedly  and  on  an  entirely 
different  method  from  the  method  Congress  desires  to  adopt. 

Mr.  Dexison.  What  is  the  different  method  ? 

Mr.  Thom.  The  different  method  is  that  the  roads  in  the  group 
shall  be  under  a  common  ownership,  reduced  to  a  single  system  and 
shall  operate  in  that  way. 

Ml-.  Denisox.  That  is  not  any  different  as  to  the  method  of  carrying 
commerce;  it  is  just  different  in  the  form  of  management? 

Mr.  Thom.  But  they  carry  commerce  under  different  regulations. 

Mr.  Dexisox.  By  management  ? 

Mr.  Thom.  No;  by  regulation.  You  have  determined,  it  seems  to 
me,  that  commerce  should  be  regulated  by  the  combination  of  these 
properties.  Let  me  go  one  step  further.  How  otherwise  can  we 
justify  the  power  of  the  Government  itself  to  acquire  these  roads? 
That  is  done  uftder  the  power  to  regulate  commerce. 

Mr.  Sims.  Or  for  military  or  postal  jDurposes  ? 

Mr.  Thom.  It  is  not  dependent  upon  the  military  power;  it  can  be 
done  under  the  commerce  power. 

Mr.  Dexisox'.  I  have  some  doubt  as  to  the  power  of  the  Govern- 
ment to  acquire  property  by  eminent  domain  and  turn  it  over  to  an- 
other corporation  for  100  years. 

Mr.  Thom.  Leaving  out  what  the  ultimate  purpose  may  be,  sup- 
pose that  the  Government  had  determined  in  favor  of  Government 
ownership  and  Government  operation  as  a  regulation  of  commerce. 
The  commerce  clause  is  the  basis  for  the  acquisition  of  these  prop- 
erties. The  public  can  not  be  thwarted  by  the  refusal  of  any  of  these 
railroads  to  sell. 

Mr.  Dexisox'.  If  I  were  going  to  answer  the  question  I  would  point 
out  that  when  the  Government  decides  to  take  over  the  properties  it 
can  take  them  over  for  Government  purposes  and  by  eliminating  en- 
tirely private  capital  and  private  influence  and  confine  it  solely  as  a 
public  function,  but  now  you  are  dealing  with  private  property 
interests  and  you  can  not  deal  with  them  on  the  same  basis  as  if 
dealing  with  them  as  Government  owTied  properties.  If  you  are 
going  to  leave  the  private  interest  in  the  property  and  recognize  it, 
you  can  not  omit  consideration  of  private  rights. 

Mr.  Thom.  No.  You  do  not  leave  the  private  interests  in  the 
property;  you  condemn.  You  eliminate  the  private  right  in  the 
other  properties  by  paying  them  for  it  and  exercising  the  power  of 
eminent  domain.  So  you  do  not  take  their  property  without  com- 
pensation. 

Mr.  Dexisox.  You  are  not  exercising  the  right  of  eminent  domain 
for  the  Government  but  for  another  private  corporation  ? 

Mr.  Thom.  Yes;  that  other  corporation  has  the  entire  power  of 
exercising  the  right  of  eminent  domain  against  the  farmer. 

Mr.  Dexisox.  I  know  it  has  against  the  farmer. 

Mr.  Thom.  Why  should  not  the  Government  have  the  right  to 
bestow  that  same  right  of  eminent  domain  against  another  railroad 
owner  if  it  is  necessary  to  do  it  in  order  to  carry  out  a  governmental 
policy  in  respect  to  the  regulation  of  commerce  ? 
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Mr.  Denison.  Do  you  recognize  the  validity  of  the  Plumb  plan 
which  authorizes  one  corporation  to  take  over  all  of  them  in  the 
country — every  one  ? 

Mr.  Thom.  i  do  not  think  there  is  any  constitutional  difficulty  in 
that  part  of  the  Plumb  plan  that  makes  the  Government  acquire 
them.  I  think  objection  to  the  Plumb  plan — that  is,  the  constitu- 
tional feature — arises  after  that.  I  do  not  see  any  difficulty  at  all 
in  the  Government  acquiring  all  of  these  roads  if  it  pays  for  them. 
The  difficulty  in  the  constitutionality  of  the  Plumb  plan  is  that  it 
does  not  propose  to  pay  for  them;  it  proposes  to  restrict  what  is 
paid  for  them;  but  if  the  Plumb  plan  proposed  to  take  these  ])rop- 
erties  by  the  Government  and  to  pay  for  them  what  they  were  worth, 
then  there  would  be  no  constitutional  difficulty  in  that  part  of  it. 

Mr.  Dexison.  This  is  the  difficulty  that  I  see,  Judge,  and  if  you 
can  clear  it  up,  I  hope  jou  will.     I  do  not  want  to  bother  you. 

Mr.  Thom.  Xo;  not  at  aU. 

Mr.  Denison.  Here  are  two  common  carriers  organized  for  the 
same  purpose,  being  used  for  the  same  purpose,  adapted  to  the  same 
purpose,  owned  by  private  individuals,  and  you  by  act  of  Congress 
undertake  to  give  one  power  to  obliterate  the  other  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Denison.  I  can  not  quite  understand  that. 

Mr.  Thom.  I  do  that  on  the  theory  that  when  you  ado])t  the 
policy  of  carrying  on  transportation  in  this  country  by  consolidated 
groups  instead  of  by  individual  roads  as  at  present,  you  have  made  a 
different  method  of  continuing  the  commerce  of  this  country  from 
any  that  is  possible  if  these  indi\  idual  roads  are  left  in  their  sej^arate 
ownershi]).  The  thing  that  you  do  is  to  establish  a  governmental 
policy  under  the  jiower  to  regulate  commerce  which  necessitates  the 
consolidation  of  these  railroads.  You  find  one  of  them  that  you 
say,  "We  will  ])ermit  you  to  condemn  and  pay  for  the  property  of 
this  other  one."  Why?  Not  that  you  can  carry  on  commerce 
under  the  same  system  of  regulation  as  heretofore;  not  that  you  can 
simply  continue  what  the  other  road  is  doing,  but  in  pursuance  of  a 
policy  which  Congress  has  adopted  which  necessitates  the  carrying 
on  of  the  commerce  of  the  country  by  roads  in  a  group  instead  of  by 
roads  separately  owned  and  operated  as  now.  Unless  you  can  do 
that,  you  are  stopped  right  then  and  there  in  your  exercise  of  your 
proper  discretion  as  to  how  to  regulate  comm.erce.  Your  honest 
judgment  is  that  it  is  best  regulated  by  having  groups — railroads  in 
a  certain  section  consolidated  into  one.  The  power  of  eminent 
domain  is  coextensive  with  the  right  to  regulate  commerce. 

If  you  can  not  carry  out  your  discretion  of  carrying  on  commerce 
by  consolidated  units,  it  will  be  because  the  povv'er  of  eminent  domain 
is  not  coextensive,  and  that  limitation  on  the  })ower  of  eminent 
domain  would  be  a  limitation  upon  the  exercise  of  your  power  to 
regulate  commerce.  I  think  we  can  take  it  as  certain  that  the 
power  of  eminent  domain  is  coextensive  with  every  power  possessed 
by  Congress,  and  therefore  when  Congress  says  that  the  policy  here- 
after shall  be  to  carry  on  commerce  by  a  single  road  in  a  group,  your 
power  of  eminent  domain  is  coextensive  with  that  discretion. 

Mr.  Sims.  I  recall,  Judge,  that  we  passed  an  act  of  Congress  here 
in  the  District  of  Columbia  several  years  ago  whereby  we  authorized 
certain  consolidations   of  street  car  companies  in   the  District  of 
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Columbia,  and  j)rovided,  as  I  now  recall  it,  the  power  of  condemna- 
tion to  acquire  the  stock  of  any  stockholder  who  would  not  volun- 
tarily part  with  it  for  a  fair  consideration. 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  I  think  we  passed  a  law  of  that  sort  here  in  the  District 
of  Columbia. 

Mr.  Thom.  That  is  a  very  familiar  thino;  to  be  found  done  in  the 
law. 

Mr.  Sanders  of  Indiana.  Judge,  it  is  very  frequently  asserted  that 
the  power  to  regulate  commerce  is  not  a  power  to  prohibit  and  the 
power  to  regulate  a  carrier  is  not  a  power  to  prohibit  that  carrier 
from  carrying  on  interstate  commerce.  Now,  for  instance,  you  have 
a  railroad  company  which  owns  and  operates  a  line  of  railroad  running 
from  a  point  in  Indiana  to  a  point  in  Illinois;  Congress  has  the  power 
under  the  Constitution  to  regulate  that  commerce  in  any  way  it  may 
see  fit,  subject  to  the  limitations  found  in  the  other  parts  of  the 
Constitution.  L?o  you  claim,  outside  of  taking  it  over  for  the  Gov- 
ernment itseK,  that  we  can  prohibit  that  carrier  from  carrying  on 
commerce  at  all — take  all  of  its  property  away  from  it  and  leave  it 
nothing?  Can  we  say  to  that  carrier,  "You  can  not  carry  on  this 
commerce.  We  prohibit  you  from  carrying  on  commerce  here  be- 
cause we  do  not  tlimk  it  is  a  good  thing  and  we  are  going  to  let  some- 
body else  carry  it.'' 

Mr.  Thom.  If  you  pay  them  for  their  property  you  can.  That  is 
the  only  limitation. 

Mr.  Sanders  of  Indiana.  Then  it  is  a  false  notion  that  we  can  not 
prohibit  a  carrier  from  engaging  in  interstate  commerce. 

Mr.  TiioM.  I  think  you  can  prohibit  a  carrier  from  carrying  on 
commerce  excejjt  under  the  conditions  which  you  create,  so  far  as 
those  conditions  are  a  proper  part  of  regulation. 

Mr.  Sanders  of  Indiana.  Yes;  but  if  you  say  to  a  carrier,  "We 
are  going  to  condemn  your  property  and  take  it  away  from  you  and 
rob  you  of  e\er3^  opportunity  to  engage  in  interstate  commerce" 
that  is  a  prohibition  against  carrying  on  commerce. 

Mr.  Thom.  Yes;  and  you  have  to  pay  them  for  it,  but  you  can  do  it. 

Mr.  Sanders  of  Indiana.  Of  course  the  right  of  condemnation  goes 
along  with  the  right  to  regulate. 

Mr.  Tuoivr.  Yes. 

Mr.  Sanders  of  Indiana.  But  it  must  be  in  a  joint  use  of  the  two 
powers.  You  can  not,  by  the  power  of  condemnation  entirely  wipe 
out  the  power  to  regulate  and  make  that  power  to  regulate  a  power 
to  ])rohibit. 

Mr.  Thom.  The  power  of  condemnation  is  subsidiary  to  the  main 
powers  in  the  Constitution. 

Mr.  Sanders  of  Indiana.  If  you  take  the  property  away  from  the 
carrier,  and  thus  prohibit  him  from  engaging  in  interstate  commerce, 
do  you  not  make  of  the  power  of  condemnation  an  absolute  control- 
ling factor,  and  dominating  factor,  over  the  power  to  regulate  ? 

Mr.  Thom.  No.  You  first  declare  that  a  certain  carrier  shall  not 
carry  on  business  except  under  conditions  which  you  designate  and 
which  we  will  assume  are  within  your  power  to  regulate  commerce. 
If  that  takes  the  ])roperty  of  the  carrier,  you  must  ]>ay  for  it,  but  that 
fact  does  not  indicate  a  limitation  on  your  power  to  regulate.  I  will 
illustrate  "'^^hat  I  mean,  Mr.  Sanders.     It  has  l^ecn  held  by  the  Supreme 
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Court  of  the  United  States  that  Federal  incorporation  is  a  proper 
exercise  of  the  power  to  regulate  commerce. 

Mr.  Sanders  of  Indiana.  Permissive  ? 

Mr.  TiiOM.  No. 

Mr.  S-VNDERS  of  Indiana.  Permissive  Federal  incorporation  ? 

Mr.  Thom.  No;  we  will  get  to  the  question  of  permissive  in  a 
moment.  That  Federal  incorporation  is  supported  as  an  exercise 
of  the  commerce  power.  Every  stockholder  that  goes  into  a  State 
road,  every  hondholder  that  takes  a  bond  of  a  State  road,  takes  it 
subject  to  the  ultimate  exercise  by  Congress  of  its  entire  power  of 
regulation.  That  is  indicated  in  the  Louisville  &  Nashville  pass 
■case.  In  that  case  the  Louisville  &  Nashville  was  indebted  to  a 
person  it  had  injured  and  under  laws  perfectly  valid  at  the  time 
it  gave  to  that  injured  person  a  pass  for  life  in  compensation  for  the 
injury.  Congress  subsequently  passed  a  law  forbidding  passes  and 
the  party  who  held  the  pass  carried  the  case  to  the  Supreme  Court 
of  the  United  States,  which  held  that  the  contract  was  made  subject 
to  the  legitimate  exercise  by  Congress  of  the  full  povver  of  regulation, 
and  that  it  was  a  legitimate  part  of  the  power  of  regulation  to  forbid 
passes,  and  therefore  the  contract  fell  with  it.  Now,  applying  that 
principle,  every  stockholder  that  buys  stock  in  a  State  road  devoted 
to  interstate  commerce,  every  person  that  takes  a  bond  of  a  State 
road  devoted  to  interstate  commerce,  makes  his  contract  subject 
to  the  exercise  by  Congress  in  the  future  of  its  full  power  of  regulation. 
If  we  now  assume,  as  I  think  the  cases  amply  justify,  that  Federal 
incorporation  is  a  proper  exercise  of  the  power  to  regulate  commerce, 
the  minute  that  you  admit  that  it  is  a  proper  exercise  of  the  power 
to  regulate  commerce,  you  are  in  the  position  of  having  to  admit 
further  that  anything  that  is  a  proper  regulation  of  commerce  can  be 
made  compulsory  because  regulation  means  compulsion. 

Regulation  is  the  exercise  of  power,  and  the  moment  you  come  to 
the  conclusion  that  Federal  incorporation  is  a  proper  exercise  of  the 
power  to  regulate  commerce,  you  are  bound  to  admit  that  it  can  be 
made  compulsory,  and  that  means  that  the  stockholder  of  a  State 
road  which  has  voluntarily  devoted  its  road  to  interstate  commerce 
has  thereby  subjected  itself  to  the  power  of  Congress  to  regulate 
it  to  the  full  extent  of  the  commerce  power,  and  that  means  to  the 
extent  of  compulsory  incorporation.  Or  to  put  it  another  way,  you 
can  provide,  in  my  judgment,  that  after  a  reasonable  time  permitted 
for  a  carrier  to  incorporate  itself  under  a  Federal  law  which  you  will 
pass,  it  shall  not  continue  to  engage  in  commerce  at  all  unless  it  does 
incorporate  and  bring  itself  into  your  system  of  regulating  commerce. 

Mr.  Denison.  Suppose  the  State  road  or  the  feeding  road  does 
not  engage  in  interstate  commerce? 

Mr.  Thom.  That,  I  will  say,  is  not  ever  the  case.  There  is  no  case 
in  the  country  where  a  road  does  not  engage  in  interstate  commerce, 
but  granting  it  did  not,  for  the  sake  of  the  legal  argument,  then  still 
you  would  confer  your  power  upon  the  corporation  that  does 
engage  in  interstate  commerce  and  you  can  confer  the  power  of 
eminent  domain  to  take  any  property  in  a  State,  whether  at  the 
time  devoted  to  interstate  commerce  or  not — you  can  authorize  a 
carrier  engaged  in  interstate  commerce  to  exercise  the  power  of 
eminent  domain  to  get  an  additional  right  of  way  from  a  private 
owner. 
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Mr.  Denison.  Yes;  but  that  does  not  mean  to  condemn  another 
railroad,  and  you  can  not  find  any  decision,  in  my  judgment,  that 
would  give  it  that  construction, 

Mr.  Thom.  I  am  arguing  this  on  principle.  Suppose  that  you 
determine  that  it  is  a  proper  regulation  of  commerce,  and  the  one 
which  Congress  approves,  to  have  these  roads  that  are  the  instru- 
mentalities of  interstate  commerce  possess  a  certain  scope.  Suppos».> 
that  you  say  that  it  is  necessary  for  them  in  order  to  perform  that 
duty  that  they  shall  run  a  branch  to  a  certain  place.'  You  can  bestow 
upon  that  carrier  the  right  to  condemn  a  right  of  way  for  that  branch. 
Suppose,  in  addition  to  that,  there  is  a  branch  there  already  and  you 
say,  it  is  not  a  proper  method  of  carrying  on  commerce  for  that 
railroad  to  remain  in  private  ownership,  different  from  a  relationship 
to  this  general  instrum.entality  which  you  are  creating,  I  do  not  for 
a  moment  doubt  the  power  of  Congress  to  bestow  the  power  of 
eminent  domain  to  bring  about  that  consolidation. 

Mr.  Denison.  It  seems  to  me  the  fallacy  of  your  argument,  if  I 
may  point  it  out,  is  that  the  right  of  eminent  domain  is  the  right  to 
condemn  private  property  in  the  public  interest  and  you  are  extend- 
ing it  to  the  right  to  condemn  public  property  in  the  public  interest. 

Mr.  Thom.  A  railroad  is  not  public  property. 

Mr.  Denison.  I  thought  your  whole  argument  was  based  upon 
the  theory  that  a  railroad  is  private  property  used  in  the  public 
interest. 

Mr.  Thom.  Yes;  I  do  that. 

Mr.  Denison.  That  is  what  I  meant  by  public  property.  Now, 
then,  if  your  position  is  correct,  you  can  see  where  it  logically  leads 
to,  which  is,  that  the  right  to  regulate  commerce  includes  the  right 
to  forbid  any  one  from  engaging  in  comm.erce,  even  local  commerce. 
I  can  not  find  any  authority  for  construing  the  constitutional  power 
to  regulate  commerce  between  the  States  to  go  so  far  as  to  include 
the  right  to  prohibit  commerce  within  the  State. 

Mr.  Thom.  No. 

Mr.  Denison.  That  is  what  your  argument  leads  to. 

Mr.  Thom.  No. 

Mr.  Denison.  Because  you  say  this  is  the  right  to  condemn  a 
railroad  that  is  used  for  intrastate  purposes. 

Mr.  Thom.  Yes. 

Mr.  Denison.  If  it  gives  it  the  right  to  condemn  one  it  gives  it  the 
right  to  condemn  all  of  them,  if  the  Congress  should  say  all  of  them 
should  go  into  the  system. 

Mr.  Thom.  If  Congress  should  say  that  a  proper  regulation  of 
commerce  required  all  existing  roads  in  a  certain  territory  to  be 
under  a  single  instrumentality,  and  that  that  should  be  extended  in 
any  way  it  sees  fit,  in  the  same  way  that  it  would  have  a  right  to 
extend  a  post  road — not  under  the  power  but  in  the  same  way — then 
it  would  have  a  perfect  right  to  do  so.  That  would  not  prevent  some 
other  road  from  being  established  to  carry  intrastate  commerce  but 
Congress  might  thereafter  conclude  that  that  road  also  might  be 
necessary,  and  could  acquire  that  road. 

Mr.  Denison,  It  could  include  them  all  at  one  time,  and  you 
would  say  that  you  could  condemn  all  the  railroads  now  in  the  State 
of  Illinois  and  put  them  in  a  group  and  also  all  railroads  that  are 
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hereafter  constructed  in  the  State  of  Illinois  and  put  them  in  that 
group. 

Mr.  Thom.  I  think  it  can.  I  do  not  think  there  is  a  doubt  of  that 
power.  In  other  words,  the  power  to  regulate  commerce  is  plenary. 
Congress  has  no  limit  upon  its  discretion. 

Mr.  Denison.  Then  you  could  authorize  a  railroad  to  condemn 
the  Capitol  Building  in  the  State  of  Illinois  for  its  depot. 

Mr.  Thom.  There  the  question  of  the  soverignty  of  the  State  comes 
in,  interfering  with  a  governmental  agency,  and  I  do  not  think  that 
is  a  necessary  part  of  the  power  at  all. 

Mr.  Denison.  Of  course,  the  State  of  Illinois,  you  will  recognize. 
Judge,  charters  a  railroad  as  a  part  of  the  governmental  agency  of 
the  State.  Now,  if  the  Federal  Government  can  come  along  and 
authorize  a  railroad  to  condemn  a  purely  local  railroad  chartered  by 
the  State  of  Illinois,  for  governmental  purposes,  why  could  it  not 
condemn  the  capitol  of  the  State  for  governmental  purposes  ? 

Mr.  Thom.  The  two  propositions  are  very  different.  The  Federal 
Government  can  not  interfere  with  certain  sovereign  activities  of  the 
State 

Mr.  Denison  (interposing).  Is  it  not  a  sovereign  activity  of  the 
State  to  charter  a  railroad  ? 

Mr.  TiiOM.  Let  me  finish,  please.  I  do  not  think  you  would  ques- 
tion that  if  a  railroad  is  chartered  by  the  State  of  Ilfinois  and  is  per- 
mitted by  the  laws  of  Illinois  to  do  an  interstate  business  that  the 
Government  could  not  acquire  that  [property  and  own  it  for  itself 
and  carry  on  the  business.  I  think  that  as  soon  as  the  State  of 
Illinois  permits  its  creature  to  engage  in  interstate  commerce  it 
thereby  giA^es  an  expression  of  the  soverign  will  of  the  State  of  Illinois 
to  subject  the  instrument  of  its  own  creation  to  the  regulating  p.ovver 
of  Congress,  and  it  is  not  overriding  the  will  of  Illinois,  but  it  comes 
out  of  the  voluntary  permission  of  Illinois  for  its  creature  to  engage 
in  interstate  commerce  and  thereby  subjects  itself  to  the  regulating 
power  of  Congress.  Now,  the  State  of  Illinois  could  incorporate  as 
many  roads  as  it  pleased  and  forbid  them  to  engage  in  interstate 
commerce,  and  could  say  to  them,  ''You  must  engage  only  in  State 
commerce,"  and  if  so,  it  would  be  beyond  the  power  of  the  United 
States  to  regulate  in  any  way,  but  it  could  take,  for  a  legitimate  and 
constitutional  purpose,  any  property  in  the  State  of  Illinois  not 
necessary  for  the  exercise  of  its  sovereign  governmental  functions, 
by  the  right  of  eminent  domain,  and  make  it  a  part  of  a  national 
system  of  transportation. 

Mr.  Denison.  But  suppose  the  State  of  Illinois  should,  as  a  part 
of  its  sovereign  ])ower,  charter  a  railroad  to  engage  in  intrastate  com- 
merce, could  the  Federal  Government  come  along  and  forbid  its  doing 
so  by  taking  it  over? 

Mr.  Thom.  No ;  I  have  just  said  not. 

Mr.  Denison.  I  imderstood  you  to  say  it  could. 

Mr.  Thom.  No;  I  have  just  said  not.  I  have  said  that  if  it  was 
incorporated  by  the  State  and  private  parties  allowed  to  own  it,  the 
United  States  could  permit  the  acquisition  of  that  private  property 
to  carry  out  a  governmental  purpose  which  would  be  interstate  com- 
merce; but  if  the  State  of  Illinois  built  a  railroad  of  its  own 

Mr.  Denison  (interposing).  You  make  a  distinction  there. 
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Mr.  Thom  (continuing).  And  did  not  allow  it  to  engage  in  inter- 
state commerce,  then,  of  course,  it  could  not  take  aAvay  the  property 
of  the  sovereign  State  of  Illinois  because  there  it  would  be  interfering 
with  governmental  functions  and  another  principle  would  intervene. 

Mr.  Montague.  Mr.  Thom,  I  understand  your  contention  to  be 
that  to  reach  an  equilibrium  you  would  compel  the  strong  roads  to 
condemn  the  weak  roads  and  consolidate  the  systems. 

Mr.  Thom.  I  would  not  compel  them.  You  can  not  compel  them. 
I  would  permit  them  to  do  that. 

Mr.  Montague.  I  thought  you  said  compel. 

Mr.  Thom.  I  said  that  if  it  was  found,  after  a  time,  that  that  sys- 
tem did  not  work  out  a  solution,  it  would  be  possible  for  Congress 
then  to  incorporate  a  new  company  and  give  it  authority  to  acquire 
all  the  property  in  the  group,  the  strong  as  well  as  the  weak. 

Mr.  Watson.  Mr.  Thom,  if  your  plan  was  adopted,  would  there 
not  be  danger  of  an  autocratic  control  of  railroads  by  individuals  ? 

Mr.  Thom.  I  do  not  think  so. 

Mr.  Watson.  One  road  could  acquire  several  other  roads,  could 
they  not  ? 

Mr.  Thom.  The}^  could  accpire  several,  but  our  suggestion  is  that 
there  be  a  governmental  plan  laid  out  as  to  how  these  roads  should  be 
grouped,  how  they  should  be  brought  into  common  ownership,  and 
to  have  that  approved  by  the  Government  and  not  permitted,  unless 
approved  by  the  Government. 

Mr.  Watson.  There  would  be  so  many  limitations  in  connection 
with  it  that  I  should  think  it  would  not  be  an  effective  way  to  bring 
about  such  a  consolidation. 

Mr.  Thom.  Well,  Mr.  Clark  presented  the  view  here  and  in  that 
we  concur,  that  if  you  permit  consolidations  you  will  find  that 
voluntary  consolidations  will  go  to  the  extent  of  solving,  in  a  large 
degree,  your  problem  of  equalizing  the  systems  in  the  United  States. 

Mr.  Watson.  I  recall  that  a  large  railroad  company  acquired 
another,  and  turned  it  into  a  freight  road,  and  onb,^  maintained  one 
daily  passenger  train,  in  order  to  be  within  the  law  of  the  wState;  that 
was  a  great  injustice  to  the  people  along  the  line. 

Mr.  Thom.  All  those  matters  are  matters  of  regulation. 

Mr.  Watson.  But  if  you  have  many  limitations,  it  would  no  longer 
be  interesting  for  the  railroads  to  acc{uire  small  roads. 

Mr.  TiiOM.  I  think  it  would  be  of  very  great  interest  for  a  railroad 
to  acquire  by  voluntary  methods  the  roads  in  a  group  instead  of  run- 
ning the  risk  that,  after  awhile,  it  itself  would  be  acquired  by  another 
corporation  and  compulsory  incorporation  would  be  resorted  to, 

Mr.  Watson.  Then  you  think  the  railroads  of  the  country  con- 
trolled by  private  corporations  would  give  better  service  than  under 
Government  control  ? 

Mr.  Thom.  Oh,  yes:  very  much. 

Mr.  Watson.  And  if  all  the  systems  were  under  private  control, 
the  people  would  get  better  service  than  if  all  the  systems  were  under  j 
governmental  control  ? 

Mr.  Thom.  Yes;  we  think  so.  We  think  that  competition  ought 
to  be  preserved  and  that  there  ought  to  be  a  systematic  laying  out  of 
how  these  railroads  shoidd  be  consolidated  and  what  would  be  the 
result.  It  ought  not  to  be  done  in  a  haphazard  way,  and  everything 
that  is  done  ought  to  be  done  under  governmental  authority,  but 
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when  the  result  is  reached,  we  think  there  will  be  a  condition  of 
equality  created  which  will  enable  the  same  rates  not  to  produce  the 
different  results  to  the  extent  now  complained  of. 

Mr.  Montague.  You  say  the  permissive  authority  of  condemna- 
tion under  vour  plan  would  extend  onlv  to  one  re2;ion. 

Mr.  Thom.  Yes. 

Mr.  Montague.  There  would  be  one  corporation  for  one  region  and 
another  for  another,  and  so  on  ?  It  does  not  mean  that  one  corpora- 
tion could  condemn  and  absorb  all  the  railroads  of  America  ? 

Mr.  Thom.  Oh,  no;  not  at  all. 

Mr.  Montague.  I  just  mention  that  in  line  with  Mr.  Watson's 
suggestion. 

Mr.  Thom.  Yes. 

Mr.  Watson.  I  thought  tliat  might  be  possible  under  joxiv  plan. 

Mr,  Thom.  Oh,  no. 

Mr.  CoADY.  How  would  that  work  out  in  the  case  of  some  trans- 
continental system  which  might  run  through  several  regions  ? 

Mr.  Thom,  The  prevailing  idea  is  that  there  will  be  a  Government 
policy  of  dividing  the  railroads  of  the  United  States  into  a  given 
number  of  groups,  I  have  heard  it  discussed  that  there  should  be 
between  20  and  35  systems,  and  that  to  each  one  of  these  systems 
should  be  assigned  certain  named  railroads,  not  in  the  region,  as  we 
speak  of  here  for  a  regional  commission,  but  in  groups  of  railroads, 
the  Baltimore  &  Ohio,  for  example,  being  one  which  would  be  per- 
mitted to  acquire  certain  railroads  in  its  vicinity  and  in  its  general 
territory  by  public  authority,  and  if  they  could  not  acquire  them  on 
reasonable  terms  they  would  be  permitted  to  have  the  power  of 
eminent  domain  to  condemn  them  and  bring  them  in  in  accordance 
with  the  governmental  policy. 

Mr,  Sims.  Your  system,  then,  is  not  a  complete  working  system 
unless  that  does  take  place  in  each  one  of  these  regions;  that  is, 
unless  we  have  only  one  ownership  of  all  the  railroads  within  that 
particular  region  ? 

Mr.  Thom,  No;  we  are  going  on  the  belief  and  we  are  basing  our 
recommendations  on  the  conviction  that  you  can  not,  with  a  stroke 
of  your  pen,  solve  every  railroad  problem  of  the  future;  that  at  best 
it  is  to  be  a  matter  of  evolution.     Now,  you  take  a  large  step 

Mr,  Sims  (interposing,)  Right  there,  do  you  contemplate,  though, 
in  this  evolution,  that  when  it  is  all  worked  out  and  finished  there 
will  be  only  one  ownership  within  the  system  ? 

Mr,  Thom.  We  contemplate  that  there  will  be  much  progress 
made  under  the  voluntary  system.  Then  here  is  your  board  of 
transportation  which  is  directed  to  watch  the  situation  and  to  watch 
the  facilities  of  the  country  and  to  report  to  Congress  when  they 
think  something  else  is  necessary,  and  we  think  that  one  of  the 
things  they  will  report  on  will  be  whether  the  time  has  come  when, 
in  the  evolution  of  your  policy,  it  will  be  necessary  to  have  com- 
pulsory consolidation, 

Mr,  Sims,  Now,  then,  that  is  just  the  point  I  want  to  ask  you 
about.  When  it  comes  to  compulsory  consolidation  and  no  road 
within  that  system  proposes  to  exercise  its  power  to  become  the 
holding  company  or  the  owning  company  of  all  the  rest,  you  then 
propose  to  create  a  corporation  of  that  sort. 
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Mr.  Thom.  We  do  not  propose  anything  about  that.  We  say- 
that  it  would  be  open  to  you  m  the  evolution  of  jour  policy,  if  you 
saw  fit,  to  adopt  an  additional  law  which  would  incorporate  a  com- 
pany to  take  in  all  the  roads  in  that  group. 

Mr.  Sims.  To  incorporate  a  company  applying  for  incorporation 
or  to  create  a  corporation  and  then  force  it  to  acquire  these  railroads. 
How  would  you  do  that  ?  Where  will'  such  a  corporation  get  its 
money  and  credit  from  ? 

Mr.  Thom.  In  the  first  place  you  have  got  to  establish  a  credit 
which  will  make  the  securities  of  that  company  attractive  and  cause 
them  to  be  taken  by  the  public. 

Mr.  Sims.  In  other  words,  the  acquiring  corporation  must  furnish 
its  own  means  of  payment  and  those  means  consist  of  the  sale  of  its 
own  securities  under  market  conditions  that  make  it  attractive  and 
profitable  to  do  those  things. 

Mr.  Thom.  Yes;  I  am  merely  pointing  out  a  method  which  might 
be  hereafter  adopted.  That  is  no  part  of  our  present  suggestion.  I 
am  merely  pointing  out  a  method  which  might  be  hereafter  adopted 
to  compel  your  incorporation  in  the  event  your  voluntary  incorpora- 
tion did  not  do  the  work. 

Mr.  Sims.  I  do  not  see  how  you  would  get  rid  of  the  weak  roads 
in  any  particular  system  unless  this  consolidation  did  take  place  and 
you  absorbed  the  weak  ones  by  paying  for  them  just  compensation 
and  no  more.  How  are  you  going  to  bring  that  about  if  it  is  all 
voluntary?  Is  an  existing  railroad  company  going  to  do  that?  Are 
you  proposing  a  new  corporation  to  do  it,  because  if  you  do  not  do  it 
you  have  still  got  the  weak  roads? 

Mr.  Thom.  I  have  just  explained,  Judge,  that  our  proposal  is  to 
try  the  system  of  voluntary  consolidation  and  see  whether  that  will 
accomplish  it. 

Mr.  Sims.  Accompanied  by  compulsory  Federal  incorporation  of 
all  roads. 

Mr.  Thom.  Yes;  we  say  compulsory  incorporation  but  Federal 
incorporation  is  not  a  necessary  part  of  our  problem,  although  we 
favor  it. 

Mr.  Denison.  It  is  not  embodied  in  t'his  plan  at  all. 

Mr.  Thom.  Yes;  compulsory  incorporation  is  embodied  in  this 
plan,  but  it  is  not  an  essential  part  to  the  other  parts  of  the  plan. 

Mr.  Montague.  Compulsory  incorporation  is  in  this  plan  to  com- 
pel a  road  to  deliver  itself  over  to  another  corporation  ? 

Mr.  Thom.  Oh,  no;  not  that.  I  was  speakmg.  Governor,  then, 
of  the  power  of  compulsory  incorporation  of  existing  carriers. 

Mr.  Montague.  You  are  not  speaking  of  compulsory  condem- 
nation ? 

Mr.  Thom.  I  was  not  speaking  of  compulsory  condemnation, 

Mr.  Montague.  I  beg  your  pardon;  I  had  that  in  mind. 

Mr.  Thom.  We  provide  on  page  38,  chapter  5,  that  every  corpo- 
ration operating  a  line  of  railroad  in  interstate  or  foreign  commerce 
shall,  before  the  31st  day  of  December,  in  the  year  blank,  become  a 
Federal  incorporation  under  and  pursuant  to  the  terms  of  this  act, 
and  then  we  set  out  in  detail  a  code  by  which  that  may  be  done.  I 
was  just  saying  that  that  is  not  an  essential  part  of  what  we  are  now 
proposing.  We  think  it  is  a  valuable  thing  to  do  in  connection  with 
any  system  of  regulation  you  adopt.     I  will  address  myself  to  that  a 
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little  later,  but  I  was  speaking  now  merely  of  the  power  of  carrying 
out  the  voluntary  consolidation  during  the  period  it  remained  volun- 
tary and  the  plan  you  might  adopt,  which  is  not  in  om-  suggestion  at 
all,  of  dealing  with  the  problem  if  it  became  necessary  in  your  judg- 
ment to  have  compulsory  consolidation. 

Mr.  Montague.  You  do  not  provide  for  compulsory  consolidation 
in  this  bill  ? 

Mr.  Thom,  No,  sir.  We  end  our  suggestion  so  far  as  consolidation 
is  concerned  with  the  permissive  system  of  voluntary  consolidation. 

Mr.  Montague.  I  am  asking  that  because  there  is  a  question  in 
my  mind  if  you  have  compulsory  consolidation  whether  thereby  you 
can  make  a  strong  road  assume  the  burdens  of  the  weak  road  ? 

Mr.  TiioM.  You  can  not  make  a  strong  road  assume  the  burdens 
of  a  weak  road  by  special  legislation. 

Mr.  Montague.  That  is  not  in  the  bill  ? 

Mr.  Thom.  No,  sir.  I  will  attempt  to  explain  what  I  mean  by 
that  when  we  come  to  compulsory  consolidation.  It  will  involve, 
Mr.  Chairman,  although  it  is  not  a  part  of  our  suggestion,  it  will 
involve  a  new  corporation  formed  for  the  pm'pose  of  acquiring  all 
the  roads  in  a  group,  not  making  one  road  in  a  group  acquire  another, 
which  I  believe  would  be  unconstitutional. 

Mr.  Montague.  The  new  one  will  be  compelled  to  acquu-e  those  in 
.the  group  ? 

Mr.  Thom.  That  Avould  be  very  different. 

Mr.  Montague.  That  would  be  the  procedure  whereby  the  equi- 
librium will  be  restored,  and  the  strong  road  will  bear  the  burdens  of 
the  weak  road  ? 

Mr.  Thom.  Unless  it  is  done  in  a  gradual  way  by  the  process  of 
permissive  consolidation. 

Mr.  Montague.  That  can  not  be  done  by  compulsion  ? 

Mr.  Thom.  No,  sir. 

Mr.  Montague.  If  so  there  would  be  no  distinction  between 
division  of  revenues  and  rates  ? 

Mr.  Thom.  None  whatever.     That  can  not  be  done  by  compulsion. 

Mr.  Montague.  I  want  to  know  the  distinction  in  your  mind  as  to 
condemnation  and  not  taking  the  property  ? 

Mr.  Thom.  By  distributing  the  proceeds  of  the  rates  to  these 
several  roads  before  they  come  physically  in  their  possession.  I  do 
not  think  it  is  constitutionally  possible  for  you  to  require  Road  A  to 
acquire  Road  B,  but  I  think  it  is  constitutionally  possible  for  you  to 
permit  Road  A  to  use  the  power  of  eminent  domain  to  acquire  Road 
B,  but  if  Road  A  does  not  want  to  acquire  Road  B 

Mr.  Montague  (interposing).  You  can  not  make  it  do  so  ? 

Mr.  Thom.  You  can  not,  but  you  must  form  another  corporation, 
in  my  individual  judgment,  with  power  to  acquire  both  roads  A 
and  B. 

Mr.  Montague.  With  power  to  do  it,  or  can  you  compel  ? 

Mr.  Thom.  I  think  you  can  compel  by  contract  mvolved  in  the 
acceptance  of  a  charter,  which  is  issued  to  a  new  company  for  the 
express  purpose  of  acquiring  those  two  roads. 

Mr.  Montague.  And  therefore  to  restore  the  equilibrium  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Montague.  If  you  can  do -that,  why  can  you  not  prevent  the 
liaiitation  upon  the  revenue  ?  One  is  by  condemnation  and  the  other 
is  by  method  of  limitation. 
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Mr.  Thom.  In  the  situation  where  you  acquire  the  road  you  pay 
for  it  and  in  taking  a  part  and  givang*  it  to  another  or  using  it  other- 
wise, you  take  it  without  compensation. 

Mr.  Hamilton.  One  is  benevolence  and  the  other  is  compulsory. 

Mr.  Thom.  One  is  taking  property  and  the  other  is  directing  prop- 
erty to  be  taken  when  paid  for. 

Mr.  Sanders  of  Indiana.  That  is  what  you  call  voluntary  con- 
solidation embraced  within  the  terms  of  this  proposed  biU  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  That  includes  the  right  of  an  existing 
corporation  to  condemn  the  property  of  another  existing  corpora- 
tion ? 

Mr.  Thom.  Under  our  plan  as  drawn  we  do  not  give  any  ])ower  of 
condemnation  at  all  unless  you  incorporate  under  it. 

Mr.  Sanders  of  Indiana.  I  see.  The  great  problem  in  this  railroad 
controversy  is  the  problem  of  attracting  capital.  If  we  were  to  pro- 
vide in  the  legislation  that  we  recommend  that  existing  railroad  cor- 
porations could  be  condemned  and  taken  over  by  other  corporations, 
what  would  be  the  effect  upon  that  ])rovision  with  reference  to  the 
attraction  of  capital  ?  For  instance,  B,  C,  and  D  are  such  roads  as  a 
person  in  the  railroad  world  might  say  would  be  the  roads  that  ulti- 
mately would  be  condemned.  Wliat  opportunity  would  they  have 
to  sell  long-term  bonds  when  the  property  might  be  condemned  and 
the  bondholders  have  to  look  to  the  fund  for  the  payment  of  the 
bonds? 

Mr.  Thom.  I  tliink  if  you  carefuUy  protect  the  right  of  the  con- 
demned-property holder  to  get  value  for  his  property  that  he  will  be 
able  under  those  circumstances  to  acquire  capital  up  to  the  amount 
of  its  value. 

Mr.  Sanders  of  Indiana.  But  the  investor  is  not  apt  to  invest  in 
bonds  and  does  not  want  the  return  of  his  money  promptly,  he  wants 
the  security  to  run  over  a  long  series  of  years. 

Mr.  Thom.  It  would  run  for  a  period  of  years  with  the  exception 
only  that  if  it  does  not  they  are  to  get  their  money  back.  I  think 
that  the  two  things  together  would  be  an  inducement  for  a  very  large 
amount  of  capital  to  go  into  the  roads  if  the  value  was  in  those  roads, 
but  I  do  not  think  that  you  can  legislate  value  into  the  roads.  I 
think  the  value  has  to  be  there,  and  if  the  value  is  there  the  fact  that 
the  property  may  be  condemned  by  another  road  would  not  prevent 
the  investment  on  the  value  that  was  actually  there.  The  hope  that 
the  investment  would  run  a  long  series  of  years  might,  it  is  true,  be 
disappointed;  but  even  if  it  is,  the  only  penalty  is  that  you  get  your 
money  back. 

Mr.  Sanders  of  Indiana.  Yes;  but  an  investor  looks  for  a  long 
period  of  years.     Of  course,  he  wants  to  be  assured. 

Mr.  Thom.  Of  course,  but  if  he  get  his  money  back  he  will  be  pretty 
well  content. 

Mr.  Sanders  of  Indiana.  He  can  get  a  larger  rate  of  interest,  if 
he  wants  to  loan  the  money  for  a  few  years  with  just  as  adequate 
security;  he  buys  bonds  at  4  or  4.2  per  cent  because  they  extend  over 
a  period  of  years. 

Mr.  Thom.  There  is  no  doubt  but  to  a  certain  extent  people  would  ; 
not  be  willing  to  put  their  money  in  roads  about  to  be  condemned;.; 
there  woidd  be  that  drawback,  but  I  do  not  believe  that  would  be  a 
fatal  objection. 
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Mr.  Merritt.  As  a  matter  of  practical  operation,  a  road  condemned 
would  simply  carry  the  same  bonds  along  and  it  would  make  them 
better  than  before  ? 

Mr,  Thom.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  That  could  be  covered  by  a  provision  in 
the  bill? 

Mr.  Thom.  Yes,  sir.  You  might  very  well  authorize  in  your  law 
condemning  the  property  subject  to  the  bonds,  if  you  wanted  to. 

Mr.  CoADY.  Would  that  destroy  the  value  ? 

Mr.  Thom.  No;  all  of  the  value  would  be  taken  over  ])y  the  stronger 
company. 

Mr.  CoADY.  And  could  they  use  the  surplus  ? 

Mr.  Thom.  That  would  be  taken  into  consideration  by  the  govern- 
mental authority  that  would  permit  or  refuse  a  right  to  combine. 
That  could  not  be  done  by  the  carrier  itself,  but  it  must  be  approved 
by  the  governmental  machinery. 

Mr.  Sims.  Could  Congress  pass  a  law  requiring  the  railroads  to 
assess  their  stockliolders  for  money  ? 

Mr.  Thom.  It  could  not. 

Mr.  Sims.  Why  not? 

Ml'.  Thom.  Because  they  did  not  contract  to  pay  any  more  than 
the  par  value  of  their  stock.  They  have  paid  up  to  their  contract 
and  nobody  can  add  to  their  contract. 

Mr.  Sims.  Could  not  Congress  authorize  them  to  assess  the  stock- 
holders in  case  they  refused  to  pay  it? 

Mr.  Thom.  That  would  make  a  new  contract  with  the  stockholders. 

Mr.  Sims.  Banks  assess  their  stockholders  ? 

Mr.  Thom.  You  mean  the  national  bank  law  ? 

Mr.  Sims.  Yes,  sir. 

Mr.  Thom.  In  case  of  failure  the  statutes  under  which  the  national 
bank  is  organized  puts  that  liability  on  the  stockholders. 

Mr.  Sims.  The  Government  assesses  the  bank  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  That  is  exactly  the  principle.  Could  not  Congress 
authorize  the  assessment  of  stock  in  existing  railroad  companies  ? 

Mr.  Thom.  No;  not  at  all.  That  would  be  extending  the  obligation 
of  the  stockholder  which  he  made  when  he  became  a  stockholder. 
You  can  not  extend  by  law  the  obligations  of  an  existing  contract. 
You  could  do  this:  If  you  hereafter  made  a  system  of  incorporation 
and  you  provided  in  it  that  anybody  that  took  stock  in  that  corpora- 
tion should  have  his  liability  extended  by  Congress  within  certain 
limits,  then  anybody  who  did  take  stock  would  contract  that  that 
might  be  done,  but  in  that  case  you  would  not  get  anybody  to  sub- 
scribe to  the  stock. 

Mr.  Sims.  The  stockholders  could  buy  the  same  stock  ? 

Mr.  Thom.  I  do  not  think  there  can  be  two  opinions  on  the  subject. 
The  obligations  of  an  existing  stockholder  can  not  be  extended  by  an 
act  of  the  legislature. 

Mr.  Sims.  And  you  can  not  take  property  from  him  ? 

^li-.  Thom.  No,  sir. 

Mr.  CoADY.  You  could  provide  for  double  liability  on  future  issues  ? 

Mr.  Thom.  Of  new  corporations,  you  could. 

Mr.  Sims.  If  the  credit  of  the  road  was  injured  by  the  stock  not 
being  worth  what  it  was  assumed  to  be  worth,  could  we  not  provide 
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that  no  railroad  should  do  interstate  business  whose  stock  was  selling 
below  par  ? 

Mr.  Thom.  I  do  not  think  that  would  be  a  reasonable  relation  to 
the  regulation  of  interstate  commerce. 

Mr.  Sims.  Can  Congress  reorganize  and  eliminate  compulsory- 
refunding  ? 

Mr.  Thom.  No,  sir;  not  in  my  judgment. 

Mr.  Sims.  And  force  them  into  receivership  ? 

Mr.  Thom.  I  do  not  think  you  can  force  them  onto  receiverships, 
contrary  to  existing  contract  rights.  All  we  have  the  right  to  do  is 
to  force  them  to  do  what  they  undertake  to  do,  furnish  the  service  at 
reasonable  rates. 

The  Chairman.  How  long  will  it  take  you  to  conclude,  Mr.  Thom  ? 

Mr.  Thom.  Mr.  Chaiiman,  I  had  hoped  to  conclude  long  before  this. 

The  Chairman.  Can  you  finish  this  evening  ? 

Mr.  Thom.  I  think  I  will  be  able  to.  Mr.  Bledsoe  will  follow  me 
for  a  little  while.  We  had  hoped  that  both  of  us  would  be  able  to  get 
through  this  afternoon,  but,  of  course,  it  will  depend  very  largely  on 
the  number  of  questions,  and  I  welcome  questions,  of  course,  but  I 
mean  that  that  will  greatly  affect  Ihe  cj^uestion  of  time. 

The  Chairman.  Very  well. 

Mr.  Thom.  Shall  I  proceed  ? 

The  Chairman.  Yes,  sir. 

Mr.  Thom.  I  have  now  adverted  to  the  suggestions  that  are  made 
in  this  bill  for  consolidation  and  the  purpose  of  it.  I  want  to  digress 
a  moment  from  a  consistent  line  of  thought  to  mention  two  special 
subjects.  One  is  section  10  of  the  Clayton  Act,  which  will  be  found 
on  page  20,  which  we  propose  here  shall  be  repealed. 

Mr.  Montague.  Repealed  ? 

Mr.  Thom.  Yes,  sir.  It  is  an  impossibility  to  carry  out  section  10 
of  the  Clayton  Act  without  most  serious  cost  to  the  railroads. 

Mr.  Montague.  Repeal  it  as  to  the  railroads  alone  and  not  as  to 
other  matters  ? 

Mr.  Thom.  It  relates  to  the  railroads  alone. 

Mr.  Sims.  That  is  the  one  which  we  have  been  continuing  every 
year  ? 

Mr.  Thom.  Yes,  sir.  The  suspension  if  it  has  terminated,  and  it  is 
necessary  for  you  either  to  let  it  go  on,  to  repeal  it,  or  to  modify  it.  I 
will  give  you  an  illustration  of  the  things  that  would  be  impossible 
under  that  law. 

The  law  requires  competitive  bidding  mider  certain  circumstances 
in  order  that  any  securities  may  be  sold  or  in  order  that  supplies  may 
be  purchased.  1  will  allude  to  the  matter  of  supplies  as  an  illustra- 
tion. A  railroad  company  wants  to'  purchase  a  number  of  cars.  It 
is  not  certam  whether  some  of  the  directors  on  the  railroad  are  also 
directors  in  one  of  the  companies  that  will  bid  on  these  cars.  Com- 
petitive bids  are  asked  as  required  by  the  statute.  The  present  rule 
is  that  when  these  bids  come  in  they  are  taken  as  a  basis  for  neg'otia- 
tion.  If  the  lowest  bid  must  be  accepted,  then  the  railroad  would  be 
deprived  of  the  method  they  now  resort  to  of  taking  the  lowest  bidder 
or  two  and  negotiating  for  a  still  lower  bid,  because  there  may  be  no 
purchase  on  the  lower  offer  thus  obtained  by  negotiation  unless  there 
was  another  competitive  bidding.  That  method  results  hi  large 
saving.     I  heard  one  carrier  say  that  it  saved  it  about  $7,000,000  a 
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year  in  purchases.  With  the  right  to  take  the  lowest  bid  the  carriers 
,no\v  are  accustomed  to  negotiate  for  something  lower.  To  deprive 
them  of  this  would  be  a  great  loss.  But  suppose  another  case.  Sup- 
pose that  the  bid  is  for  500  cars  and,  after  the  bids  are  in,  it  becomes 
desirable  to  buy  1,000  cars,  and  the  price  that  is  offered  is  one  on 
which  they  are  willing  to  buy  1,000  cars.  You  can  not  buy  the  other 
500  cars  without  a  new  bid.  You  do  not  know  whether  or  not  you 
would  be  able  to  get  the  same  bids  another  time  and  for' the  larger 
order.  I  can  not  take  your  time  to  go  through  a  long  list  of  the 
unfortunate  consequences  on  the  railroad  business  of  this  section.  I 
give  you  what  I  have  mentioned  merely  as  an  illustration.  If  you 
want  more  illustrations,  if  you  want  a  more  complete  discussion  of  it, 
I  hold  myself  at  your  command  to  come  back  here  and  give  it  to  you 
at  any  time  you  want,  but  I  will  not  take  up  more  time  now  in  the 
discussion  of  that  matter. 

The  other  independent  subject  which  I  wish  to  present  to  you  is 
the  question  of  longer  terms  and  larger  salaries  for  the  Interstate 
Commerce  Commissioners.  You  will  hnd  that  we  have  provided  for 
that  on  page  21  in  chapter  2.  We  do  not  suggest  what  the  salaries 
ought  to  be.  We  do  suggest  a  longer  term  of  office.  Our  object  in 
those  two  suggestions  is  this:  Iij  the  first  place  to  have  a  greater 
stability  in  the  Interstate  Commerce  Commission  and  less  thought 
constantly  of  ended  terms  and  reappointments,  and  in  the  second 
place  we  beheve  that  the  members  of  the  Interstate  Commerce  Com- 
mission, when  5^ou  consider  the  work  they  do,  are  entirely  underpaid. 
The}^  are  the  hardest  worked  body  of  men  that  I  know.  I  think  you 
can  look  into  the  faces  of  most  of  them  and  see  the  results  of  their 
hard  and  unremitting  labor.  I  do  not  believe  they  are  paid  an 
amount  at  all  commensurate  with  the  amount  of  their  labor. 

I  will  proceed  now,  Mr.  Chairman,  to  a  consideration  of  the  ques- 
tion of  the  regulation  by  the  Federal  Government  of  the  issue  of 
tjecurities,  which  you  will  find  on  page  30,  chapter  4. 

When  Ml*.  Cuyler  was  on  the  stand  the  chairman  asked  him 
whether  there  was  any  substantial  difference  between  this  chapter  as 
proposed  bv  us  and  the  provisions  on  the  same  subject  to  be  found 
in  section  20a  of  the  bill  H.  R.  4378. 

Mr.  Webster.  Is  that  the  Rayburn  bill? 

Mr.  Thom.  Practically  the  Rayburn  bill. 

The  Chairman.  It  was  the  original  Ravburn  bill  incorporated  in 
the  bill  H.  R.  4378. 

Mr.  Thom;.  The  object  intended  to  be  attained  is  the  same  in  both. 
You  will  see,  however,  that  while  I  am  sure  it  was  not  intended,  that 
the  provisions  of  section  20a  of  the  bill  H.  R.  4378  really  makes  the 
Interstate  Commerce  Commission  the  financial  manager  of  the  rail- 
roads. It  puts  in  its  power  to  determine  whether  any  proposed  issue 
of  securities  is  ''compatible  with  the  public  interests."  The  carrier 
itself  can  foim  no  final  judgment  on  that  subject.  If  it  wants  to 
double  track  a  part  of  its  road,  it  can  not  do  that  ualess  the  Inter- 
state Commerce  Commission  considers  it  "compatible  with  the  public 
interests."  If  it  wants  to  buy  a  lot  of  locomotives  for  which  it  has 
to  issue  capital  securities,  it  can  not  do  that  unless  the  Interstate 
Commerce  Commission  considers  that  that  is  ' '  compatible  with  the 
public  interests."     To  determine  what  is  "compatible  with  the  pub- 
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lie  interests"  in  financing  is  to  bestow  upon  the  persons  possession 
that  discretion  the  financial  management  of  the  railroads.  It  is  a 
very  elastic  term.  It  need  not  have  any  consistent  determination. 
It  may  vary  from  one  moment  from  what  is  it  at  another.  It  may 
vary  with  different  men.  What  is  compatible  with  the  pubUc 
interest  in  the  judgment  of  some  people  is  a  very  different  thing  from 
what  is  compatible  with  the  public  interest  in  another.  For  ex- 
ample, I. am  not  certain  but  what  this  committee  has  considered 
things  not  compatible  with  the  public  interests  that  the  Senate  Com- 
mittee on  Interstate  Commerce  did  think  compatible  with  the  public 
interest,  and  vice  versa.  It  is  too  elastic  a  discretion  to  be  safely 
reposed  in  anybody,  as  it  seems  to  us. 

Consequently,  we  have  enumerated  certain  things  which  the  car- 
riers may  determine  to  do  and  for  which  they  wiU  have  to  ask  no 
permission,  except  for  the  approval  of  the  financial  plan  under  which 
the  thing  is  to  be  done.  We  have  enumerated,  for  example,  that  the 
carrier  may  pay  its  debts,  its  maturing  obligations,  issue  securities 
to  do  that,  without  having  the  question  of  whether  it  is  "compatible 
with  the  public  interests"  referred  to  any  governmental  body  to  de- 
termine. We  have  enumerated  that  the  carrier  may  buy  property 
that  it  considers  necessary  for  its  enterprise  and  devote  it  to  public 
uses  without  having  that  question  passed  upon  by  the  Interstate 
Commerce  Commission.  So  you  will  find  that  the  things  that  we 
say  that  the  carrier  may  do  and  which  are  supposed  to  be  compatible 
with  the  public  interest  are  these: 

The  construction,  improvement,  ecinipment,  operation,  or  extension  of,  or  creation 
or  betterment  of  facilities  of  its  railroad,  or  some  railroad  or  other  common-carrier 

f)roperty,  comprised,  or  to  be  comprised,  in  the  transportation  system  or  affiliated 
ines  of  which  it  forms  a  part. 

That  is  one  of  the  things  it  may  do,  and  may  issue  securities  for 
new  locomotives,  having  those  seciu-ities  viseed  and  authorized  by  the 
Interstate  Commerce  Commission  as  being  properly  issued  and  hon- 
estly issued  and  to  be  properly  applied.     So  we  go  on  and  say: 

(b)  The  discharge,  acquisition,  retirement  by  exchange  or  otherwise,  or  refunding 
of  any  security  or  indebtedness  lawfully  issued  or  incurred  by  the  corporation,  etc. 

We  have  enumerated  five  things  which  the  carrier  may  do,  issue 
securities,  the  securities  being  viseed  and  authorized  by  the  Intei'state 
Commerce  Commission  as  bemg  honestly  and  lawfully  issued.  Then 
we  have  another  clause  that  the  carriers  may  issue  securities  for — 

Some  other  purpose  which  the  Federal  Transportation  Board  may,  upon  application, 
find  to  be  a  purpose  connected  with  its  business  as  a  common  carrier,  beneficial  to 
the  carrier  and  not  prejudicial  to  the  public,  and  one  not  involving  an  expenditure 
which  will  impair  the  ability  of  the  corporation  to  perform  its  service  to  the  public 
as  a  common  carrier. 

That  is  very  nearly  the  equivalent  of  what  you  say  in  the  first  in- 
stance. We  put  in  a  general  clause  at  the  end,  but  we  say  that  there 
are  five,  things  which  the  carrier's  financial  management  determines 
whether  they  should  be  done  or  not  and  that  as  to  these  five  things 
merely  the  issue  of  the  securities  shall  be  viseed  and  the  necessary 
application  of  the  funds  to  those  ends  should  be  supervised. 

Mr.  Denison.  As  a  matter  of  information  for  myself  at  least,  if 
not  for  the  other  members  of  the  committee,  please  state  what  other 
purposes  they  want  to  issue  securities  for,  for  which  they  secure  the 
consent  of  the  Interstate  Commerce  Commission  or  the  transporta- 
tion board  ? 
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Mr.  Thom.  This  is  all  we  have  in  mind.  Here  is  a  carrier  which 
has  other  property  not  common-carrier  property.  I  know  one  carrier 
which  has  large  coal  mines.  I  know  of  another  carrier  which  has  large 
oil  wells.  It  might  be  that  they  would  want  to  'develop  them.  It 
may  be  they  could  do  that  without  any  injury  to  their  capacity  to  carry 
on  their  common-carrier  proj)erty.  We  ask  you  to  authorize  the 
Interstate  Commerce  Commission  to  consider  whether  or  not  such 
things  as  that  can  be  done  without  impairing  the  ability  of  the  carrier  to 
carry  on  its  business  as  a  common  carrier  and  with  due  regard  to  the  pub- 
lic interest.  There  may  be  this  situation.  There  may  be  the  necessity 
of  buying  a  little  other  property  in  order  to  make  usable  the  prop- 
erty already  lawfuUy  acquired  that  is  not  common-carrier  property, 
and  we  ask  you  to  submit  to  the  commission  whether  that  may  be 
done.  Those  are  some  of  the  things  in  addition  to  the  purposes 
which  we  have  enumerated. 

Ml".  WiNSLOW.  Mr.  Thom,  to  what  extent  do  you  feel  that  the 
earnings  from  subsidiary  companies,  like  coal  mines  and  oil  wells, 
should  be  considered  in  the  earning  power  of  the  railroads  in  compe- 
tition with  other  railroads  that  do  not  have  such  outside  earning 
powers. 

Mr.  Thom.  They  arc  all  thro^^^l  together  in  the  report,  under 
different  headings,  but  added  together. 

Mr.  WiNSLOW.  As  a  general  policy,  is  not  that  very  much  dis- 
cussed— as  to  whether  or  not  railroads  ought  to  own  these  outside 
interests? 

Mr.  Thom.  Yes. 

Mr.  WiNSLOW.  Have  you  any  views  on  that? 

Mr.  Thom.  I  have  views  on  that  which  arc  quite  decided.  I  am 
not  speaking  for  other  people  when  I  give  them.  I  think  in  the 
future  the  railroads  ought  to  be  confined  to  the  transportation 
business.  I  mean  by  that  that  you  can  not,  without  great  mis- 
fortune, destroy  properties  they  already  own  and  have  lawfully 
acquired,  but  so  far  as  I  am  concerned,  I  do  not  believe  in  their 
going  further,  and  believe  that  transportation  companies  should  be 
confined  to  the  transportation  business. 

Mr.  WiNSLOW.  You  feel  that  the  companies  could  not  sell  out  their 
outside  interests  now,  perhaps,  advantageously  and  at  a  fair  valuation  ? 

Mr.  Thom.  I  am  not  well  enough  acquainted  with  what  they  may 
do  in  that  regard.  I  am  a  great  believer  that  when  there  has  been  a 
system  of  law  which  has  permitted  the  acquisition  of  certain  classes 
of  property,  that  the  law  ought  not  thereafter  to  change  its  policy 
so  as  to  destroy  the  value  of  what  has  thus  been  legally  acquired.  I 
think  that  when  you  do  change  your  policy  you  ought  to  apply  it 
to  the  future. 

Mr.  WiNSLOW.  I  presupposed  they  could  sell  out  at  a  fair  valuation. 

Mr,  Thom.  I  would  not  feel  at  liberty  to  express  an  opinion  as  to 
whether  that  ought  to  be  required.  There  are  so  many  different 
situations,  that  my  expression  of  an  opinion  on  that  subject  might  be 
considered  prejudicial  to  some  interest  which  I  ought  not  to  prejudice. 

The  Chairman.  Do  you  think  the  commodities  clause  ought  to  be 
strengthened  ? 

Mr.  Thom.  I  have  not  understood  there  was  any  difficulty  about 
that,  Mr.  Esch. 
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The  Chairman.  As  I  recall,  two  or  three  years  ago,  Attorney 
General  Gregory  sent  a  communication  to  this  committee,  Mr, 
Adamson  being  chairman,  recommending  some  amendments  to  the 
commodities  clause,  strengthening  it,  but  no  action  has  been  taken. 

Mr.  TiioM.  I  have  never  felt  there  was  any  very  great  difficulty 
about  the  situation  there,  but  I  am  not  an  expert  on  that  and  have 
not  studied  it. 

Then,  we  think,  Mr.  Chairman,  that  there  ought  to  be  machinery 
provided  here  that  when  an  issue  of  securities  is  authorized  by  the 
Federal  authority  and  is  secured  by  a  mortgage,  say,  on  property, 
that  there  ought  to  })e  some  Federal  machinery  for  the  registration 
of  that  mortgage,  because  the  State  may  deny  it  registration.  The 
State  may  say,  "We  deny  the  right  of  this  registration,"  and  con- 
sequently we  have  provided  here  on  page  33  for  a  system  of  registra- 
tion,' and  as  to  that  I  will  ask  you  to  make  two  changes  on  page  33 
in  the  copy  of  the  bill  you  have:  In  line  9  I  would  like  for  you  to 
strike  out  the  words  "the  passage  of  this  act,"  and  insert  in  lieu 
thereof,  the  words,  "such  iiling  for  record." 

Mr.  Montague.  So  that  it  will  read  ? 

Mr.  Thom.  So  it  will  read  "prior  to  such  filing  for  record."  The 
object  of  that  is  to  make  a  correct  system  of  priority  of  these  mortgages 
in  reference  to  the  date  of  their  filing  and  not  to  cut  off  everything  at 
the  passage  of  the  act.  Then  lower  down, in  line  19,  the  word  "here- 
tofore" ought  to  read  "theretofore." 

We  provide  then  a  system  which  we  commend  to  your  earnest  con- 
sideration of  a  method  of  securing  these  issues  of  obligations  which 
will  be  dependent  upon  the  Federal  power  alone,  and  not  subject  to 
the  possibilities  of  conflict  with  State  laws  existing  or  hereafter 
passed,  but  will  perfect  whatever  is  authorized  by  the  Federal  au- 
thority; perfected  in  point  of  lien  and  perfected  in  point  of  notice. 

Mr.  Montague.  Have  you  had  any  trouble  heretofore  about  regis- 
tration by  the  several  States  ? 

Mr.  TiioM.  No;  none  at  aU.  There  never  has  been  Federal  au- 
thority for  such  issues  heretofore. 

Mr.  Sims.  Would  that  prevent  such  charges  as  the  State  of  Illinois 
made  on  the  New  York  Central  for  filing  its  mortgage  ? 

Mr.  Thom.  Yes;  that  would  deal  with  that  Illinois  situation,  Mr. 
Denison. 

Mr.  Montagup:.  This  applies  to  the  registration  of  mortgages. 

Mr.  Sims.  How  much  dm  the  State  of  Illinois  charge  the  New  York 
Central  for  filing  its  mortgage  on  140  miles  of  road  in  that  State? 

Mr.  Thom.  I  think  it  was  $600,000,  was  it  not,  Mr.  Denison? 

Mr.  Denison.  I  have  forgotten  just  the  amount. 

Mr.  Bledsoe.  It  was  $1,750  per  mile  for  the  mileage  in  the  State. 

Mr.  Montague,  This  applies  to  the  registration  of  mortgages? 

Mr.  Thom.  Yes,  sir. 

Mr.  Montague.  Then  you  have  had  trouble  in  the  States. 

Mr.  Thom.  That  is,  we  have  only  had  the  taxes. 

The  Chairman.  Mr.  Bledsoe,  will  you  give  the  exact  figures  charged 
by  the  State  of  Illinois  ? 

Mr.  Bledsoe.  The  amount  of  tax  imposed  upon  the  New  York 
Central  line  was  approximately  $250,000.  Those  lines  had  141  miles 
in  the  State  of  Illinois  and  3,700  miles  in  the  system,  and  the  charge 
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was  approximately  $1,750  a  mile  for  the  mileage  within  the  State  of 
Illinois. 

The  Chairman.  There  was  another  instance,  I  think,  where  one 
of  the  western  roads  entering  Kansas  City  had  only  1  mile  or  so. 

Mr.  Bledsoe.  Six-tenths  of  a  mile. 

The  Chairman.  What  was  the  amount  of  the  charge  in  that  case  ? 

Mr.  Bledsoe.  The  amount  imposed  there  was  $10,000. 

Mr.  vSiMS.  More  than  the  right  of  way  was  worth  in  both  instances  ? 

Mr.  Bledsoe,  I  do  not  know  about  that. 

Mr.  Thom.  Mr.  Chairman,  I  want  to  revert  again  to  a  suggestion  I 
have  to  make  about  the  language  in  subparagraph  (a)  of  seL'.tion  20  (a) 
on  page  29  of  H.  R.  4378.  You  will  see  that  that  provision  forbids 
the  issuing  of  securites  unless  it  be  for  some  lawful  pur])osc  "within 
its  corporate  powers."  I  want  to  call  attention  to  the  limitation 
involved  in  the  term  "within  its  corporate  powers."  Su]ipose  that  a 
corporation  of  a  given  State  is  prohibited  by  the  laws  of  that  vState 
from  issuing  securities  unless  it  complies  with  certain  formalities, 
such  as  the  approval  by  a  State  commission  and  the  payment  of  a  tax. 
Would  it  be  within  the  corporate  power  of  that  corporation  to  issue 
that  security  without  com])lying  with  those  formalities  imposed  by 
the  laws  of  the  State  of  its  origin  ?  It  might  be  or  it  might  not  be. 
It  is  a  doubtful  question  and  it  seems  to  me  that  it  is  possible  to  find 
that  language  creating  a  situation  that  would  disappoint  the  whole 
object  of  your  regulation.  You  want  to  say  that  hereafter  a  cor- 
poration for  a  legitimate  purpose  may  issue  its  securities  if  approved 
by  the  Federal  authority.  Now,  if  it  can  issue  only  for  purposes 
within  its  corporate  powers  and  these  State  limitations  are  limitations 
upon  its  corporate  powers,  then  by  the  very  terms  of  the  act  you 
would  require  the  authorization  of  the  State,  because  otherwise  it 
would  not  be  exercising  a  power  within  its  corporate  authority. 

The  Chairman.  What  suggestion  have  you  to  make  ? 

Mr.  Thom.  At  line  14,  page  29,  I  would  suggest  that  if  that  system 
is  to  be  continued  you  would  say,  "within  its  corporate  purposes" 
instead  of  "within  its  coraorate  powers."  Mr.  Bledsoe  suggests  that 
"lawful  purposes"  is  sufficient  without  saying  "within  its  corporate 
powers  or  purposes." 

I  want  now  to  call  your  attention  to  a  limitation  which  I  think  we 
ought  to  call  your  attention  to  and  which  we  are  not  at  all  insistent  on. 

I  call  your  attention  to  section  28  on  page  34  of  our  bill  which 
provides  that  there  shall  be  no  issue  of  capital  stock 

Mr.  Merritt  (interposing).  That  is  in  your  bill. 

Mr.  Thom.  Yes,  sir;  (continuing)  without  the  approval  of  the 
Federal  Transporation  Board  of  the  terms  upon  which  such  stock 
shall  be  disposed  of. 

You  will  observe  that  bonds  are  not  included.  I  am  not  certain 
but  what  you  will  want  to  include  bonds  as  well  as  stock.  We  sug- 
gested stock  in  1914  when  this  matter  was  up  before,  and  at  the  time 
it  seemed  to  me  that  to  give  the  regulating  power  the  riglit  to  pre- 
scribe the  terms  on  which  every  bond  was  issued  was  taking  a  good 
deal  of  the  financial  management  of  the  property  away  from  its 
owners.  Upon  subse(jueiit  reilection  I  do  not  know  that  I  am 
justified  in  that  conclusion  and  I  merely  call  your  attention  to  it, 
Mr.  Chairman,  so  that  you  may  see  that  bonds  are  not  included,  and 
if  you  adopt  this  draft,  or  anything  like  it,  you  may  want  to  consider 
whether  or  not  bonds  should  be  included. 
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We  have  tried  to  make  a  complete  code  to  cover  the  issue  of  se- 
curities and  would  ask  your  careful  consideration  of  it,  especially 
the  matters  which  in  the  time  at  my  disposal  I  have  been  able  to 
call  to  your  attention. 

I  shall  not,  Mr.  Chairman,  go  fully  into  the  question  of  Federal 
incorporation  for  the  reason  that  I  do  not  feel  I  have  the  time  to  do 
it,  and  while  we  think  it  is  very  desirable  we  do  not  consider  it  essen- 
tial to  the  other  things  we  are  asking  you  to  give  special  consideration 
to. 

The  reason  we  desire  it  is  this:  In  the  first  place,  its  effect  upon 
the  regulation  of  the  issue  of  securities.  We  doubt  whether  Federal 
regulation  of  the  issue  of  securities  of  an  exclusive  character — and  it 
ought  undoubtedly  to  be  exclusive — would  be  accepted  by  the  bank- 
ing interests,  if  applied  to  companies  chartered  by  a  State,  without 
having  the  question  determined  in  the  courts  as  to  whether  or  not  the 
authority  of  the  States  must  likewise  be  obtained,  and  we  think  that 
that  would  take  time,  and  the  matter  of  the  issue  of  securities  does 
not  admit  of  time.  Consequently,  we  want  to  relieve  all  difficulty  by 
having  the  Federal  Government,  in  regulating  of  the  issue  of  securities, 
be  acting  on  the  issues  of  its  own  creature,  about  which  there  can  be 
no  doubt  and  no  litigation.  For  my  part  I  have  no  doubt  of  your 
power  to  regulate  exclusively  the  issue  of  securities  by  State  corpora- 
tions, but  the  lawyers  of  these  banks  are  very  careful  people  and  they 
generally  require  every  possibility  of  future  litigation  to  be  guarded 
against  by  having  all  possible  questions  determined  beforehand,  and 
we  are  afraid,  unless  you  do  incorporate  these  railroads,  that  that 
difficulty  of  delay  may  arise. 

In  addition  to  that,  if  you  want  consolidations,  there  is  in  the  con- 
stitutions and  in  the  laws  of  almost  all  the  States,  prohibitions  against 
certain  kinds  of  consolidations.  My  own  judgment  is  that  your 
authority  is  paramount  and  you  can  require  them  to  be  consolidated 
according  to  your  own  views  or  polic}^.  We  can  not  think,  however, 
that  that  exercise  of  power  will  pass  unchallenged  and  we  think  there 
will  be  very  considerable  litigation  by  some  of  the  States  to  prevent  a 
consolidation  contrary  to  their  organic  or  statutory  law.  We  want 
to  avoid  that. 

Then  we  think  there  is  a  very  decided  advantage,  when  dealing 
comprehensively  with  the  credit  of  these  railroads,  in  having  them 
all  with  the  same  corporate  powers,  so  that  the  takers  of  the  secur- 
ities in  this  and  foreign  countries  may  know  that,  no  matter  what 
corporation  they  are  dealing  with,  they  are  dealing  with  corporations 
of  ec{ual  powers,  well  understood,  passed  upon  by  the  judgment  of 
the  world,  and  not  subject  to  the  differences  which  now  exist  in  the 
incorporation  laws  of  the  various  States. 

Briefly,  these  are  the  reasons  we  have  for  our  suggestion  of  Federal 
incorporation. 

The  Chairman.  Of  course,  you  have  doubtless  had  called  to  your 
attention  the  views  of  Messrs.  Root,  Milburn,  Bond,  and  other  lawyers 
of  equal  eminence,  on  the  question  of  Federal  incorporation,  doubting 
its  constitutionality.  If  that  doubt  exists  as  to  Federal  incorpora- 
tion, that  doubt  wiU  extend  to  any  securities  that  would  be  issued 
by  such  Federal  incorporation. 

Mr.  Thom.  Yes 
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The  Chairman.  So  you  would  not  avoid  litigation. 

Mr.  Thom.  Mr.  Chairman,  it  is  always  a  difficult  situation  for  a  man 
to  be  confronted  with  such  an  array  of  authority.  It  almost  ap- 
proaches irreverence  to  differ  from  those  gentlemen,  but  notwith- 
standing that  I  feel  I  must  in  the  exercise  of  my  honest  convictions 
record  my  difference.  There  is  one  thing  at  least  to  be  said,  which  I 
heard  as  a  comment  on  this  matter,  and  that  was  that  these  gentlemen 
found  great  difficulty  in  the  way  of  compulsor}^  Federal  incorporation, 
but  none  whatever  in  taking  the  property  of  one  and  giving  it  to 
another  or  otherwise  disposing  of  it.  When  a  situation  as  radically 
different  as  that  arises  I  feel  that  I  must  express  a  \iew  of  dissent; 
and  more  than  that,  I  represent  a  committee  of  more  than  20  lawyers 
who  are  associated  with  me,  who  have  become  the  general  counsel  of 
the  various  railroads  of  the  country  and  who  have  attained  their 
position  in  competition  with  the  whole  American  bar.  While  they 
are  not  unanimous  on  this  subject,  their  view  is  so  overwhelming  in 
favor  of  the  constitutionality  of  compulsory  Federal  incorporation 
that,  leaving  myself  entirely  out,  I  feel  that  the  proposition  is  sup- 
ported by  as  great  authority  as  any  that  can  be  brought  against  it. 

In  a  word,  our  view  is  this:  The  whole  question  depends  upon 
whether  or  not  incorporation  is  a  proper  exercise  by  Congress  of  the 
power  to  regulate  commerce.  We  think  that  is  established  beyond 
doubt  by  the  authority  of  the  Supreme  Court  of  the  United  States. 
If  that  be  so,  the  requirement  of  incorporation  is  a  regulation  of  com- 
merce, and  when  we  once  admit  that  we  are  obliged  to  admit  that  the 
regulation  can  be  made  compulsory,  because  all  regulation  can  be 
made  compulsory.  So  that  when  there  is  once  the  admission  that 
Federal  incorporation  is  a  proper  exercise  of  the  right  to  regulate 
commerce,  it  follows  as  a  corrollary  that  it  may  be  made  compulsory, 
because  all  regulation  can  be  made  compulsory;  in  fact,  there  is  no 
regulation  that  is  not  compulsory. 

Mr.  Denison.  Do  you  think  Congress,  under  the  power  to  regulate 
commerce,  could  forbid  private  individuals  from  engaging  in  inter- 
state commerce  or  from  owning  a  railroad  ? 

Mr.  TiiOM.  Oh,  I  do.  I  think  Congress  may  undoubtedly  say  that 
the  proper  thing  to  do  is  to  have  all  interstate  commerce  carried  on 
by  an  incorporation,  because  it  can  control  the  incorporation.  I 
heard  someone  here  yesterday  suggest  the  incorporation  of  labor 
unions,  because  they  could  be  more  easily  controlled.  Without  say- 
ing whether  or  not  I  concur  in  that,  I  use  it  as  an  illustration  merely 
to  show 

Mr.  Denison  (interposing).  I  would  like  to  know  whether  you  do 
concur  in  that  or  not  ? 

Mr.  Thom.  If  they  are  going  to  be  unions  related  to  interstate 
commerce,  I  think  it  can  be  done. 

But  that,  in  a  word,  Mr.  Chairman,  is  our  view  of  the  power  of 
Congress  in  the  matter.  I  do  not  care  to  argue  it  longer,  because  I 
want  to  hurry  to  a  close. 

I  have  given  you  now  our  views  on  these  subjects: 

On  what  shall  be  done  in  the  normal  period  after  these  roads  are 
returned,  in  order  to  establish  and  maintain  their  credit,  and  have 
suggested  a  rule  of  rate  making  which  shall  be  mandatory  and  which 
shall  be  aided  by  the  opinion  of  the  board  of  transportation. 

We  have  advocated  a  system  of  voluntary  consolidation. 
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We  have  advocated  a  system  of  exclusive  Federal  regulation  of 
securities. 

We  have  advocated  a  system  of  compulsory  incorporation. 

I  wish  to  turn  now  to  a  different  period,  and  that  is,  what  shall  be 
done  with  these  railroads  in  order  to  sustain  them  in  the  period 
after  they  are  turned  back  to  their  owners  and  before,  normal 
conditions    are  restored? 

The  situation  is  this,  Mr.  Chairman:  Wlien  these  railroads  went 
into  the  hands  of  the  National  Government  on  the  1st  day  of  Janu- 
ary, 1918,  it  was  costing  them  76  cents  out  of  every  dollar  to  pay 
operating  expenses  and  taxes,  and  they  had  24  cents  out  of  every 
dollar  left  for  payment  of  interest,  rentals,  dividends,  and  so  fortH. 
In  the  year  and  a  half  which  has  since  elapsed — and  I  am  not  speak- 
ing of  the  moment,  because  I  have  no  figures  up  to  the  moment— 
but  my  most  recent  information  is  that  the  expenses  have  so  increased 
that,  instead  of  its  costing  76  cents  to  pay  operating  expenses  and 
taxes,  it  is  now  costing  95  cents  to  pay  operating  expenses  and  taxes. 
So  that  instead  of  having  24  cents  left  thay  have  5  cents  left.  T  do 
not  mean  by  this  to  throw  any  discredit  upon  the  Railroad  Admin- 
istration. 1  think  that  Mr.  Hines  is  one  of  the  ablest  and  most  con- 
scientious men  in  this  country.  His  whole  career  stamps  him  as  an 
exceptional  man.  I  think  that  what  has  happened  has  happened  by 
virtue  of  weaknesses  in  the  system,  and  that  he  has  given  as  much 
intelligence  and  as  much  capacity  to  his  difficult  duties  as  it  would 
have  been  possible  to  obtain.  But  we  have  this  situation:  He  has 
testified  before  the  Committee  on  Appropriations  that  the  cost  of 
materials  and  supplies  has  increased  from  20  to  35  per  cent  and  some 
of  them  more  than  that  since  Federal  control,  and  that  labor  has 
increased  from  51  to  52  per  cent.  Now,  the  expenses  of  railroad 
operation  come  from  labor  and  materials. 

Mr.  Montague.  Materials  and  supplies  ? 

Mr.  Thom.  That  is  the  same  thing. 

Mr.  Montague.  You  embrace  supplies  in  materials? 

Mr.  Thom.  Yes. 

Now,  what  has  the  expense  of  operation  increased  to?  He  gave 
the  figures  and  from  them  you  can  deduce  the  percentage.  The 
expense  of  operation,  as  a  whole,  has  increased  55  per  cent  and  a 
fraction.  That  means  that  the  total  expense  of  operating  the  rail- 
roads has  increased  more  than  the  percentage  of  each  one  of  its  fac- 
tors.    The  freight  business  has  not  been  as  great. 

The  statistics  as  to  passenger  business  are  not  obtainable,  but  the 
business  has  not  been  as  great  in  the  freight  business.  I  do  not 
think  the  maintenance  has  been  as  great,  and  consequently  the  figures 
which  show  that  there  has  been  an  increase  of  a  total  percentage 
to  do  the  business  greater  than  the  increase  in  both  of  the  factors 
mean  simply  this,  in  my  opinion,  it  means  that  the  results  obtained 
from  labor  have  not  been  as  good,  and  that  there  has  been  a  marked 
inefficiency  in  the  matter  of  the  results  of  labor. 

The  Chairman.  Inefficiency  due  to  inexperience  or  inefficiency 
due  to — — 

Mr.  Thom  (interposing).  Yes.  I  want  to  call  your  attention  to  a 
verv  suggestive  letter  which  you  gentlemen  have  all  received,  I 
understand,  from  Mr.  A.  H,  Smith,  who  was  formerly  assistant 
director  general  under  the  United  States  Railroad  Administration. 
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The  Chairman.  Now  president  of  the  New  York  Central  ? 
Mr.  TiioM.  Yes,  sir;  president  of  the  New  York  Central.     That 
extract  is  this: 

The  human  element  in  American  railroads  represents  90  per  cent  of  its  effectiveness. 
The  other  small  percentage  of  the  whole  would  be  useless  without  individual  vision, 
effort  and  experience.  Fixed  responsibility  really  has  seemed  to  be  impossible 
under  Government  management.  It  leads  into  such  a  maze  of  interest  and  interfer- 
ence that  the  employees  do  not  get  into  that  state  of  mind  that  they  do  in  private 
operation,  and  the  state  of  mind  is  one  of  the  most  important  parts  of  railroad  opera- 
tion. Destroy  it,  the  effect  is  manifest  all  through  the  rank  and  file,  every  part  of 
the  great  machine. 

I  know  that  you  realize  fully  that  it  is  a  business  that  must  liave  the  individual 
concern  of  the  employee— the  engineer  at  the  throttle;  the  fireman  beside  him;  the 
conductor;  the  flagman;  the  signalman;  the  section  foreman,  and  on  up  to  the  officers 
of  the  company — they  all  must  have  fixed  responsibility.  Most  of  the  work  is  done 
beyond  the  eye  of  the  officers,  because  it  spreads  over  a  vast  territory.  A  man  at 
midnight  and  in  the  storm  must  do  his  duty  absolutely  and  fully,  with  no  one  to  see 
him  and  no  one  to  direct  him.  He  must  have  an  incentive — nQt  one  of  more  salary, 
but  one  of  pride  and  hope  tliat  he  may  .sometime  be  more  than  he  is. 

I  think  that  has  been  one  of  the  great  factors — ^I  think  that  the 
loss  in  morale  which  is  inevitable  in  a  Government  operation  has 
been  one  of  the  great  factors  in  making  the  55  cents,  the  cost  of  the 
entire  operation,  greater  than  the  cost  of  both  of  its  factors.  When 
the  roads  come  back,  I  believe,  after  a  time  we  can  make  great 
improvement  in  that  and  get  back  to  a  condition  of  efficiency  which 
will  result  in  economies.  But  there  must  be  a  period  during  which 
that  will  be  impossible,  so  that  when  these  railroads  are  returned  to 
their  owners  they  will  be  confronted  with  this,  with  a  condition  of 
expense  which  the  railroads  can  not  reduce,  practically  95  cents 
out  of  every  dollar,  and  with  a  condition  of  morale  which  has  been 
impaired  by  the  Government  control. 

Mr.  Cooper.  There  is  not  any  man  in  the  country  who  can  speak 
with  greater  authority  on  that  subject  than  Mr.  Smith? 

Mr.  Thom.  I  do  not  think  so. 

Mr.  Cooper.  If  I  remember  aright,  he  started  away  down  at  the 
bottom  of  the  ladder.  I  think  he  was  the  trainmaster  on  the  J.  &  F. 
Division  at  Youngstown,  Ohio,  and  through  his  perseverance  and 
integrity  and  devotion  to  duty  he  worked  himself  up  to  be  president 
of  the  New  York  Central. 

Mr.  Thom.  Yes,  sir. 

Mr.  Cooper.  I  was  A^ery  much  impressed  with  his  letter.  I  think 
there  is  a  good  deal  of  sound  logic  in  that  letter. 

Mr.  Thom.  Yes,  sir;  I  quite  agree  with  you.  You,  yourself,  know 
something  about  the  things  that  operate  in  the  work  of  the  railroads. 
There  is  our  situation.  We  are  confronted  with  expenses  which  we 
can  not  at  once  put  down.  We  are  confronted  with  a  degree  of 
disorganization  in  the  forces  which  is  inseperable  from  Government 
management  and  which  we  must,  to  a  certain  extent  and  for  a  certain 
time  inherit.  We  can  not  increase  our  revenues.  That  is  a  matter 
that  the  Government  must  permit  or  refuse.  Whose  obligation  is  it 
to  restore  the  relationship  between  the  revenues  and  expenses  which 
has  been  disturbed  by  the  Government  ?  Is  it  the  obligation  of  the 
owners  of  these  railroads  or  is  it  the  obligation  of  the  Government 
whose  action  has  created  the  situation.  If  the  Government  under- 
takes to  unload  that  responsibility  upon  us  and  say,  ''You  may 
increase  your  rates,  ^'  and  hands  us  back  a  situation  where  there  is 
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but  5  cents  out  of  every  dollar  that  we  may  expect  to  receive  under 
existing  conditions  and  that  5  cents  will  be  reduced,  if  there  is  an 
increase  in  wages  and  no  increase  in  rates,  if  they  hand  the  roads 
back  in  that  situation,  and  say,  "Now,  you  take  the  onus  before  the 
American  people  of  increasing  these  rates,"  will  the  Government  be 
doing  an  equitable  thing  by  the  railroads  ?  You  are  commissioning 
these  roads  to  give  to  the  American  people  an  adequate  system  of 
compensation.  In  order  to  do  their  work  to  the  best  advantage, 
they  must  have  the  good  will  of  the  public.  Is  it  judicious  and  is  it 
equitable  to  throw  upon  them  the  burden  of  increasing,  by  their 
own  action,  these  rates,  which  is  made  necessary  in  order  to  do 
away  with  the  consequences  of  what  the  Government  has  done  ?  Is 
it  not  better  in  the  public  interest  that  the  Government  itself  should 
frankly  face  the  situation  and  realize  that  it  is  its  action  which  is  to 
be  corrected  and  undertake  the  duty  of  correcting  it  in  the  way  best 
justified  by  public  policy  ? 

So  we  ask  that  when  you  return  these  roads,  you  issue  a  statutory 
command  to  the  Interstate  Commerce  Commission  to  study  the  situa- 
tion to  see  what  is  necessary  to  establish  the  proper  relationship 
between  expenses  and  revenues  and  to  do  the  things  necessary  to 
restore  this  relationship. 

Mr.  WiNSLOW.  What  did  you  mean  by  getting  24  cents  back  and 
the  Government  only  getting  5  cents  out  of  every  dollar  it  receives  ? 

Mr.  Thom.  That  is  what  we  get  as  an  operating  ratio,  which 
means 

Mr.  WiNSLOW  (interposing).  Which  railroads? 

Mr.  Thom.  All  of  the  railroads  in  the  country.  The  railroads  be- 
fore Federal  control  were  paying  out  76  cents  in  operating  expenses 
and  taxes  in  order  to  earn  a  dollar. 

Mr.  WiNSLOW.  In  operating  expenses  ? 

Mr.  Thom.  In  operating  expenses  and  taxes,  not  in  interest  or 
anything  of  that  sort,  but  in  operating  expenses  and  taxes.  My  last 
figures  are  that  it  would  cost  the  Government  at  the  time  those 
figures  were  made  95  cents  out  of  every  doUar  earned. 

Mr.  WiNSLOW.  Taking  all  in  aU,  how  much  were  the  railroads 
running  behind  when  the  Government  took  them  over  ? 

Mr.  Thom.  They  were  not  running  behind  at  all. 

Mr.  WiNSLOW.  Some  time  they  were  running  behind  ? 

Mr.  Thom,  No;  just  the  contrary. 

Mr.  WiNSLOW.  We  were  told  that  they  were  running  behind 
$1,000,000  a  day? 

Mr.  Thom.  Now.  They  are  now  running  behind  S546, 000,000  in 
547  days. 

Mr.  WiNSLOW.  That  takes  in  the  interest  and  all  ? 

Mr.  Thom.  That  takes  in  the  rents  they  pay  the  owners. 

Mr.  WiNSLOW.  And  the  dividends  and  so  forth  ? 

Mr.  Thom.  The  dividends  come  out  of  the  rents  and  other  cor- 
porate income. 

Mr.  WiNSLOW.  For  all  expenses  they  are  running  behind  about 
$1,000,000  a  day? 

Mr.  Thom.  They  are  running  behind  about  $1,000,000  a  day  to 
earn  the  rentals.  That  is,  the  Government  is.  The  railroads  them- 
selves are  not  running  behind. 
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Mr.  WiNSLOw.  I  understand.  The  Government  has  paid  all  the 
l)ills  incident  to  the  running  of  the  railroads  and  has  created  a  deficit 
at  the  rate  of  $1,000,000  a  day? 

Mr.  Thom.  Yes,  sir. 

Mr.  WiNSLOw.  Assuming  that  the  same  dividends  had  been  paid, 
how  would  the  railroads  have  come  out  before  being  taken  over? 

Mr.  Thom.  They  were  ahead;  they  were  not  going  behind  at  all 
when  taken  over,  but  I  am  showing  you  how  far  behind  they  will  be 
when  they  come  back. 

Mr.  Montague.  The  average  dividends  showed  a  little  over  5  per 
cent  before  being  taken  over  ? 

Mr.  Thom.  I  do  not  know  the  average  dividends.  The  earnings  on 
the  property  investment  were  between  5  and  6  per  cent. 

Mr.  WiNSLOW.  How  much  more  ahead  were  they  then,  meeting  the 
same  expenses  ? 

Mr.  Thom.  They  were  earning  in  1917  more  than  their  standard 
return.  The  standard  return  was  the  average  for  1915,  1916,  and 
1917.  In  the  calendar  year  1917  the  railroads  were  earning 
$986,819,181  above  their  expenses. 

Mr.  WiNSLOW.  Above  operating  expenses  ? 

Mr.  Thom.  That  was  railway  operating  incomes;  yes,  sir. 

Mr.  WiNSLOW.  The  comparison  is  not  quite  the  same.  Have  you 
any  way  of  putting  operating  expenses  against  operating  expenses? 

Mr.  Thom.  I  have  just  said  that  it  was  costing  the  railroads  76 
cents  out  of  every  dollar  to  pay  operating  expenses  and  taxes  and 
they  had  24  cents  above  that  for  mterest,  dividends,  and  so  forth. 
Now,  instead  of  the  76  cents  it  is  costing  the  Government  95  cents, 
as  against  76  cents. 

Mr.  Montague.  That  is,  the  operating  expenses  take  95  per 
cent  now  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Montague.  And  before  it  was  76  cents  ? 

Mr.  Thom.  Yes,  sir;  that  leaves  5  per  cent  of  Government  earn- 
ings to  pay  the  compensation  of  the  railroads. 

Mr.  Sims.  You  do  not  attempt  to  say,  of  course,  that  if  the  Gov- 
ernment had  not  taken  them  over  at  all  that  the  expense  of  operation 
would  not  have  been  above  what  it  was  in  1917  ? 

Mr.  Thom.  No;  I  do  not. 

Mr.  Sims.  And  when  the  armistice  came  on  there  would  not  have 
been  the  same  relative  fall  that  there  has  been  since  ? 

Mr.  Thom.  I  think  the  situation  would  have  been  better  if  the 
weakness  of  Government  management,  always  manifest,  had  not 
increased  the  costs. 

Mr.  Sims.  But  all  of  the  increase  of  costs  you  do  not  attribute  to 
the  management? 

Mr.  Thom.  No.  I  am  not  trying  at  all  to  do  anything  more  than 
to  show  the  situation  that  we  are  in  and  to  ask  you  to  be  the  doctors 
and  to  tell  us  what  ought  to  be  done. 

Mr.  Sims.  Without  any  reference  as  to  whether  it  may  have  been 
better  or  worse 

Mr.  Thom  (interposing).  I  am  not  going  into  costs. 

Mr.  Sims.  You  are  interested  in  the  future? 

Mr.  Thom.  Yes,  sir;  I  am  interested  in  the  future. 
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Mr.  Cooper.  It  has  been  repeatedly  stated,  and  I  hear  it  every 
day  in  my  life,  and  I  have  no  doubt  that  the  other  members  of  the 
committee  do,  that  the  proponents  of  Government  ownership  say 
that  the  men  who  have  had  the  responsibility  of  operating  the  roads 
under  Government  control  have  laid  down  and  they  have  not  lent 
their  best  efforts  to  operate  the  roads  successfully  and  in  as  eco- 
nomical a  manner  as  they  coidd  have  operated  them.  The  question 
I  want  to  ask  you  is,  if  that  condition  exists,  where  has  the  Railroad 
Administration  been  without  finding  it  out  and  remedying  that 
situation  ? 

Mr.  Thom.  Well,  I  think  that  I  will  have  to  give  you  two  answers 
to  that  question,  Mr.  Cooper.  In  the  first  place,  I  do  not  believe 
for  a  minute  that  it  exists,  and  I  think,  if  it  did  exist,  your  second 
suggestion  would  be  exceedingly  pertinent,  where  was  the  ultimate 
control  that  did  not  find  this  out  and  rectify  it  ? 

Mr.  Cooper.  That  is  where  the  weakness  seems  to  be  in  regard  to 
Government  ownership.  If  that  condition  did  not  exist,  why  did 
not  the  efficient  officers  who  have  charge  of  the  railroads  under  Gov- 
ernment control  just  show  it  up  ? 

Mr.  Thom.  I  think  that  would  be  very  pertment  if  it  ever  did 
exist. 

Mr.  Sims.  If  it  did  not  exist  they  could  not  find  it  and  show  it  up. 

Mr.  Thom.  Of  course. 

To  proceed,  we  suggest,  first,  that  the  rates  now  in  force  shall  be 
continued  in  force  until  changed  as  in  this  act  provided,  and  that  the 
Interstate  Commerce  Commission  shall  j^roceed  at  once  to  restore  the 
proper  relationship  between  the  earnings  and  the  expenses  of  these 
roads. 

Mr.  Sims.  As  reflected  by  the  rates? 

Mr.  Thom.  Yes,  sir.  Until  they  do  that,  until  the  Government 
undoes  what  it  has  done,  that  you  continue  the  compensation  with 
the  understanding  that  it  will  cease  just  as  soon  as  the  Interstate 
Commerce  Commission  can  perform  this  duty.  We  do  not  ask  it  for 
a  moment  after  you  have  performed  what  we  consider  to  be  the  duty 
of  the  Government,  to  restore  the  proper  relationship  between  earn- 
ings and  expenses,  which  the  Government  itself  has  disturbed.  We 
are  willing  to  go  farther  and  to  have  you,  if  you  think  a  limitation 
ought  to  be  put  upon  that,  that  you  should  put  a  limitation  of  a  year 
upon  it.     We  have  not  suggested  that  in  our  draft. 

Mr.  Sims.  If  it  should  take  that  long? 

Mr.  Thom.  If  it  should  take  that  long. 

Mr.  Sims.  Not  exceeding  a  year? 

Mr.  Thom.  It  should  stop  the  minute  that  the  President  proclaims 
that  the  Interstate  Commerce  Commission  has  performed  its  statutory 
duty. 

Mr.  Sims.  How  wUl  we  make  the  Interstate  Commerce  Com- 
mission do  that  ? 

Mr.  Thom.  By  simply  directing 

Mr.  Sims  (interposing).  Exercise  that  judgment? 

Mr.  Thom.  By  simply  directing  them  and,  of  course,  I  do  not  for 
a  minute  suppose  that  they  would  not  do  what  Congress  tells  them 
to  do. 

Mr.  Sims.  And  we  shall  substitute  our  judgment  for  theirs,  and 
make  it  mandatory? 
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Mr.  Thom.  Not  as  to  what  they  shall  do,  but  simply  that  they 
shall  perform  this  duty. 

Mr  Sims.  Bring  about  the  necessary  result  b}'  the  performance 
of  duty  ? 

Mr.  Thom.  Yes,  sir. 

It  has  been  suggested  by  some  people  that  this  be  done  for  a 
limited  time,  but  confined  to  three-quarters  of  the  standard  return. 

The  Chairman.  Judge  Prouty  has  recommended  that  ^ 

^Ii-.  Thom.  Judge  Prouty  suggested  something  of  that  sort.  I 
have  had  tables  prepared  of  ttie  principal  railroads  m  the  United 
States  to  show  wiiat  would  be  the  effect  upon  them,  and  with  3'our 
permission  I  will  file  them  for  the  record. 

The  Chairman.  Very  well. 

(The  tables  submitted  by  Mr.  Thom  follow:) 
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Mr.  Thom.  I  will  state  some  of  the  prominent  facts  about  it.  If 
you  confine  your  guaranty  to  three-fourths  and  incorporate  with  the 
railroad  earnings  all  the  other  corporate  income  of  the  railroacis  in 
the  eastern  district  where  there  are  50  railroadcompanies  mentioned  on 
this  sheet,  there  are  some  railroads  that  never  paid  a  dividend.  Of 
those  paying  a  dividend  there  would,  with  three-fourths  of  the 
standard  return,  be  19  that  will  have  failed  to  have  the  money  to  pay 
their  dividends  and  9  that  will  have  a  small  margin  over  their  divi- 
dends. In  the  southern  district  there  would  be  S  that  would  have 
deficits  and  6  that  would  have  a  small  surplus.  In  the  West  there 
would  be  14  that  would  have  deficits  and  0  would  have  a  small 
surplus.  I  will  illustrate  some  of  the  roads  in  the  eastern  district. 
You  take  the  Pennsylvania  system,  with  three-fourths  of  its  standard 
return,  it  would  not  have  its  dividends  by  $7,090,887. 

Mr.  Sims.  Unless  the  business  should  increase  so  as  to  cover  a 
possibility  of  that  sort  ? 

Mr.  TiioM.  It  would  not  make  any  difference  how  that  happened. 
If  you  are  depending  upon  your  income  from  three-quarters  of  the 
.  standard  return 

Mr.  Sims  (interposing).  They  only  earned  75  per  cent? 

Mr.  Thom.  No;  I  am  not  talking  about  any  earning.  I  am  talking 
about  the  Government  taking  all  the  earnings  and  giving  us  three- 
quarters  of  the  standard  return.  i\-s  I  say,  the  Pennsylvania  Rail- 
road would  be  behind  on  its  dividend  $7,090,887,  and  as  to  earnings, 
Judge,  never  in  the  tide  of  time  can  these  railroads,  with  only  5  cents 
out  of  every  dollar  now  available,  expect  to  earn  as  nuich  as  three- 
c^uarters  or  one-half  of  the  standard  return. 

Mr.  Sims.  I  am  assuming  that  the  expenses  of  operation  will 
naturally  decrease  ? 

Mr.  Thom.  Well,  we  have  a  billion  dollars  increase  already  in 
labor.     Do  you  think  in  the  next  year  that  will  decrease  much  ? 

Mr.  Sims.  I  do  not  know.  You  would  naturally  expect  it  to 
decrease. 

Mr.  Thom.  I  am  showing  you  that  the  railroads  if  handed  back 
without  protection  during  this  transition  period  will  simply  be 
forced  into  bankruptcy,  and  that  is  not  a  thing  in  which  they  are 
alone  interested.  Suppose  all  of  the  railroads  mentioned  here  as 
failing  to  eain  their  dividends  were  handed  back  to  them  with  a 
deficit,  every  railroad  security  in  the  country  will  diminish  in  selling 
price.  Everybody  holding  these  securities  will  have  that  much  of 
his  financial  ability  destroyed,  and  every  industrial  security  will 
follow  down  the  line,  so  that  you  v.ill  he  confronted  with  a  situation 
of  having  properties  estimated  roughly  at  twentv  billions  of  dollars 
in  value,  you  would  have  them  throv/n  into  the  list  of  bankrupts,  I 
do  not  mean  in  courts  necessarily,  but  standing  in  the  situation  of 
bankrupt  properties. 

Mr.  Sims.  How  much  will  the  interstate  Commerce  Commission 
have  to  increase  rates  to  prevent  that  ? 

Mr.  Thom.  With  the  conseciuent  result  of  the  destruction  of  the 
financial  system  which  m  this  period  subsequent  to  the  war  it  is 
most  important  for  you  to  sustain. 

Answering  your  question,  Judge,  Mr.  EUiott  stated  yesterday  that 
he  thought  an  increase  of  25  per  cent  would  be  sufficient. 

Mr.  Sims.  I  did  not  know  but  that  you  had  some  information  ? 
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Mr.  Thom.  I  haA^e  not. 

Mr.  Sims.  You  accept  that  as  being  a  reasonably  safe  figui-e  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  That  means  25  per  cent  in  addition  to  what  they  are  now 
receiving  ? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  That  is,  25  per  cent  on  what  they  are  now  receiving? 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  A  httle  more  than  50  per  cent. 

The  Chairman.  Tiie  standard  return  under  the  act  of  March  31, 
1918,  produced  $936,000,000  and  Judge  Prouty's  proposition  would 
be  a  return  of  three-quarters  of  that  ? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  Wiiich  would  be  $702,000,000? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  Tlius  far  this  year  there  has  been  a  deficit  of 
$256,000,000? 

Mr.  Thom.  I  have  not  those  figures. 

The  Chairman.  I  have  not  the  July  estimate. 

Mr.  Thom.  I  have  not.  I  have  a  condensed  corporate  income 
account  for  the  calendar  year,  and  if  the  standard  return  were  reduced 
25  per  cent  the  amount  of  the  reduction  would  be  $207,000,000  for  the 
railroads  here  included,  which  are  131  roads,  and  the  standard  return 
as  reduced  would  be  $622,000,000,  the  deficit  after  providing  for  the 
dividends  being  $88,363,000.  The  Atchison  would  not  earn  its 
dividend  on  three-quarters.  So,  I  might  go  through  the  roads  and 
give  you  illustrations,  but  I  will  not  weary  you  with  details.  When 
you  know  that  the  Pennsylvania  and  the  Atchison  will  not  have 
enough  on  three-quarters  of  the  standard  return  to  enable  them  to 
pay  their  accustomed  dividends,  I  thmk  you  will  see  that  the 
situation  would  be  intolerable  from  the  standpoint  of  the  public 
interest.  So  we  ask  that  you  continue  the  full  standard  return  until 
you  have  reestablished  a  proper  relationship  between  the  revenues 
and  expenses,  so  that  these  properties  can  sustain  themselves,  and 
that  you  allow  not  exceeding  a  year  to  your  administrative  body  to 
do  that.     We  think  that  is  absolutely  essential. 

Then,  there  is  one  other  thing  which  I  wish  to  call  your  attention  to. 

Mr.  Denison.  Do  you  think  that  the  rates  would  go  back  auto- 
matically if  we  did  not  do  that,  if  we  do  not  provide  in  this  bill  for  a 
continuation  of  the  present  rates  ? 

Mr.  Thom.  I  think  the  State  rates  would.  That  is  my  individual 
judgment.  At  least  it  has  been  so  held  m  the  court  in  the  State  of 
Oregon.  I  do  not  think  the  interstate  rates  would.  That  question 
arose  in  the  Senate  committee  and  Mr.  Clark  said  that  the  rates  put 
into  effect  by  the  Director  General  had  been  filed  in  accordance  with 
law  in  the  names  of  the  corporations  and  had  laA\'fully  gone  into 
effect,  that  the  commission,  to  be  on  the  safe  side,  had  annulled  all  its 
orders  which  provide  that  rates  should  continue  for  a  limited  period, 
and  that  it  was  the  understanding  of  the  Interstate  Commerce  Com- 
mission that  the  interstate  rates  would  continue  as  the  Director 
General  had  made  them  (because  he  had  made  them  legally  effective) 
until  changed  by  the  Interstate  Commerce  Commission,  but  the 
situation  is  different  as  to  State  rates. 
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Mr.  Denison.  Then,  we  will  have  to  provide  that  the  rates  estab- 
lished by  the  Railroad  Administration  in  the  States  will  have  to  con- 
tinue until  at  least  a  year,  unless  earlier  changed  by  the  Interstate 
Commerce  Commission,  and  that  rates  established  by  the  Railroad 
Administration  in  interstate  commerce  should  not  continue  longer 
than  a  year, 

Mr.  Thom.  Here  is  what  we  have  provided  on  that  subject. 

Mr.  Denison.  In  one  case  you  authorize  the  continuation  of  the 
rates  and  in  the  other  forbid  the  continuation. 

Mr.  Thom.  "The  rates,  fares,  and  charges  in  force  at  the  time  of 
the  passage  of  this  act  shall  remain  in  force  until  changed  as  in  this 
act  provided." 

We  provide  that  there  shall  be  no  change  except  by  the  Interstate 
Commerce  Commission,  because  we  advocate  a  complete  control  by 
the  Interstate  Commerce  Commission  of  rates.  State  and  interstate. 

Mr.  Sanders  of  Indiana.  I  do  not  think  there  is  any  question 
during  peace  time  and  under  normal  conditions  of  our  constitutional 
power  to  control  the  rates,  and  there  can  be  no  question,  of  course,  of 
our  right  to  continue  the  rates  in  the  administration  under  the  war 
power  ? 

Mr.  Thom.  Not  at  all. 

Mr.  Chairman,  there  is  one  other  aspect  of  this  matter  that  we  think 
should  be  provided  for. 

A  large  indebtedness  has  been  created  for  these  railroads  by  the 
Director  General.  Under  section  6  of  the  Federal  control  act  tlue 
President  has  the  power  to  require  any  carrier  to  do  anything  he 
desires  or  thinks  wise  in  respect  to  additions  and  betterments  and  to 
pay  the.  cost.  This  power  has  been  exercised  and  there  has  been  a 
large  indebtedness  on  capital  account  created  during  Federal  control, 
and  that  is  an  indebtedness  of  the  carriers.  During  that  time,  of 
course,  hnancmg  has  been  difficult,  and  moreover,  by  the  terms  of  the 
Federal  control  act,  no  financing  could  be  done  without  the  authority 
of  the  Director  General.  He  has'always  been  willing  to  facilitate 
financing,  but  there  is  a  very  large  amount  of  indebtedness  to  the 
Government  on  account  of  additions  and  betterments  which  have 
been  jjut  upon  these  properties  by  the  requirements  of  the  Govern- 
ment. We  are  in  no  condition  to  pay  that  amount  at  once.  It  is  a 
charge  that  is  usually  provided  for  by  long-term  obligations.  What 
shall  be  done  about  it  ?  If  it  is  required  to  be  paid  at  once,  no  road 
can  do  it.  There  is  no  market  situation  that  would  enable  the  roads 
to  borrow  the  money  to  do  it.  I  sjay,  no^  road;  of  course  I  do  not 
mean  that  with  entire  accuracy.  Some  roads  have  such  financial 
strength  that  they  can  do  a  good  deal,  but  speaking  of  the  railroads 
as  a  whole,  it  is  impossible, 

Tlie  railroads  will  have  to  meet  requirements  for  additional  cash. 
They  have  got  to  borrow  sums  to  deal  with  the  future.  We  think 
that  your  act  ought  to  provide  for  these  capital  expenses  to  be  funded 
and  for  the  Government  to  take  the  funded  obligations  of  the  carriers 
for  a  period  of  10  years  at  such  rate  of  interest  as  you  see  proper. 

Ml".  Montague,  Does  your  bill  so  provide  ? 

Mr,  Thom.  Yes,  sir;  you  will  find  that  in  section  2  on  page  5.  We 
suggest  that  that  be  carried  for  10  years  without  security.  When 
that  idea  of  no  security  was  suggested  to  me,  the  thought  ran  through 
my  mind,  which  is  doubtless  in  yours,  "Why  should  that  be?"     I 
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asked  the  question  why  it  should  be  and  the  answer  was,  "We  will 
need  every  margin  of  credit  we  have  got  in  order  to  raise  the  new 
capital  to  meet  our  new  responsibilities  in  operating  these  roads,  and 
if  that  margin  is  reduced  by  the  necessity  of  giving  security  we  can 
not  perform  our  duty  in  respect  to  providing  capital  for  new  facilities 
and  it  is  in  the  interest  of  the  public  that  it  be  performed."  I  thought 
that  rep*ly  was  unanswerable;  that  the  reason  was  conclusive;  that 
it  was  in  the  public  interest  not  to  exhaust  the  margin  which,  at  best, 
is  narrow  of  these  railroads  to  provide  for  their  future  public  duties 
by  the  Government  saying  that  "the  prime  necessity  is  for  us  to  get 
security  for  the  money  we  have  ordered  these  railroads  to  spend." 
Accordingly,  we  submit  that  to  you  as  our  recommendation — that 
these  debts  be  funded  for  10  years  and  without  security. 

Mr.  Denison.  Of  course,  there  is  a  good  chance  that  the  Govern- 
ment will  lose  some  of  that  money  ? 

Mr.  Thom.  Yes;  on  some  of  the  roads  you  will  lose;  on  others 
you  will  lose  nothing.  But  you  have  been  in  a  great  enterprise. 
"You  have  done  this  to  wm  a  great  war,  and  in  my  judgment  what 
you  have  done  with  the  railroads  has  cost  this  country  less  than 
anything  else  it  has  done  to  win  the  war,  and  what  the  railroads  did 
was  at  the  foundation  of  all  that  you  could  do  to  win  the  war. 

Mr.  Denison.  In  this  connection  can  you  give  the  committee  the 
approximate  amount  which  the  administration  has  spent  and  charged 
to  capital  issues  which  you  think  ought  to  be  funded  by  the  Gov- 
ernment ? 

Mr.  Thom.  I  will  get  that,  Mr.  Denison,  and  put  it  in  the  record. 
I  have  the  table,  I  think,  in  my  office,  but  I  would  not  like  to  mention 
it  from  memory. 

There  is  another  class  of  indebtedness  to  the  Government — ■ — • 

Mr.  Sims.  Eight  along  that  line  I  would  like  to  ask  you  one  ques- 
tion. Suppose  the  committee  or  the  Congress  would  not  accept  any 
of  the  suggestions  of  your  bill  except  the  last  one. 

Mr.  Thom.  Great  Lord,  why  do  you  make  such  an  assumption  as 
that.  Judge  ? 

Mr.  Sims.  Well,  I  thought  I  would  make  a  reasonable  deduction. 
Suppose  Congress  should  not  accept  any  suggestions  of  3^our  bill 
except  one  and  should  provide  and  make  it  mandatory  that  the  roads 
were  returned  to  their  owners  and  that  there  must  be  revenue  pro- 
vided by  increase  of  rates  or  whatever  was  necessary  for  them  to 
make  the  amount  the  standard  return  is  now  equal  to,  but  the  stand- 
ard return,  the  liability  of  it,  to  continue  not  exceeding  one  year, 
would  you  think  then  you  could  keep  the  railroads  out  of  bankruptcy. 

Mr.  Thom.  No,  sir. 

Mr.  Sims.  You  think  that  would  save  them  ? 

Mr.  Thom.  No,  sir;  I  do  not. 

Mr.  Sims.  That  would  tide  you  over  ? 

Mr.  Thom.  That  would  tide  us  over  but  would  put  us  upon  a  sea 
where  shipwreck  would  at  once  follow,  if  j^'ou  do  not  safeguard  the 
future  better  than  you  do  now. 

Mr.  Sims.  I  say  provide  that  the  Interstate  Commerce  Commission 
shall  so  increase  rates — ^do  you  mean  on  the  initiative  of  the  commis- 
sion or  how  ? 

Mr.  Thom.  Yes;  I  mean  now  on  the  initiation  of  the  commission 
for  this  intermediate  period. 
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Mr.  Sims.  I  say  that  Congress  shall  direct  that  the  Interstate  Com- 
merce Commission  might  initiate  and  establish  rates  that  will  give 
the  25  per  cent  increase. 

Mr.  Thom.  Well,  whatever  is  necessary  they  would  give. 

Mr.  Sims.  Whatever  is  necessaiy  to  prevent  a  further  deficit  in  the 
Treasury  of  the  United  States,  but  the  liability  of  the  Government 
to  continue  until  these  rates  prevent  that,  not  exceeding  one  year. 
I  suppose  that  would  save  them  from  immediate  banki-uptcy  ? 

Mr.  TiioM.  From  immediate  bankruptcy. 

Mr.  Sims.  Would  not  that  give  the  railroads  this  whole  year  in 
order  to  initiate  economies  and  increase  the  morale  of  their  employees 
and  everything  of  that  sort,  and  would  not  something  be  in  their 
favor  along  that  line  ? 

Mr.  Thom.  Something;  yes. 

Mr.  Sims.  Now,  you  know  that  under  the  present  law  the  President 
has  21  "months  after  the  proclamation  of  peace — and  the  Lord  only 
knows  when  the  proclamation  of  peace  will  take  place,  as  it  does  not 
seem  possible  for  the  President  to  do  anything  about  that — and  then 
he  has  the  right  to  retain  them  for  21  months  after  that,  which  would 
continue  the  guaranty  ? 

Mr.  Thom.  We  do  not  mean  you  to  continue  the  guaranty — — 

Mr.  Sims.  I  know  you  do  not. 

Mr.  Thom.  We  do  not  ask  that  you  should  continue  the  guaranty 
and  continue  to  operate  the  properties  during  the  guaranty. 

Mr.  Sims.  But  I  say,  that  under  the  present  law  the  President 
would  have  that  time  to  return  them  during  which  time  the  standard 
return  would  be  paid  out  of  the  Treasury  whether  they  make  it  or  not. 

Mr.  Thom.  Yes;  but  then  we  would  not  be  making  any  headway 
toward  reconstruction,  if  the  Government  continued  in  control  of  the 
property.  We  are  asking  that  the  properties  be  given  back  to  us  to 
operate. 

Ml-.  Sims.  I  know  you  are,  and  you  are  really  operating  them  now, 
in  a  way. 

Mr.  Thom.  No;'  we  are  not. 

Mr.  Sims.  I  do  not  mean  in  your  own  way,  of  your  own  volition. 

Mr.  Thom.  We  are  not  operating  them  at  all.  The  Government 
is  operating  them. 

Mr.  Sims.  The  Government  can  retain  and  operate  them  and  pay 
the  standard  return  for  21  months  after  the  proclamation  of  peace  if 
the  President  so  desires  without  any  legislation. 

Mr.  Thom.  Yes. 

Mr.  Sims.  So  tlie  taxpayer  would  be  liable  all  that  time  for  what- 
ever they  failed  to  make.  Now  your  proposition  is  to  release  the 
Government  from  continuing  to  be  liable  after  the  expiration  of  12 
months,  or  until  the  revenue  provided  by  tlie  Interstate  Commerce 
Commission  shall  equal  the  standard  return  which  would  be,  in 
effect,  releasing  the  Government  from  further  liability. 

Mr.  Thom.  Yes. 

Mr.  Sims.  But  what  I  wanted  to  know  is  this:  Suppose  we  should 
find  in  favor  of  you  on  that  issue  and  then  leave  out  Federal  incor- 
poration and  a  whole  lot  of  other  things  which  you  suggest  might 
be  good  things  but  as  they  have  never  been  tried  we  do  not  know — 
would  that  in  your  judgment  save  the  situation  so  as  not  to  bring 
about  this  terrible  amount  of  death  and  destruction  to  the  country 
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which  you  figure  will  arise  if  they  should  be  returned  without  that 
protection  ? 

Mr.  Thom.  No;  not  if  you  did  that  alone.  That  relates  oiily  to 
the  transition  period  back  to  normal  conditions. 

Mr.  Sims.  It  assumes  conditions  will  be  normal  in  a  year. 

Mr.  Thom.  It  assumes  conditions  will  be  normal  in  a  year  and 
you  have  got  to  safeguard  the  carriers  after  normal  conditions  are 
restored,  and  you  have  got,  in  some  way,  to  give  such  assurance  to 
the  investor  who  has  not  yet  got  his  money  in  these  properties  as 
will  attract  him  to  put  his  money  into  them. 

Mr.  Sims.  Judge,  how  could  this  Congress  pass  a  law  that  would 
secure  an  investor  against  the  raids  of  the  next  Congress  or  the 
possibility  of  a  raid  by  the  next  Congress  ? 

Mr.  Thom.  You  can  not  do  that  but  you  can  obviate  the  diffi- 
culty, at  least,  in  this  Congress  of  failing  to  provide  for  a  situation 
which  is  absolutely  pressing  itself  upon  your  notice.  You  are  deal- 
ing with  a  system  of  regulation.  No  Congress  deals  with  that  on 
the  theory  that  the  next  Congress  will  undo  what  has  been  done. 
A  Congress  performs  its  duties  with  the  idea  that  what  it  does  will 
project  itself  with  beneficial  effect  into  the  future  until  a  changed 
public  sentiment  or  changed  conditions  require  something  else.  We 
are  not  asking  you  simply  to  provide  for  the  transition  period.  We 
ar  e  asking  you  to  provide,  as  well,  for  normal  times  and  the  normal 
conditions  that  wiU  succeed  the  transition  period,  and  we  say  to 
you  that  for  that  period,  in  our  judgment,  it  is  necessary  for  you 
to  institute  a  rule  of  rate  making  which  shall  provide  for  all  the 
things  which  you  will  find  enumerated  in  section  9  of  this  act  on 
page  15,  and  that  you  shall  further  help  that  by  requiring  a  con- 
sistent policy  of  encouragement  and  protection  by  creating  the 
board  of  transportation  and  making  them  responsible  to  see  that  the 
American  people  have  the  facilities  and  service  which  they  need  for 
their  commerce.  We  ask  that  the  board's  conclusions  shall  be  cer- 
tified to  the  Interstate  Commerce  Commission  and.  shall  be  a  guide 
to  the  commission  unless  the  commission  finds  that  the  certificate 
is  ill-founded. 

Mr.  Sims.  But,  Judge,  these  are  abnormal  times,  and  why  would 
it  not  be  wiser  for  a  Congress  elected  and  selected  and  acting  after 
normal  times,  which  would  know  better  what  ought  to  be  done  to 
perpetuate  normal  conditions?  If  we  do  something  now  we  may 
make  mistakes  as  we  have  heretofore. 

Mr.  Thom.  Yes;  and  if  you  do  nothing  now  beyond  two  years,  how 
much  money  do  you  expect  people  will  put  into  these  railroads  to 
take  care  of  their  natural  and  necessary  growth  during  that  time  ? 

Mr.  Sims.  If  the  Government  continues  to  operate  them  and  pay 
the  standard  return  they  will  not  need  any  new  money  so  far  as  I 
can  see. 

Mr.  Thom.  They  will  need  at  least  $500,000,000  a  year  and  probably 
much  more  than  that — more  likely  in  the  neighborhood  of  one 
thousand  million  a  year. 

Mr.  Sims.  I  wanted  to  find  out,  frankly,  what  was  your  irreducible 
minimum  on  legislation  by  this  Congress  at  this  time. 

Mr.  Thom,  My  irreducible  minimum  on  legislation  is  for  you  to 
provide  in  a  way  that  will  protect  the  transition  period  and  provide 
a  system,  as  a  settled  railroad  policy  for  normal  times,  that  will  com- 
mand the  confidence  of  the  investing  public  of  this  and  other  countries 
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Mr.  Sims.  And  if  you  do  not  get  that  you  do  not  want  anything. 

Mr.  Thom.  If  we  do  not  get  that,  in  our  judgment,  you  have  con- 
signed railroad  management  to  failure. 

Mr.  Sims.  In  other  words,  the  Government  had  better  continue 
to  operate  them  and  be  responsible  for  them  than  to  pass  an  act 
with  any  less  legislation  than  that  you  have  provided  for. 

Mr.  'Thom,  If  you  do  not  provide  such  a  system  as  will  enable  the 
private  managers  of  these  properties  to  get  the  means  to  give  the 
facilities  and  the  service  the  country  needs,  you  had  better  go  to 
Government  ownership. 

Mr.  Sims.  I  am  asking  frank  questions  and  I  always  get  an  answer 
of  that  sort  from  you. 

Mr.  Thom.  I  am  giving  you  a  very  frank  answer,  Judge. 

Mr.  Sims.  I  know  that,  and  that  is  why  I  asked  you  for  your  irre- 
ducible minimum. 

Mr.  Thom.  Now,  Mr.  Chairman,  I  will  merelv  ask  permission  to  file 
a  recapitulation  in  the  record  of  the  things  I  have  advocated.  I  do 
not  want  to  take  any  more  of  your  time  in  m^^  oral  statement. 

The  Chairman.  Very  well.  The  committee  is  obliged  to  you  for 
the  illumination  you  have  given  the  problems  before  it. 

(The  recapitulation  filed  by  Mr.  Thom  is  as  follows:) 

RECAPITULATION . 

Manifestly  Congress  has  two  periods,  and  two  essentially  different 
conditions,  to  deal  with  in  this  legislation: 

First.  The  period  of  transition  that  must  elapse  after  the  restora- 
tion of  these  railroad  properties  to  their  owners  before  the  reestab- 
lishment  of  normal  conditions. 

Second.  The  period  after  normal  conditions  shall  have  been 
restored. 

I.  As  to  the  first,  or  transition  period,  we  advocate: 

(1)  That  the  Government  shall,  immediately  upon  the  passage  of 
the  act,  through  the  Interstate  Commerce  Commission,  do  what  is 
necessary  to  restore  a  proper  relation  between  the  carriers'  operating 
revenues  and  expenses. 

(2)  That,  pending  such  action  by  the  Interstate  Com,merce  Com- 
mission, the  standard  returns  shall  continue,  the  guarantee  to  cease 
the  moment  the  commission  has  restored  the  proper  relation  between 
revenues  and  expenses,  which  has  been  destroyed  by  the  Government. 

(-3)  That,  until  changed  by  the  commission,  the  rates,  State  and 
interstate,  in  force  at  the  time  of  the  passage  of  the  act,  shall  continue 
in  force ; 

(For  details  of  the  foregoing  provisions  see  section  1  of  the  pro- 
posed bill.) 

(4)  That  the  indebtedness  of  the  carriers  to  the  Director  General 
of  Railroads,  or  to  the  the  War  Finance  Corporation,  at  the  tim^  of 
the  passage  of  the  act,  be  funded.  (See  section  2  of  the  proposed 
bill.) 

II.  As  to  the  second,  the  normal  period,  we  advocate: 

(1)  That  the  exclusive  power  of  regulating  rates.  State,  as  well  as 
interstate,  of  interstate  carriers,  shall  be  vested  in  the  Interstate 
Commerce  Commission,  and  that  this  power  shall  extend  to  carriers 
whoUy  by  water  between  points  both  of  which  are  in  the  United 
States.     (See  section  3  of  the  bill.) 
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(2)  That  a  rule  of  rate  making  shall  be  adopted  by  Congress  which 
will  require  that  the  level  of  rates,  fares,  and  charges  in  rate-making 
groups  (the  commission  to  divide  the  railroads  into  rate-making 
groups)  shall  from  time  to  time  be  adjusted  so  as  to  provide  revenues 
sufficient  to  pay  the  wages  of  labor,  and  all  other  expenses  of  opera- 
tion, including  taxes,  a  fair  return  on  the  value  of  the  property  heh] 
for  or  used  in  the  public  service,  and  to  establish  and  maintain  a 
credit  sufficient  to  attract  the  new  capital  necessary  to  meet  the  pub- 
lic need  for  present  and  reasonably  prospective  transportation  facili- 
ties and  service,  the  rate  to  be  determined  with  reasonable  reference 
to  railroads  fairly  representative  of  average  conditions  in  the  group. 
(See  section  9  of  the  bill.) 

(3)  That  in  order  to  lift  up  into  its  proper  relative  place  in  the 
system  of  regulation  the  public  need  for  assurance  as  to  the  adequac\' 
of  facilities  and  service  a  transportation  board  be  established,  whose 
duty  it  shall  be  to  see  that  the  public  need  for  facilities  and  service 
is  met,  and  to  that  end  the  board,  after  study,  shall  certify  to  the 
commission  the  amount  of  revenues  necessary  in  each  rate-making 
group  for  the  purposes  above  mentioned,  certifying  its  conclusion  to 
the  commission  which,  in  rate  making,  shall  accept  it  as  correct, 
unless  good  cause  be  shown  against  it. 

Tnis  we  regard  as  essential  in  order  to  attract  investors,  as  they 
need  the  assurance  of  a  consistent,  well-sustained,  and  protecting 
policy,  such  as  will  come  from  this  "budget"  system.  (See  sections 
4,  5,  and  6  of  the  proposed  bill.) 

(4)  That  in  order  to  put  the  commission  into  a  quasijudicial  atti- 
tude and  to  relieve  it  of  overwork,  the  functions  and  powers  of  the 
commission  under  existing  laws,  except  as  to  accounting,  as  to  the 
Federal  valuation  of  railroad  properties,  and  as  to  rates,  fares,  and 
charges,  be  transferred  to  the  transportation  board.  (See  section  7 
of  the  proposed  bill.) 

(5)  That  power  be  conferred  upon  the  board  to  distribute  the  ob- 
structed traffic  of  one  line  over  other  lines;  to  permit,  under  proper 
restrictions,  the  joint  use  of  passenger  terminals  by  other  carriers; 
and,  in  cases  of  serious  national  emergency,  if  declared  by  the  Presi- 
dent, to  require  the  carriers,  during  the  continuance  of  the  emergency, 
to  coordmate  their  facilities  into  a  unified  system.  (See  section  8  of 
the  bill.) 

(6)  That  there  shall  be  a  double  power  to  initiate  rates;  first,  by 
the  carriers,  subject  to  be  suspended  and  overruled  by  the  commis- 
sion; and  second,  by  the  commission  itself,  in  order  that  it  may  per- 
form its  duty  of  making  the  rates  adequate  to  provide  the  revenues 
required  by  section  9.     (See  section  10  of  the  bill.) 

(7)  The  declaration  of  a  policy  by  Congress  in  favor  of  the  con- 
solidation of  the  carriers  into  a  number  of  strong,  efficient  systems, 
which  shall  preserve  the  advantages  of  effective  competition  in  serv- 
ice, eliminate  unnecessary  duplications,  and  promote  economy — that 
the  Interstate  Commerce  Commission  be  empowered  to  pass  on  such 
consolidations  and  when  so  approved  they  shall  be  lawful.  (See 
section  11  of  the  bill.) 

(8)  That  the  Interstate  Commerce  Commission  be  authorized  to 
permit  agreements  between  carriers  engaged  in  interstate  commerce 
in  respect  to  rates,  fares,  charges,  and  practices;  the  pooling  of  cars 
and  other  transportation  facilities;  ana  the  division  of  earnings  in 
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connection  with  the  elimination  of  unnecessary  train  service.  (See 
section  12  of  the  proposed  bill.) 

(9)  That  no   new   or  branch  line   of  railroad   exceeding 

miles  in  length,  shall  be  hereafter  constructed  to  engage  in  interstate 
or  foreign  commerce  unless,  on  application  of  the  carrier,  a  certificate 
of  public  convenience  and  necessity  is  obtained  from  a  governmental 
body.     (See  section  13  of  the  proposed  bill.) 

(10)  That  section  10  of  the  Clayton  Act  be  repealed.  (See  section 
14.) 

(11)  That  the  terms  and  salaries  of  the  members  of  the  Interstate 
Commerce  Commission  be  increased.     (See  section  15  of  the  bill.) 

(12)  That  regional  commissions  be  established  to  be  located  in 
the  various  regions  into  which  the  Interstate  Commerce  Commission 
is  directed  to  divide  the  ITnited  States,  who  shall  reside  in  their 
respective  districts,  and  shall  decide,  as  masters  in  chancery,  all  com- 
plaints in  their  respective  districts;  the  result  to  be  certified  to  the 
Interstate  Commerce  Commission,  subject  to  exceptions;  the  hear- 
ings before  the  Interstate  Commerce  Commission  to  be  confined  to 
these  exceptions,  unless  otherwise  directed  by  the  commission;  if  no 
exceptions,  orders  of  the  regional  commission  to  go  automatically 
into  effect  after  a  limited  time.     (See  Chapter  III  of  the  bill,  page  22.) 

(13)  That  a  system  of  exclusive  Federal  regulation  of  the  issue  of 
securities  be  provided.     (See  Chapter  IV  of  the  bill,  page  30.) 

(14)  That  all  railroads  engaged  in  interstate  commerce  shall  in- 
corporate under  Federal  law,  and  providing  a  system  for  such  incor- 
poration and  for  new  incorporations.  (See  Chapters,  V,  VI,  VII, 
VIII,  IX,  X,  XI,  XII,  XIII,  XIV  of  the  proposed  bill.) 

(15)  Suggestions  as  to  the  adjustment  of  labor  controversies  to  be 
hereafter  made. 

(The  committee  thereupon  adjourned  until  Wednesday,  August  27, 
1919,  at  10  o'clock  a.  m.) 


Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Friday,  August  22,  1919. 

The  committee  met  at  10  o'clock  a.  m.,  Hon,  John  J.  Esch  (chair- 
man) presiding. 

The  Chairman.  Mr.  Thom,  you  may  proceed. 

Mr.  Thom.  Mr.  Chairman,  1  have  distributed  to  the  seats  of  the 
committee  the  pamphlet  on  the  question  of  the  relation  of  the  State 
and  the  National  Government  to  the  commerce  clause,  which  I 
attempted  yesterday  to  seduce  them  to  read,  and  I  repeat  the  request 
that  if  they  can  find  the  time  they  will  do  so. 

My  statement  has  already  been  interrupted,  and  there  are  two 
gentlemen  here  who  have  calls  that  they  must  meet,  and  if  it  is  agree- 
able to  the  committee,  I  would  like  to  suspend  at  this  time  and  let 
Judge  Lovett  and  Mr.  Elliott  be  heard,  and  I  will  immediately  follow 
them  and  complete  my  statement. 

The  Chairman.  That  will  not  interrupt  your  testimon}^  as  printed 
in  the  hearings. 

Mr.  Thom.  I  will  ask  that  the  testimony  I  give  be  presented  in  the 
record  in  continuous  form. 

The  Chairman.  The  committee  then  will  hear  Judge  Lovett. 
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STATEMENT  OF  MR.  E.  S.  LOVETT,  PRESIDENT  OF  THE 
UNION  PACIFIC  RAILROAD  CO.,  120  BROADWAY,  NEW 
YORK. 

Mr.  LovETT.  Mr.  Chairman,  some  weeks  ago  I  prepared  a  state- 
ment setting  forth  rather  fully  and  yet  as  concisely  as  I  could,  my 
views  on  many  aspects  of  the  question  that  is  now  before  the  com- 
mittee and  printed  it  in  pamphlet  form  and  sent  it  to  the  members  of 
the  committee  and  Members  of  the  House  generally.  Of  course,  I 
realize  it  is  too  much  to  expect  Members  to  read  a  pamphlet  as  long 
as  this  when  they  get  reams  of  such  publications. 

The  Chairman.  I  think  we  have  read  it  and  I  think  it  might  be  well 
to  have  it  printed  as  part  or  your  hearing. 

Mr.  LovETT,  I  would  appreciate  having  it  appear  as  part  of  my 
statement. 

(The  statement  referred  to  by  Mr.  Lovett  is  as  follows:) 

In  the  discussion  of  the  railroad  problem  ^ow  before  Congress,  it 
seems  safe  to  assume  that  the  following  propositions  are  too  clear  to 
require  or  admit  of  argument: 

1.  That  it  is  necessary  for  Congress  to  enact,  at  the  earliest  date 
practicable,  legislation  required  to  develop  and  continue  to  provide 
the  railroad  facilities  which  the  country  must  have. 

2.  That  the  country  has  definitely  made  up  its  judgment  against 
the  owTiership  and  operation  of  the  railroads  by  the  Government. 

3.  That  public  opinion  overwhelmingly  favors  the  continuance, 
by  private  ownership,  of  competition  in  service  and  facilities  furnished 
by  railroad  carriers. 

It  will  be  assumed,  therefore,  that  these  propositions  are  established, 
and  they  v.dll  not  be  discussed. 

Plans  for  solution  of  the  problem  have  been  presented  in  such 
number,  and  discussion  has  taken  such  wide  range,  that  Congress 
must  be  confused  by  the  multitude  of  suggestions.  Probiiblv  ever}' 
theory  of  railroad  regulation  has  been  presented ;  and  many  of  these 
theories,  while  plausible  and  attractive  in  the  abstract,  are  impracti- 
cable when  applied  to  actual  conditions.  The  situation,  however,  is 
very  real,  and  we  must  deal  with  actualities.  We  have  to  deal  with 
about  275,000  miles  of  railroad,  serving  the  growing  commerce  of  a 
nation  of  over  one  hundred  millions  of  people,  and  representing  an 
investment  of  nearly  twenty  billions  of  dollars,  owned  by  all  classes 
of  citizens,  and  by  savings  banks,  insurance  companies,  and  financial 
institutions  of  every  kind.  The  effect  of  every  radical  proposition 
upon  this  situation,  therefore,  should  be  studied  carefully  before  it  is 
adopted.  It  is  not  an  occasion  for  experiments.  Hence  it  is  proper 
to  examine  at  the  outset  some  of  the  proposals  which  appear  to  be  of 
this  character. 

Most  of  the  discussion  recently  has  centered  about,  and  given  great 
prominence  to,  the  supposed  difficulty  presented  by  the  case  of  the 
strong  and  weak  companies  operating  railroads  in  competition.  It 
is  of  course  necessary  that  the  transportation  rates  should  be  the 
same  on  both  roads,  since  otherwise  the  lower  rate  would  attract  all 
the  business.  The  difficulty  arises  because  a  rate  high  enough  to 
make  the  weak  or  inefficient  road  reasonably  profitable,  it  is  assumed 
would  make  the  strong  or  efficient  road  unduly  profitable.     Various 
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remedies  for  strengthening  the  weak  and  reducing  the  strong  have 
been  proposed — all  assuming,  without  showing,  that  this  is  wise  and 
necessary.  Now,  many  of  the  weak  roads  are  weak  because  they 
serve  teritories  which,  for  various  reasons,  afford  but  little  traffic — 
sparsely  settled,  poor  in  agricultural  or  other  production,  etc. — but 
which  nevertheless  are  giving  the  service  which  the  traffic  justifies. 
I  presume  no  one  expects  service  substantially  out  of  proportion  to 
the  traffic.  Some  of  the  weak  roads  are  weak  because  they  are  in 
competitive  territory.  Their  traffic  is  competitive,  and  they  are  not 
able  to  get  sufficient  traffic  away  from  rivals  to  become  prosperous. 
These  roads  are  not  so  vital  to  the  community,  because  the  com- 
peting roads  afford  the  transportation  required.  Other  roads  are 
weak  as  a  result  of  mistakes  in  policy,  unsound  financing,  or  bad 
mianagement;  and  many  because  building,  in  the  first  instance,  never 
was  justified  by  the  traffic  obtainable.  All  weak  roads,  however,  are 
put  in  the  same  category  in  the  discussion  seeking  relief  for  them, 
regardless  of  the  cause  of  their  condition  or  the  public  necessity  for 
more  service  than  they  are  now  performing.  True,  many  propose  as 
a  basis  of  the  remedies  they  suggest  that  the  real  value  of  each  road 
shall  be  ascertained,  but  others,  and  perhaps  the  most  numerous  ad- 
vocates, propose  that  the  property  investment  account,  or  the  "book 
value,"  of  these  roads  shall  be  taken  as  their  value  for  rate-making 
purposes;  whereas  the  book  value  includes,  in  probably  all  cases,  the 
par  value  of  the  stock  and  bonds  kept  alive  and  now  outstanding 
regardless  of  earnings  or  actual  value. 

Furtherm.ore,  in  the  discussion  little  attention  has  been  paid  to  the 
fact  that  the  business  of  the  country  is  not  handled  by  the  so-called 
weak  roads.  That  is  generally  the  reason  why  they  remain  weak. 
They  have  not  enough  business,  either  because  the  territory  they  serve 
does  not  produce  it,  or  because  their  more  efficient  rivals  are  able  to 
get  it  through  competition.  The  congestion  of  traffic  in  1917-18  did 
not  occur  on  the  weak  roads,  but  on  the  so-called  strong  roads.  Very 
few  of  the  weak  lines  were  taxed  except  by  the  overflow  of  traffic  in 
excess  of  what  the  strong  lines  could  handle.  This  was  because  the 
bulk  of  the  traffic  is  normally  on  the  strong  lines;  and  this  tends  to 
make  them  strong.  In  time  of  stress,  the  burden  naturally  falls  upon 
these  lines.  But  under  the  Government  policy  of  inflexible  or  de- 
clining transportation  rates  for  a  number  of  years,  during  which 
wages  and  other  operating  costs  have  been  rising,  the  strong  roads 
have  found  difficulty  in  getting  capital  to  provide  the  additional  main 
tracks,  terminals,  equipment,  and  other  facilities  for  handling  the 
growing  traffic. 

It  is  undoubtedly  true  that  the  existence  of  financially  strong  roads 
and  weak  roads  in  the  same  locality  owning  lines  competing  with 
each  other,  presents  a  serious  difficulty  if  it  is  the  determination  of 
the  Government  to  add  value  to  some  and  take  value  from  others  by 
law.  One  of  the  methods  suggested  for  overcoming  the  difficulty 
arising  from  the  existence  of  strong  and  weak  roads  in  competitive 
territory  is  by  consolidation  of  all  railroads  into  a  few  systems. 

There  is  insistence  by  some  very  eminent  authorities  on  railroad 
affairs  and  in  matters  of  law  and  foiance  that  all  the  railroads  of  the 
country  should  be  consolidated  into  a  few  large  systems — from  12  to 
25  in  number — in  order  that  the  weak  may  be  supported  by  the 
strong.     By  merging  the  poor  roads  with  the  prosperous  in  a  large 
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traffic  territory,  it  is  said  that  rates  could  be  made  which  would  yield 
a  fair  return  on  the  property  as  a  whole,  which,  without  such  con- 
solidation, would  impoverish  some  and  enrich  others. 

The  outstanding  necessity  confronting  Congress  and  the  task  before 
it,  as  I  understand,  is  to  enact  legislation  that  will  restore  the  confi- 
dence of  investors  and  establish  the  credit  of  the  carriers,  so  that  the 
money  necessary  to  provide  and  keep  up  the  railroad  facilities  of  the 
country  may  be  obtained.  The  advocates  of  consolidation,  however, 
fail  to  point  out  how  their  plan  will  accomplish  this  object.  For 
example,  it  is  not  apparent  how  the  credit  of  the  New  York  Central, 
or  the  Pennsylvania  or  the  Chicago  &  North  Western,  or  the  Burling- 
ton, or  the  Union  Pacific,  or  the  Atlantic  Coast  Line  would  be  im- 
proved by  merging  them  with  their  poor  and  unprofitable  neighbors 
and  rivals.  Instead  of  improving  the  credit  of  the  weak  road  the 
only  effect  of  the  project,  as  it  appears  to  me,  would  be  to  impair  the 
credit  of  the  strong  road.  The  inevitable  effect  would  be  to  reduce 
the  average  of  the  credit  of  all  the  railroads. 

The  credit  of  the  strongest  of  these  roads  has  not  been  any  too  good 
during  the  last  10  years.  Their  credit  needs  support  even  more  than 
the  weak  roads,  because  they  have  greater  responsibility  and  greater 
burdens  to  bear.  They  must  provide  the  facilities  for  the  increased 
traffic  they  serve,  wliich  inevitably  goes  to  their  lines  in  times  of 
stress.  Such  credit  as  they  now  have  is  due  to  their  ability  to  pay 
dividends.  Falling  rates  and  mounting  expenses  and  the  policy  of 
State  and  National  regulations  increasingly  menaced  the  stability  of 
dividends,  and  thus  weakened  the  credit  of  the  strong  roads. 

It  seems  to  be  assumed  that  the  strong  roads  have  been  earning, 
in  excess  of  what  thej^  are  legally  entitled  to  earn,  an  amount  suffi- 
cient to  make  up  for  the  inadequate  earnings  of  the  weak  roads,  and 
that  when  the  properties  are  consolidated  and  the  earnings  of  the 
group  thus  pooled,  the  average  will  provide  credit  for  all.  But  this 
is  a  fallacy  wliich  can  be  demonstrated  at  the  proper  time.  In  any 
event,  the  earnings  represent  a  value  which  must  be  paid  for  by  the 
consolidated  corporation  when  it  acquires  the  properties.  It  is  fair 
to  say  that  the  proponents  of  the  plan  of  consolidation  do  not  pro- 
pose, as  some  other  plans  contemplate,  the  confiscation  of  the  prop- 
erty of  the  stockholders  of  the  strong  roads  for  the  benefit  of  the 
owTiers  of  the  weak  roads.  They  do  not  suggest  that  the  property 
investment  account  or  book  value  of  the  property"  upon  each  com- 
pany's books  should  be  taken  as  the  measure  of  value  in  consoli- 
dation, but  that  the  real  value  of  the  property  should  be  the  basis. 

But  the  practical  difficulty  of  accomplishing  the  consolidation  of 
all  the  railroads  in  the  United  States  into  a  comparatively  small  num- 
ber of  companies  seems  to  be  a  conclusive  answer  to  the  suggestion. 
Briefly,  it  is  proposed,  as  I  understand  the  proposition,  that  Congress 
shall  incoporate  a  dozen  or  more  companies,  each  to  acquire  certain 
railroads.  Some  suggest  that  all  railroads  in  a  certain  territory  to 
be  prescribed  by  the  Interstate  Commerce  Commission  shall  be 
acquired,  but  this,  of  course,  would  absolutely  eliminate  all  compe- 
tition, so  that  I  assume  the  territorial  division  among  these  absorbing 
companies  will  not  be  adopted,  in  view  of  the  almost  universal  desire 
to  preserve  competition.  Others  suggest  that  all  the  railroads  be 
divided  between  the  absorbing  companies,  not  geographically,  but  in 
such  manner  as  to  have  them  interlace  and  preserve  competition;  and 


RETURN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP.       1293 

if  all  the  roads  are  to  be  merged  into  a  few  companies,  this  method 
should  be  preferred  to  the  geographical  division. 

Congress  undoubtedly  can  acquire  any  or  all  the  raUroads  of  the 
United  States  for  the  Government.  It  may  also  create  corporations 
with  power  to  acquire  them,  and  consequently  it  may  create  several 
corporations  to  acquire  all  the  roads  in  a  prescribed  territory,  or 
certain  specified  railroads.  But  Congress  has  no  right  to  compel 
one  corporation  to  consolidate  with  another.  It  may  give  one  the 
right  to  acquire  the  property  of  the  other  by  condemnation,  but  it 
must  pay  for  it,  and  (here  is  the  difficulty)  pay  for  it  in  cash.  Con- 
gress has  no  power  to  compel  the  stockholders"  of  the  railroads  to  be 
absorbed  to  accept  in  exchange  the  stock  of  one  of  the  dozen  or  more 
companies  which  are  to  absorb.  When  these  absorbing  companies 
acquire  the  railroads  assigned  to  them,  they  must  pay  the  value  in 
cash  to  aU  who  demand  cash.  Whether  this  will  be  few  or  many 
no  one  knows.  It  is  certain  that  many  wiU  demand  cash;  and  then 
it  must  be  provided  if  the  transaction  is  to  be  accomplished.  The 
''underwriting"  of  a  fabulous  amount  must  be  provided.  Since  no 
one  win  know  in  advance  how  many  wiU  demand  cash  instead  of 
new  securities,  the  underwriting  must  be  for  the  entire  amount. 
Will  Congress  appropriate  the  billions  necessary?  Have  we  bankers 
enough  to  provide  the  money  except  through  a  series  of  years  ? 
And  what  will  happen  to  the  financial  welfare  of  the  country  in  the 
meantime,  and  what  will  the  money  cost?  The  familiar  mortgage 
foreclosure  and  reorganization  affords  no  analogy.  The  railroad  will 
not  be  sold  at  auction  as  in  those  cases  but  must  be  paid  for  at  its 
value  as  determined  in  proceedings  conforming  to  due  process  of  law. 

Notwithstanding  the  great  experience  and  ability  of  some  of 
those  who  are  advocating  this  method  of  consolidation,  I  am  unable 
to  bring  myself  to  believe  that  it  is  practicable,  unless  the  operation 
is  extended  over  a  period  of  perhaps  18  years  or  more,  during  which 
it  would  be  an  element  of  constant  disturbance  in  our  financial 
affairs. 

THE    SUGGESTED    CONSOLIDATIONS    TOO    BIG. 

I  may  add,  though  perhaps  not  relevant  to  the  main  point  I  am 
discussing,  that  my  judgment  is  against  the  consolidation  of  aU  the 
railroads  of  the  country  into  a  few  companies,  say  from  10  to  30, 
because  I  believe  the  companies  would  be  too  large  and  unwieldly  for 
efficient  and  economical  management.  I  believe  that  railroad 
executives  generally  will  agree  that  railroad  systems  may  be  made 
too  big — that  there  are  limits  beyond  which  a  railroad  system  should 
not,  in  the  interest  of  economy  and  efficiency,  be  extended  by  con- 
solidation with  or  acquisition  of  other  lines.  I  am  very  confident 
that  this  is  true.  More  important  still,  consolidation  should  not 
be  arbitrary.  Each  should  be  for  a  definite  purpose,  and,  where  the 
Government  regulates,  for  a  definite  public  benefit.  I  am  entirely 
in  accord  with  the  policy  of  removing  some  of  the  restrictions  and 

Eermitting  consolidations,  subject  always  to  approval,  after  hearing, 
y  the  Interstate  Commerce  Commission.  I  believe  that  the  absorp- 
tion of  some  of  the  weak  lines  by  the  strong  lines,  upon  fair  terms, 
should  be  promoted.  But  competition  in  service  and  facilities  should 
not  only  be  preserved,  but  should  be  extended,  and  no  consolidation 
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should  be  permitted  which  in  substantial  degree  eliminates  such 
competition.  I  believe  that  the  existing  railroad  systems  should 
be  taken  as  a  basis,-  and  such  consolidation  as  is  desirable  should  be 
built  up  on  that  basis.  This  would  avoid  the  insuperable  financial 
difficulty  already  mentioned,  and  the  disorganization  of  existing 
-relations,  and  the  disturbance  of  the  billions  of  securities  already 
outstanding. 

POOLING    OF    NET    EARNINGS. 

Another  and  much  advertised  and  discussed  method  for  solving 
the  problem  presented  by  the  existence  of  financially  strong  and 
weak  lines  in  the  same  lo'cahty  is,  in  substance,  that  the  Interstate 
Commerce  Commission  shall  divide  the  railroads  of  the  country  into 
territorial  or  traffic  groups  and  take  the  "property  investment" 
account  or  book  value  of  all  the  railroads  in  each  group  and  estab- 
lish rates  for  that  group  sufficient  to  yield,  say,  6  per  cent,  or  some 
other  specified  return,  on  such  investment  or  book  value  of  each  ■ 
group.  Undoubtedly  this  would  result  in  a  much  higher  yield  than  i 
the  average  for  the  efficient  roads,  and  much  lower  than  the  average 
for  the  inefficient,  just  as  has  always  been  the  case  in  the  past.  But 
it  is  proposed,  as  a  part  of  this  plan,  that  the  most  efficient  roads 
shall  be  limited  to  the  average,  and  their  earnings  in  excess  of  the-; 
average  shall  be  set  aside  for  the  benefit  in  some  form  of  the  unprofit- 
able roads  that  earn  less.  The  method  of  distributing  the  fund  J 
between  the  different  roads  varies  with  the  different  suggestions,  but 
all  contemplate  that  the  law  shall  limit  the  earnings  of  the  prosperous 
roads  and  increase  the  earnings  of  the  poor  roads.  The  advocates  of 
the  plan  may  argue  that  they  do  not  intend  to  take  any  value  away 
from  the  strong  roads  except  those  whose  earnings  are  "excessive," 
but  that  the  earnings  of  the  weak  roads  \vi\\  be  provided  by  increasing 
rates  under  an  adjustment  that  will  give  all  the  increase  to  the  weak 
roads.  But  many  of  the  roads  are  already  earning  in  excess  of  6  per 
cent,  the  average  rate  suggested;  and  obviously  the  plan  proposes  to 
take  this  excess  from  the  stockholders  of  the  roads  earning  it  for  the 
benefit  of  the  security  holders  of  the  weaker  roads. 

However  disguised  and  in  spite  of  all  the  reffiiement  of  draftsman- 
ship and  legal  expression,  the  substantial  object  sought  is  to  take, 
directly  or  indirectly,  from  the  stockholders  of  the  prosperous  roads 
net  earnings  of  their  properties  and  give  the  same  to  the  security 
holders  of  the  weak  roads.  Let  us  consider,  first,  who  is  to  sufter 
and  who  is  to  benefit  bv  this  arrangement.  The  stocks  of  the  pros- 
perous roads — that  is,  dividend  payers— are  widely  scattered.  They 
aft'ord  the  only  income,  and  literally  the  only  means  of  subsistence, 
of  hundreds  of  thousands  of  people' in  this  country.  They  are  thus 
held  because  they  pay  dividends.  The  poor,  who  require  a  return 
from  their  savings  and  who  must  have  some  income,  can  not  and 
generally  do  not  buy  railroad  stocks  that  have  not  paid  dividends. 
The  stocks  of  the  inefficient  roads  most  generally,  I  believe,  are  held 
by  small  groups,  very  often  by  syndicates  that  accumulated  them 
for  speculation,  or  gol  them  in'  some  reorganization  and  are  holding 
them  with  the  hope  that  something  will  turn  up  that  will  let  them 
out  without  loss,  or  give  them  a  speculative  profit.  Some  of  the 
schemes  that  have  been  proposed  will  afford  this  longed-for  oppor- 
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tunity  to  many  a  weary  speculator  in  inferior  railroad  securities,  but 
will  be  very  discouraging  to  the  multitude,  including  a  great  many 
women  v/ho  have  invested  their  small  means  in  high-class  railroad 
stocks  for  an  income  on  which  to  live. 

SOME    CONSTITUTIONAL    CONSIDERATIONS. 

But,  I  submit  that  Congress  is  without  power  to  take  the  riet 
earnings  belonging  to  the  stockholders  of  one  railroad  company  for 
the  benefit  of  the  security  holders  of  another  railroad  company.  It 
would  be  a  denial  of  due  process  of  law,  and  would  also  be  the  taking 
of  private  property  for  public  use  without  just  compensation,  contrary 
to  the  fifth  amendment  of  the  Federal  Constitution.  A  law  that 
would  take  the  net  earnings  of  one  railroad  company  and  give  the 
same  to  another  would  be  as  obnoxious  as  would  be  a  law  declaring 
that  the  property  of  A  should  thereafter  be  the  property  of  B.  One 
person's  property  can  be  taken  by  the  Government  for  another  person 
only  by  due  proceedings  in  each  instance  and  just  compensation. 
This  is  the  essence  of  the  fifth  amendment.  Nor  does  it  matter  how 
indirect  the  taking  may  be.  The  taking  of  income  from  the  company 
earning  it  and  putting  it  into  some  fund  to  be  thereafter  distributed 
for  the  benefit  of  others  is  as  futile  as  an  effort  to  take  directly  from 
company  A  and  give  to  company  B. 

It  may  be  argued  that  a  railroad  company  is  only  entitled  to  a  fair 
return  on  the  value  of  its  property.  That  is  true  as  far  as  it  goes,  and 
if  it  were  not  for  the  fifth  amendment.  But  such  argument  begs  the 
question.  The  Government  may  fix  rates  sufficient  to  yield  a  fair 
return  upon  the  value  of  the  property  and  the  company  has  no  con- 
stitutional right  to  complain.  But  that  is  a  very  different  proposi- 
tion from  taking  from  the  company,  after  it  has  actually  earned  and 
saved  the  money,  a  portion  of  the  net  revenue  and  giving  it  to  another 
company.  That  is  not  fixing  rates  which  the  carrier  may  charge  the 
shipper,  but  is  taking  the  carrier's  property  for  the  benefit  of  another, 
or  for  the  public,  if  you  please,  without  due  process  of  law  and  without 
just  compensation.  They  are  two  entirel}'^  dift'erent  acts  and  func- 
tions. It  is  the  right  and  duty  of  the  Government  to  prescribe  rea- 
sonable rates  whicJi  the  carrier  shall  charge  the  shipper.  The  Gov- 
ernment having  fixed  the  rate,  the  carrier  may  not  constitutionally 
complain  it  if  yields  a  fair  return  on  the  value  of  the  property.  But 
the  revenue  which  the  carrier  gets  from  the  rate  becomes  the  carrier's 
property  and  is  as  much  protected  against  arbitrary  appropriation  as 
any  individual's  property.  It  has  then  ceased  to  be  a  matter  of  rates, 
for  the  rates  have  been  charged  and  the  shipper  has  paid  them.  The 
Government  may  say  that  the  carrier  is  making  too  much  money  and 
may  jeduce  its  rates,  but  I  can  imagine  no  principle  upon  which  it  can 
be  claimed  that,  instead  of  reducing  the  rates,  the  Government  may 
take  the  money  from  the  carrier  that  earns  it,  for  the  benefit  of 
another  carrier^  any  more  than  it  can  take  from  the  miscellaneous 
funds  or  assets  of  the  carrier  cash  or  property  for  the  benefit  of  a 
poorer  carrier,  in  order  to  ec^ualize  their  financial  condition. 

Perhaps  I  am  not  making  the  distinction  as  clear  and  as  vital  as  it 
appears  to  me.  The  regulation  of  the  business  and  operations  of 
the  carriers  and  of  the  rates  they  shall  charge  is  one  thing ;  the  seizure 
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and  appropriation  of  the  not  revenue  of  the  carrier,  reahzed  under 
rates  whicli  the  Government  prescribes,  is  a  very  different  thini;. 
One  is  within  the  poAver  of  Congress  and  the  agencies  that  it  creates; 
the  other  is  the  giving  of  one  company's  and  one  stockhokler's  prop- 
erty to  another  company  and  other  stockhoUlers  against  constitu- 
tional guaranty  and  without  due  process  of  law. 

But  it  may  be  argued  that  if,  as  is  conceded,  Congress  has 
power  to  make  rates  that  will  yield  no  more  than  say  6  per  cent,  and 
if  indeed  Congress  may  make  different  rates  for  different  railroads 
(which,  however,  I  do  not  concede),  why  may  it  not  accomplish  the 
same  result  by  requiring  the  roads  earning  in  excess  of  the  deshcd 
rate  to  turn  the  excess  over  for  the  benefit  of  the  roads  earning  less  '^ 
Furthermore,  if  Congress  may  take  the  excess  earnings  in  the  form  of 
taxation  for  the  Public  Treasury,  why  may  not  Congress  accomplish 
the  same  result  by  requiring  the  railroads  earning  in  excess  of  the 
desired  rate  to  pay  the  excess  over  for  the  benefit  of  the  roads  earning 
less?  My  answer  is  that  we  must  deal  with  what  Congress  does — 
not  what  it  might  do.  We  must  test  the  constitutionality  of  a  law 
by  the  terms  of  that  law  and  not  by  the  terms  of  some  other  law,  and 
least  of  all  by  the  terms  of  a  nonexistent  law.  We  all  know  very  well 
that  Congress  will  not,  if  it  could,  make  different  rates  for  different 
railroads  in  the  same  territory,  and  the  suggestion  that  it  might  do  so 
is  obviously  inadequate  as  an  answer  to  the  constitutional  objection. 
We  all  know,  also,  that  even  if  Congress  has  the  power  to  take  the 
excess  earnings  of  one  railroad  company  by  taxation  for  the  Public 
Treasury,  it  would  also  take  an  act  of  Congress  to  appropriate  that 
money  again  to  make  up  the  deficit  of  the  inefficient  and  poorer 
roads.  The  stockholders  of  the  companies  to  be  despoiled  will  quite 
naturally  prefer  to  take  their  chances  on  Congress  making  different 
rates  for  different  railroads,  when  they  know  that  Congress  will  never 
do  it,  and  take  their  chances  on  Congress  appropriating  their  earnings 
for  the  Public  Treasury,  to  be  reappropriated  by  other  Congresses 
for  the  benefit  of  rival  but  unprosperous  roads,  when  they  know  that 
Congress  will  do  nothing  of  the  kind. 

It  may  seem  old-fashioned  now  to  plead  the  Constitution  against 
any  action  that  is  convenient  and  expedient,  and  especially  to  invoke 
it  for  the  protection  of  property  rights.  But  I  venture  to  urge  its 
consideration  in  this  behalf,  not  for  the  benefit  of  any  rich  railroad 
company,  but  for  the  hundreds  of  thousands  of  stockholders  who  look 
to  dividends  upon  the  stock  of  conservatively  managed  and  prosper- 
ous railroads  as  their  only  means  of  support.  And  it  will  not  be  a 
sufficient  answer  to  the  argument  to  say  that  it  emanates  from  one 
who  happens  to  be  connected  with  a  prosperous  railroad  company,  j 

EARNINGS,   NOT  PROPERTY  INVESTMENT,   TRUE   BASIS   OF   VALTJE. 

But  aside  from  the  constitutional  objection,  the  project  is  grossly 
unfair  to  the  owners  of  the  efficient  roads  and  also  to  the  public.  It 
means  that  the  non-pa3dng,  inefficient  roads  shall  be  made  to  pay, 
but  this  must  be  either  at  the  expense  of  the  stockholdei-s  of  the  good 
roads,  or  of  the  public,  or  both.  Why  this  great  concern  for  the 
unprofitable  railroads  ?  Are  they  to  be  rebuilt  and  improved  ?  If 
so,  why  ?  Have  they  traffic  to  justify  it?  Have  they  now  more 
than  they  can  handle?     Or  is  it  not  true  that  their  trouble  is  a  lack 
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of  traffic?     Or  is  the  money  to  give  value  to  stocks  that  have  no 
value  now  and  never  will  have  any  otherwise  ? 

Whenever  the  question  of  value  becomes  material  in  railroad 
regulation,  no  reason  is  apparent  why  common  sense  should  not  be 
allowed  sway,  just  as  in  other  cases.  But  it  seems  not  to  be.  An 
untried  theory  is  generally  substituted  immediately — ^'' original  cost" 
regardless  of  the  wisdom  or  folly  of  the  project  as  demonstrated 
by  experience;  ''cost  of  reproduction  less  depreciation,"  although 
exact  reproduction  is  impossible  and  the  property  is  better  than  if 
new;  "property  investment  account, "  no  matter  how  many  worthless 
securities  may  be  carried  at  par;  and  other  mere  theories.  Now  a 
railroad  is  worth  what  it  will  earn;  and  the  average  of  its  earnings 
during  a  series  of  average  years  ought  to  be  a  fair  guide  under  the 
conditions  then  existing.  If  this  is  not  taken,  then  there  can  be  no 
hard  and  fast  rule,  and  all  the  circumstances,  some  of  which  were 
enumerated  by  the  Supreme  Court  in  Smyth  v.  Ames  (169  U.  S.,  466) 
must  be  taken  into  account.  A  hard  and  fast  rule  would  be  conven- 
ient, but  any  that  deprives  the  owner  of  the  value  of  his  property 
as  reflected  by  its  net  earnings  is  unjust  and  ought  not  to  be  adoptecl. 

But  the  earnings  of  the  property  depend  in  large  measure  upon 
the  rates  the  owner  is  allowed  to  charge,  and  it  is  suggested  that  these 
rates  in  turn  may  be  fixed  by  the  Government,  and  that  is  true. 
Let  us  apply  this  to  the  present  situation.  Railroad  rates  have  been 
under  congressional  regulation  since  1887.  True,  that  for  a  number 
of  years  the  regulation  was  little  more  than  nominal,  and  there  were 
rebates  and  secret  rates,  and  rate  cutting  in  various  Ibrms.  But  all 
will  agree  that  rebates  and  secret  rates  stopped  in  1906,  when  the 
power  of  inspection  and  detection  was  given  the  Interstate  Commerce 
Commission,  and  imprisonment  was  made  a  part  of  the  punishment, 
and  was  inflicted  upon  the  receiver  as  well  as  the  giver  of  the  rebate. 
And  the  system  of  accounting  prescribed  by  the  commission  has 
reflected  Math  substantial  accuracy  the  financial  condition  of  the  rail- 
road companies  from  the  beginning.  So  that  since  1906,  at  least, 
railroad  earnmgs  have  been  open  to  the  public,  and  the  commission 
has  had  power  since  that  year,  and  has  eft'ectively  exercised  the  power, 
to  reduce  rates  when  found  too  high.  Everyone  seems  to  be  estopped, 
therefore,  to  claim  that  the  railroad  rates  in  this  country,  or  in  any 
substantial  territory,  or  on  any  important  line,  have  been  too  higb.. 
The  fact  is,  that  they  have  been  too  low. 

Under  this  system  of  rates  railroad  values  worked  themselves  out. 
Roads  that  had  earning  capacity  demonstrated  it  and  those  that  had 
little  earning  capacity  also  demonstrated  that,  and  under  rates  for 
which  the  Government  was  responsible.  Billions  of  money  has  been 
lent  for  improvements  on  the  basis  of  credit  thus  established  by  the 
various  companies.  The  securities  of  the  good  roads  were  bought 
and  sold  at  high  levels  of  prices,  and  the  securities  of  the  inferior 
roads  were  bought  and  sold  at  lower  levels;  and  thus  they  are  held  by 
investors  to-day.  The  prices  of  these  securities  are  the  evidence  of  the 
popular  judgment  of  the  relative  value  of  these  railroads,  and  are  the 
best  evidence  of  such  value.  These  values  were  based  u])on  the  earn- 
ings of  the  railroads  under  the  rates  they  were  allowed  by  law  to  charge. 
As  a  matter  of  common  sense,  as  well  as  plain  justice,  what  better 
evidence  of  the  value  of  these  railroads,  and  of  one  railroad  as  com- 
pared with  another,  is  possible  ?     How  can  the  Government,  con- 
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sistently  with  fair  dealing,  question  the  value  of  the  railroads  as 
demonstrated  through  many  years  by  rates  established  by  or  under 
the  reuulation  of  its  own  agencies?  "Xew  money  has  been  put  into 
the  ]>ro|  erties  bv  investors  for  additions,  betterments,  and  equip- 
ment, tluis  increasing  trans]iortation  facilities,  which  it  would  be  the 
duty  of  the  Government  itself  to  provide  if  not  furnished  by  ])rivate 
capital,  and  much  of  this  ca])ital  has  been  too  recently'  invested  to 
have  been  reflected  in  increased  earnings.  The  wages  of  labor,  the 
cost  of  material,  and  other  o])erating  expenses  and  taxes  have  grown 
enormously.  Avhile  rates  have  declined  (with  the  exception  of  the 
recent  war-time  increases),  so  that  the  purchasing  power  of  the  legally 
fixed  ti'ans])ortation  rate  has  fallen,  and  is,  generally  speaking,  not 
half  what  it  formerly  was. 

It  is  upon  such  considerations  as  these,  and  the  values  established 
luulor  earnings  from  rates  prescribed  or  sanationed  by  law  for  years, 
that  rates  must  be  based,  and  not  upon  book  value,  reproduction  cost 
or  any  other  mere  theory.  It  is  the  practical  situation  and  existing 
status  that  should  be  dealt  with.  Why  venture  into  new  fields  for 
rate  making  and  seek  to  disturb  and  unsettle  not  merely  the  value  of 
the  securities  involved,  but  the  business  and  commerce  of  the  country, 
which  have  become  adjusted  to,  and  in  fact  made,  the  present  system 
of  rates  I  Why  not  continue  the  present  adjustment  of  rates,  and 
make  such  increases  as  necessary  to  meet  the  increased  cost  of  recent 
years  and  })rovide  a  return  on  the  new  capital  that  has  been  put  into 
properties  in  such  enormous  amounts,  and  which  must  be  provided 
lor  the  futuref  leaving  the  Interstate  Commerce  Commission  free  to 
reconsider  and  review  rates  from  time  to  time,  so  as  to  adjust  the 
revenue  to  the  changing  expense  of  operation,  the  rise  and  fall  of 
wages  and  prices,  and  the  expenditure  of  new  capital  ? 

^lany  financiers  and  railroad  men  believe  that  a  guaranty  of  divi- 
dends or  some  definite  return  on  the  money  invested  in  railroads  is 
necessary  in  order  to  reestablish  faith  in  the  railroad  securities  now 
constituting  such  an  important  part  in  our  financial  structure,  and 
induce  the  investment  of  the  additional  capital  necessary  to  provide 
the  railroad  facilities  which  are  required.  This  leads  to  the  considera- 
tion of  the  question  of  a  guaranty  by  the  Government. 

Undoubtedly  the  guaranty  by  the  Government  of  a  reasonable  re- 
turn upon  the  full  value  of  railroad  property  would  be  satisfactory  to 
those  who  consider  the  problem  only  from  the  standpoint  of  the  in- 
vestor. But  that  is  impracticable,  because  it  is  not  believed  that  the 
Government,  as  a  permanent  policy,  would  guarantee  the  railroad 
owners  a  fair  return  ui:»on  the  full  value  of  their  property  and  leave 
the  management  in  their  hands,  taking  all  of  the  risk  and  none  of  the 
prodts;  whereas  if  the  Government  should  take  the  excess  above  the 
guaranty,  then  it  would  cease  to  be  a  guaranty,  and  all  incentive  to 
competition  and  economy  by  the  private  management  would  be 
eliminated.  I  fancy  that  the  people  would  prefer  to  come  directly  to 
Government  ownership,  unpoi)uIar  though  it  is. 

It  has  been  urged,  however,  that  a  small  return — something  less 
than  the  full  value— should  be  guaranteed  in  order  to  furnish  the 
company  financial  credit,  while  still  leaving  the  incentive  to  competi- 
tion and  economy.  I  am  afraid  that  plan  would  not  accomplish  the 
object.  The  guaranty  of  a  return  of  2  or  3  or  4  per  cent  upon  the 
value  of  a  railroad  might  be  comforting  to  the  first  mortgage  bond- 
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holders,  or  the  hoklers  of  other  bonds  now  outstanding,  who  would 
have  the  fii'st  claim  upon  the  fund.  But  how  would  it  help  the 
corporation  to  raise  more  money,  which  is  the  object  desired^  Of 
what  benefit  would  a  Government  guaranty  of  2  or  3  or  even  4  per 
cent  upon  the  value  of  the  Pennsylvania  Railroad,  or  the  New  York 
Central  Railroad,  or  the  Baltimore  &  Ohio  Railroad,  or  the  Rock 
Island  Railroad,  or  most  other  railroads,  be  to  those  companies? 
How  would  it  assist  them  in  raising  money,  since  the  guaranty 
would  not  be  sufficient  to  pay  the  interest  on  bonds  already  out- 
standing and  secured  by  prior  liens  ?  It  would  make  doubly  secure 
what  is  already  abundantly  secured.  But  it  would  afford  no  col- 
lateral for  new  issues  nor  secure  new  loans.  On  the  contrary,  I 
believe  it  would  be  distinctly  detrimental  to  the  company  in  securing 
new  money,  because  of  the  inevitable  tendency  that  such  guaranty 
would  have  to  prompt  Government  officials  to  interfere  and  endeavor 
to  shape  the  policy  of  the  company  to  extreme  conservatism,  in 
order  to  guard  against  the  possibility  of  the  Government  being 
called  upon  to  meet  the  guaranty.  Moreover,  as  time  passed,  the 
public  would  be  more  and  more  inclined  to  regard  the  amount  of  the 
guaranty  as  the  measure  of  the  return  to  which  the  railroad  company 
was  entitled,  and  in  every  rate  hearing  the  Government  guaranty 
would  be  dwelt  upon  by  those  opposing  increases  or  seeking  reductions 
in  rates  as  the  Government's  judgment  of  what  the  company  was 
entitled  to  earn. 

The  importance  of  reestablishing  railroad  credit  can  not  be  over- 
estimated; but,  nevertheless,  I  am  persuaded  that  no  guaranty  short 
of  a  return  upon  the  full  value  of  railroad  property  will  be  helpful  to 
that  end,  and  that  a  guaranty  of  full  value  is  not  practicable  without 
Government  operation;  and,  as  indicated  at  the  outset,  I  regard 
that  as  beyond  present  discussion 

WHAT   THEN    IS    THE    REMEDY? 

.  The  plan  devised  by  the  committee  of  railroad  executives  and 
submitted  through  its  chairman,  ^Mr.  T.  De  Witt  Cuyler,  to  the  Senate 
Committee  on  Interstate  and  Foreign  Commerce  offers,  in  my  judg- 
ment, the  best  solution  of  the  problem.     Its  principal  features  are — 

(1)  The  rule  of  rate  making  to  be  provided  by  Congress  itself, 
which  should  require  that  the  rates  be  sufficient  to  enable  the  carriers 
to  provide  the  requisite  service  and  facilities,  protect  existing  invest- 
ments, and  provide  the  new  capital  necessary  in  the  public  interest. 

(2)  Compulsory  Federal  incorporation  of  all  railroad  carriers. 

(3)  Exclusive  Federal  regulation  of  railroad  securities. 

(4)  Exclusive  Federal  regulation  of  railroad  rates. 

(5)  Creation  of  a  department  of  transportation  with  power  to  act 
quickly  and  deal  mth  emergencies,  and  the  distribution  of  the  regula- 
tory powers  between  such  department  and  the  Interstate  Commerce 
Commission,  with  the  creation  of  such  regional  or  other  subordinate 
commissions  and  agencies  as  may  be  necessary. 

(6)  Modifications  of  restrictions  upon  railroad  consolidations,  and 
provision  for  the  merging  of  lines  when  in  the  public  interest  and 
approved  by  the  commission. 

Without  Government  ownership  or  operation,  the  only  reliance  for 
railroad  revenue  to  support  railroad  credit  must  be  upon  the  adoption 
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by  Congress  of  a  sound  railroad  policy  involving  absolute  justice  to 
railroad  capital  and  requiring  specifically  and  plainly  that  the  rates 
to  be  iixed  shall  be  sufficient  to  enable  the  carriers  to  provide  safe 
and  adequate  service,  to  protect  existing  values,  and  to  attract  the 
new  capital  necessary  in  the  public  interest.  To  that  end  Congress 
should,  among  other  things,  specilically  provide  that  the  level  of 
rates  must  properly  reflect  the  cost  of  wages,  naaterials,  and  all  other 
expenses  incident  to  maintenance  and  operation  and  a  reasonable 
return  upon  the  new  capital  invested. 

It  is  for  Congress  to  say  whether  the  railroads  of  the  Nation  shall 
be  publicly  or  privately  owned,  and  whether  they  shall  be  prosperous 
an(f  eflicient  or  poor  aiid  inefficient,  for  Congress  has  the  law-making 
which  includes  the  rate-making  power.  True,  Congress  can  not 
make  a  confiscatory  rate.  That  would  be  unconstitutional,  and  a 
judicial  question  would  arise.  The  rates  which  Congress  makes — 
directly  or  indirectly  through  a  commission  or  other  agency — must 
be  "reasonable."  I  anticipate  the  usual  sneering  question:  "What 
is  a  reasonable  rate?"  It  is  whatever  rate  Congress  may  fix,  pro- 
vided it  is  not  so  low  as  to  be  confiscatory  of  the  carrier's  property, 
nor  so  high  as  to  confiscate  the  shipper's  property  by  preventing  it 
from  moving.  Between  those  limits  any  rate  the  Government  fixes 
is  "reasonable "  in  a  legal  sense.  There  is  a  wide  field  for  the  exercise 
of  discretion  by  the  rate-making  power  in  fixing  a  reasonable  rate. 
A  reasonable  rate  for  a  given  service,  for  instance,  may  be  25  cents, 
or  30  cents,  or  40  cents,  or  50  cents.  That  is  to  sa}^,  a  rate  of  50 
cents  for  that  service  may  allow  the  traffic  to  move  freely  and  leave 
a  large  profit  to  the  shipper  as  well  as  a  large  return  to  the  carrier, 
while  a  rate  of  25  cents  might  still  be  above  confiscation  of  the 
carrier's  property  and  leave  some  profit  to  the  carrier. 

Now,  any  rate  between  25  cents,  which  still  leaves  the  carrier  some 
profit,  and  50  cents,  Mdiich  the  shipper  can  afford  to  paj",  is,  upon  the 
facts  assumed,  a  ''reasonable"  rate;  and  it  is  for  the  Government  to 
say  whether  the  rate  shall  be  25  cents  or  50  cents,  or  some  amount 
between  those  figures,  according  to  its  policy.  The  policy  of  the 
Government  may  be  to  allow  the  railroads  nothing  above  mainte- 
nance and  a  bare  living  for  the  capital  invested,  in  which  case  the  rate 
might  be  fixed  at  25  cents;  or  its  policy  may  be  to  encourage  addi- 
tions, betterments,  extensions,  the  purchase  of  new  equipment, 
improved  facilities,  better  service,  and,  generally,  the  upbuilding 
of  its  transportation  system,  in  which  case  the  rate  might  be  fixed  at 
40  cents,  or  50  cents. 

This  is,  of  course,  a  veiy  simple  illustration,  but  my  point  is  that 
the  time  has  arrived  for  Congress  itself  to  declare  by  law  a  national 
railroad  policy,  and  not  leave  it  to  the  Interstate  Commerce  Commis- 
sioners or  other  subordinate  officers  or  agencies  to  say  whether  the 
policy  of  the  National  Government  is  to  impoverish  the  railroads  to 
please  certain  shippers,  or  to  improve  and  extend  railroad  facilities 
for  the  country  by  making  compensator}^  rates,  or  to  pursue  one 
policy  at  one  season  and  the  other  policy  at  another.  Congress 
should  itself  provide  the  rule  of  rate  making  and  require  the  com- 
mission or  other  rate-making  agency  to  take  into  account  the  increase 
in  taxation,  in  rates  of  wages,  in  cost  of  materials  and  other  operating 
costs,  and  the  new  capital  invested  in  the  property,  as  well  as  the  value 
of  the  property  as  previously  demonstrated.     Our  railroad  transporta- 
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tion  S3'stem,  which  is  essentially  national,  should  be  rescued  from  the 
irrosponsil)le  and  conflicting  state  agencies,  and  brought  under 
uniform  control  and  regylation  in  the  national  interest,  except  as  to 
strictly  local  matters.  The  national  agencies  necessary  for  the 
administration  and  supervision  of  the  railroads  should  be  created. 
It  is  not  enough  to  create  them  with  authority  to  act,  but  they  must 
be  sufficient  in  number  and  character  to  act,  for  it  is  worse  than 
idle  to  confer  jurisdiction  and  authority,  as  upon  the  Interstate 
Commerce  Commission,  to  j^erform  a  task  which  .in  magnitude  is 
utterl}^  beyond  its  power  to  perform. 

Among  the  agencies  that  should  be  created  is  one  responsible  for 
the  sufficiency  of  the  transportation  facilities  required  by  the  people. 
Since  the  creation  of  the  Interstate  Commerce  Commission,  the  only 
concern  of  the  Government,  as  reflected  bv  legislation  and  commis- 
sion action,  has  been  to  keep  down  the  revenues,  prevent  discrimina- 
tion, and  generally  chastise  railroad  management.  No  sense  of 
responsibility  for  providing  the  requisite  railroad  facilities  has  been 
manifested  on  behalf  of  the  Government.  That  task  has  been  left 
to  private  enterprise,  handicapped  by  the  governmental  policy  of 
suspicion  and  repression.  But  it  is  now  abundantly  evident  that 
this  policy  will  not  provide  the  transportation  wliich  is  essential  for 
the  country;  that  the  Government  must  either  take  over  the  rail- 
roads and  provide  the  facilities  out  of  the  public  Treasury,  or  leave 
them  in  private  ownership  under  Government  supervision  of  a  kind 
and  character  that  will  assure  fair  dealing  and  attract  the  necessary 
capital.  The  Interstate  Commerce  Commission  utterlv  failed  to  see 
and  meet  by  rates  the  demand  for  increased  transportation  which 
was  constantly  growing  until  the  collapse  came.  Unless  this  dis- 
astrous mistake  is  to  be  repeated,  and  if  the  requisite  private  capital 
is  to  be  found,  it  will  be  necessary  for  Congress  to  create  some  depart- 
ment or  board  or  agency  whose  duty  it  shall  be,  as  a  part  of  the 
executive  machinery  of  the  Government,  to  study  and  keep  informed 
respecting  the  transportation  facilities  as  they  are,  the  need  for  more 
transportation  and  better  service,  where  the  need  is,  when  it  is  likely 
to  increase,  what  the  necessary  facilities  will  cost,  the  ability  of  the 
carriers  to  provide  them,  the  reason  why  they  are  not  provided,  if 
lacking,  and  if  more  revenue  is  needed,  then  how  much;  and  certify 
the  facts  to  the  Interstate  Commerce  Commission  as  the  basis  for  its 
action  in  re\ising  the  rates  to  provide  the  additional  revenue,  if 
needed.  In  other  words,  an  agency  of  the  Government  charged  with 
the  responsibility,  on  behalf  of  the  Government,  of  seeing  that  the 
transportation  needed  by  the  country  is  provided,  and  deciding  for 
the  Government  the  money  that  is  required,  leaving  the  Interstate 
Commerce  Commission  to  adjust  the  rates  necessary  for  that  purpose, 
and  to  deal  with  all  other  rate  questions,  controversies,  complaints, 
etc.,  for  which,  and  only  for  which,  it  is  equipped.  It  is  hopeless  to 
put  upon  the  Interstate  Commerce  Commission  the  responsibility 
resting  upon  the  Government  to  see  that  the  railroad  transportation 
facilities  essential  to  the  welfare  of  the  country  are  provided  when  and 
as  needed,  and  at  the  same  time  regulate  all  the  raih-oad  rates  and 
hear  and  determine  all  the  complaints.  They  are  entirely  separate 
and  distinct  functions;  one  is  the  executive  function  of  looking  after 
the  transportation  service,  its  character  and  sufflciency,  and  deciding 
what  is  needed,  and  what  amount  is  necessary  to  provide  it;  the  other 
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is  the  legislative  function  of  fixing  the  rates  and  the  semijudicinl 
function  of  determining  rate  controversies.  The  Interstate  Coj)i- 
merce  Commission  is  not  equipped  for  the  former,  and  has  shown  its 
lack  of  appreciation  of  the  necessity  for  and  the  means  of  providing 
and  assuring  more  transportation  facilities. 

It  is  not  sufficient,  therefore,  to  relegate  railroad  capital  only  to 
the  agency  that  has  failed  so  signally  in  the  past.  But  it  will  be  nec- 
essary, if  private  management  is  to  succeed,  for  the  Government  to 
perform  the  governmental  duty  of  seeing  that  the  requisite  trans- 
portation facilities  and  service  are  provided,  and  to  that  end  create 
an  agency  to  determine  the  necessity  and  the  cost,  and  to  advise  the 
measures  necessary  to  provide  the  capital  which  the  Government- 
itself  does  not  propose  to  furnish. 

RAILROAD   CAPIT2VL   WILL  NOT  TAKE   ALL  THE   RISK   WITHOUT  HOPE   OF 

PROFIT. 

If  Congress  will  enact  the  necessar}"  laws  givmg  railroad  capital  a 
business  chance,  I  believe  that  capital  will  take  a  business  risk,  and 
the  money  required  to  provide  the  requisite  railroad  facilities  for 
the  future  will  be  forthcoming.  But  railroad  investors  and  owners 
will  not  take  all  the  risks  and  forego  the  profits  of  the  business.  Wliy 
should  they  ?  There  are  too  many  other  opportunities  for  profitable 
investment  all  over  the  world,  and  m.ore  now  and  for  many  years  to 
come  than  ever  before.  If,  as  many  propose,  the  return  u]:)on  rail- 
road capital  is  to  be  limited  at  best  to  a  low  fixed  return,  even  by  the 
most  successful  and  best-managed  roads,  with  no  hope  of  anything 
more  for  good  management,  inherent  earning  capacit}^  and  other 
'Considerations  ordinarily  influencing  values,  while  all  misfortunes  are 
to  be  borne  by  the  investors,  the  necessary  capital  will  not  be  obtained. 
The  hope  of  profit  should  not  be  foreclosed.  If  it  is  the  policy  of  the 
Government  to  limit  the  return  at  best  to  6  per  cent  or  some  other 
low  fixed  rate,  then  that  return  will  have  to  be  guaranteed  to  attract 
the  investor.  Only  the  prospect  of  profit  justifies  risk  in  financial 
affairs. 

Under  rates  prescribed  by  the  Government,  or  with  its  approval, 
and  applying  to  all  alike,  why  should  profit  be  denied  a  stockholder 
of  the  wisely  built,  well-managed  railroad,  any  more  than  to  the  owners 
of  bank  stock,  or  steel  stock,  or  brewery  stock,  or  any  other  stock  ? 
But  it  is  said  that  the  latter  are  engaged  m  private  business.  Very 
well.  Who  is  mostdeservmgof  encouragement,  liberal  treatment,  and 
appreciation — he  whose  money  provides  the  railroad  facilities  which 
tne  public  convenience  and  interest  require  and  conducts  his  business 
so  well  that  he  can  make  a  profit  out  of  it  at  rates  which  the  Govern- 
ment itself  fixes,  or  the  man  in  private  business  (in  some  Imes  the  more 
private  the  better  for  it)  with  no  public  interest  involved  and  only 
his  own  selfish  interest  to  serve?  It  is  about  time  that  we  were  in- 
troducing common  sense  into  some  of  our  theories  about  railroad 
capital.  No  money  except  that  devoted  purely  to  benevolence  is 
employed  more  in  the  public  interest  or  is  entitled  to  more  encourage- 
ment or  fairer  treatment  and  consideration  than  that  which  is  in- 
vested in  the  development  and  upbuilding  of  our  railroad  facilities. 
It  is  "affected  with  a  public  interest"  in  more  senses  than  that  which 
subjects  it  to  reasonable  regulation  by  the  Government,  though  too 
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often  these  are  overlooked.  It  serves  the  public;  it  provides  trans- 
portation facilities  and  conveniences  for  tne  public;  and  promotes 
the  public  interest  in  vital  ways.  If  by  good  management  it  can  be 
made  productive  to  it's  owner  in  competition  with  others,  in  the  char- 
acter of  service  and  facilities  supplied  at  rates  fixed  by  the  Govern- 
ment, there  is  no  reason  in  morals,  and  there  should  be  none  in  law, 
why  the  o^\^le^  should  not  be  as  much  entitled  to  enjoy  the  profit' as 
the  ownier  of  money  invested  in  private,  and  often  much  less  worthy, 
enterprises. 

I  believe  firmly  that  the  choice  of  this  country-  with  respect  to  its 
railroad  transportation  ultimately  is  between — 

(1)  Inadequate  and  impoverished  railroad  transportation  facili- 
ties, or 

(2)  Government  ownership  of  the  railroads,  or 

(3)  A  guaranty  by  the  Government  of  a  reasonable  return  upon 
railroad  capital,  or 

(4)  Rates  that  will  be  reasonable  under  all  the  circumstances  deter- 
mined by  a  Government  agency  that  will  consider  the  needs  of  the 
traffic  and  the  needs  of  the  carrier,  with  the  right  to  each  carrier  to 
keep  whatever  profits  it  can  make  out  of  such  rates  so  established 
by  good  management,  good  service,  economy,  wise  investment,  and 
success  in  competing  for  business. 

But  it  is  not  merely  a  just  rule  of  rate-making  enjoined  upon  the 
commission  by  law,  but  relief  from  the  disabilities  imposed  by  con- 
flicting and  impracticable  State  regulation,  and  a  comprehensive  and 
unified  system  of  national  regulation  that  are  necessary  to  reestablish 
the  credit  of  the  railroads  and  provide  the  facilities  that  the  country 
needs;  and  it  is  the  plan,  as  a  whole,  recommended  by  the  committee 
of  railroad  executives,  which  is  urged.  Among  the  most  important 
of  the  needs  of  the  situation  is  compulsory  Federal  incorporation  of 
railroad  carriers. 

So  long  as  Congress  confined  itself  to  restrictive  legislation  of  rail- 
roads as  common  carriers,  it  was  not  material  whether  they  were 
Federal  or  State  corporations,  or  indeed  corporations  at  all.  The 
working  and  operation  of  the  physical  properties  and  their  relations 
as  carriers  to  the  public  were  the  only  matters  of  concern,  and  their 
corporate  functions  were  not  substantially  affected.  If  only  restric- 
tive and  oppressive  legislation  were  intended  now.  Federal  incorpora- 
tion would  not  be  necessary.  But  the  time  seems  to  have  arrived 
for  a  comprehensive  legislative  plan  for  developing  and  sustaining 
necessary  railroad  transportation,  or,  in  other  words,  for  constructive 
legislation. 

The  very  first  feature  of  the  problem  is  the  credit  of  the  railroads — 
the  means  by  which  this  is  to  be  established  and  maintained  in  order 
that  the  requisite  capital  may  be  secured.  This  involves  at  once 
the  most  important  corporate  function:  The  power  to  raise  money 
and  issue  stock  and  bonds.  Hitherto  Congress  has  left  that  power 
exclusively  with  the  States,  no  two  of  which  have  the  same  laws  or 
regulate  the  subject  in  the  same  way.  They  have,  however,  within 
the  last  10  years,  enormously  multiplied  their  laws  upon  the  subject — 
all  of  them  restrictive — until,  generally  speaking,  it  is  not  too  much 
to  say  that  railroad  systems  which  traverse  several  States  are  tied 
hand  and  foot  when  it  comes  to  the  issue  and  sale  of  stock  and  borids, 
and  too  often  they  are  thrown  back  upon  short  term  borrowing, 
with  dangerous  and  often  unfortunate  consequences. 
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The  power  to  borrow  money  and  the  power  to  issue  and  sell  stock 
and  bonds  are,  of  course,  corporate  powers.  It  is  elementary  law 
that  a  corporation  derives  its  corporate  powers  from  the  government 
that  creates  it  and  can  exercise  none  not  conferred — especially  none 
prohibited — by  that  government.  May  Congress  authorize  a  State 
railroad  corporation  engaged  in  interstate  commerce  to  borrow  money 
and  issue  securities  in  excess  of  the  amount  or  in  a  different-  manner 
from  that  authorized  by  the  State  that  created  it?  I  believe  that 
by  a  carefully  worded  statute  it  can.  Then  is  it  necessary  to  fed- 
eralize all  State  railroad  corporations  in  order  to  enable  C6ngress  to 
regulate  their  financial  operations  and  the  issue  and  sale  of  securities 
by  them?  That,  in  my  opinion,  will  depend  very  much  on  the  action 
of  the  several  States.  The  corporations  now  are  the  creatures  of  the 
States  incorporating  them.  The  States  gave  them  their  lives  and 
conferred  all  their  powers,  and  the  States  may  take  away  their  lives 
and  abolish  their  powers  so  long  as  they  are  permitted  to  remain  as 
mere  creatures  of  the  States.  Let  me  illustrate  my  meaning:  Take 
for  illustration  some  well-known  railroad — -one  near  us — say  the 
Baltimore  &  Ohio.  That  company,  I  believe,  is  a  corporation  of  the 
vState  of  Maryland.  It  can  exercise  only  such  powers  as  the  State  of 
Maryland  confers  upon  it.  It  can  exercise  even  these  in  some  other 
State  only  by  consent  of  such  State;  but  it  can  not  exercise  in  any 
other  State,  any  more  than  in  Maryland,  powers  denied  to  it  by  Mary- 
land, the  State  of  its  creation.  Ordinarily  a  State  specifies  the  maxi- 
mum amount  of  capital  stock  a  corporation  may  issue  and  prescribes 
how  it  shall  be  issued  and  disposed  of,  and  regulates  in  detail  its  cor- 
porate functions,  particularly  in  the  matter  of  capitalization.  Let 
us  suppose  that  Congress,  in  regulating  the  finances  of  the  railroads 
of  the  United  States,  prescribes  corporate  procedure  entirely  different 
from  and  in  direct  conflict  with  that  prescribed  for  the  Baltimore  & 
Ohio  by  the  State  of  Maryland.  Suppose  the  laws  of  the  State  of 
Maryland  expressly  deny  its  creature,  the  Baltimore  &  Ohio,  the 
necessary  power  to  do  the  financing  provided  for  by  the  laws  of 
Congress.  May  the  Baltimore  &  Ohio  proceed  to  do  things  pro- 
hibited by  the  laws  of  the  State  that  created  it  and  exercise  powers 
denied  by  that  State?  Many  States  have  reserved  the  power  to 
repeal  railroad  and  other  charters  granted  under  their  laws.  Sup- 
pose the  State  repeals  the  charter  of  the  railroad  company?  It 
would  not  even  be  necessary  for  the  State  to  give  a  reason  for  its 
repeal.  The  corporation  would  be  at  an  end.  There  would  be  no 
congressional  act  for  incorporation  to  which  the  railroad  could  turn. 
How  would  the  Government  meet  such  a  situation  and  carry  out  the 
national  policy  by  utilizing  the  existing  State  corporations  ? 

I  assume  that  Congress  would  not  undertake  to  compel  the  corpora- 
tions to  issue  and  sell  stock  or  bonds.  Tne  most  it  could  do  would 
be  to  give  them  the  right  to  issue  and  sell  such  securities,  a  right 
which  the  State  could  by  coercion  prevent  the  corporation  from 
exercising,  just  as  in  so  many  instances  the  States  have  coerced  rail- 
road companies  into  making  interstate  rates  in  accordance  with 
the  wishes  of  State  commissi<»ns.  Congress  would  not,  I  assume, 
seek  by  law  to  compel  Federal  corporations  to  issue  securities,  but 
being  Federal  corporations  they  would  l)e  protected  against  coercion 
of  the  State  authorities.  Tliis  is  no  mere  imaginary  danger.  A  bill 
was  introduced  (l)ut  I  do  not  know  whether  it  was"  enacted)  in  one 
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of  the  State  legislatures  providing  for  the  forfeitiu'e  of  the  charter 
of  any  railroad  corporation  of  that  State  that  obeyed  orders  of  the 
Interstate  Commerce  Commission  in  conflict  with  orders  of  the 
State  railroad  commission;  and  there  are  scores  and  even  hundreds 
of  instances  where  State  commissions  have  coerced  railroad  com- 
panies into  making  interstate  rates  in  accordance  with  the  wishes 
of  the  State  commissions. 

What  is  true  with  respect  to  the  issue  of  secmities  is  equally 
applicable  to  the  consolidation,  lease,  sale,  or  other  combination  of 
railroads.  The  power  is  a  corporate  power,  and  no  corporation  can 
consolidate  with  another  or  sell  or  lease  or  otherwise  dispose  of  its' 
railroad  or  any  part  thereof  unless  expressly  authorized  by  the  laws 
of  the  State  that  created  it.  Violation  of  this  restraint  subjects 
it  to  forfeitm^e  of  its  charter,  if  not  other  penalties.  This,  too,  is 
elementary  law. 

Now  it  seems  to  be  generally  recognized  that  the  legislation  under 
consideration  should  provide  for  the  merging  in  some  manner  of 
some  of  the  lines  through  consolidations,  sales,  leases  or  othenvise, 
where  by  so  doing  the  public  interest  wall  be  promoted  and  subject 
to  the  previous  approval  of  the  Interstate  Commerce  Commission. 

It  is  obvious,  I  submit,  that  none  of  these  objects  can  ])e  accom- 
plished to  a  considerable  extent  without  infinite  difficulty  and  delay, 
if  the  ownership  of  the  railroads  of  the  country  is  left  in  the  meantime 
in  corporations  created  by  the  several  States,  many  of  which  have 
statutes,  and  even  constitutions,  that  expressly  prohibit  the  very 
thing  that  it  now  seems  Congress  may  desire  to  accomplish. 

Then,  it  is  not  necessary  in  a  nation-wide  transportation  system, 
and  is  it  not  obviously  in  the  interest  of  all  concerned — the  investor, 
the  shipper,  and  the  citizens  generally — that  all  railroad  corporations 
throughout  the  United  States  should  have  the  same  corporate  powers 
and  restrictions  with  respect  to  then'  fuiancial  powers,  and  the  sam^e 
duties  and  obligations  to  the  public,  so  that  every  investor  will  know 
precisely  what  every  railroad  corporation  may  and  may  not  law- 
lully  do  in  issuing  and  selling  securities,  and  that  every  shipper  and 
traveler  may  know  the  duty  and  obligation  of  every  railroad  com- 
pany to  him,  whether  in  Maine  or  California,  in  Michigan  or  Texas  ? 
So  long  as  State  railroad  corporations  exist,  every  issue  of  stock  or 
bonds  or  other  securities  must  be  examined,  and  the  legality  and 
regularity  of  all  corporate  and  other  proceedings  under  the  charter 
of  the  company  and  the  laws  of  the  State  creating  it,  and  of  the 
several  vStates  in  which  the  railroad  lines  are  located,  must  be  tested 
and  supported  by  the  opinion  of  counsel.  Federal  incorporation 
would  do  away  with  this  delay  and  expense,  which  of  itself  would  be  a 
great  gain. 

I  have  no  doubt  that  Congress  has  power  to  provide  by  general 
law  for  the  incorporation  of  all  railroad  companies  engaging  m  inter- 
state commerce,  and  to  re:^uire  all  existmg  companies  to  reincor- 
porate under  such  law.  I  will  cite,  without  taking  space  to  analyze, 
the  decisiors  of  the  Supreme  Court  which  lay  down  principles  that 
make  this  clear:  California  v.  Central  Pacific  Railroad  (127  U.  S.,  1, 
39);  Pacific  Railroad  Removal  cases  (115  U.  S.,  1,  IS);  McCulloch 
V.  Marvland  (4  ^^^leat.,  316);  Houston  East  &  West  Texas  Railway 
V.  United  States  (234  U.  S.,  342);  Reagan  v.  Mercantile  Trust  Co. 
(154  U.  S.,  413,  414,  416);  Smyth  v.  Ames  (169  U.  S.,  466,  519); 
Minnesota  Rate  case  (230  U.  S.,  352,  425) ;  Thompson  v.  Union  Pacific 
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Railroad  Co.  (9  Wall.,  579);  Interstate  Commerce  Commission  v. 
Goodrich  Transit  Co.  (224  U.  S.,  194);  Southern  Rwv.  v.  United 
States  (222  U.  S.,  20);  American  Express  Co.  v.  Caldwell  (244  U.  S., 
617);  and  Illinois  Central  R.  R.  Co.  v.  Public  Utilities  Commission 
(245  U.  S.,  493). 

Congress  is  vested  by  the  Constitution  with  power  to  regulate 
interstate  and  foreign  commerce,  to  establish  post  roads,  and  to 
make  war  and  provide  for  the  national  defense.  In  exercismg  these 
and  other  express  powers,  Congress  is  authorized  by  the  last  clause 
of  section  8,  Article  I  of  the  Constitution,  "To  make  all  laws  which 
shall  be  necessary  and  proper  for  carrying  into  execution  the  fore- 
going powers  and  all  other  powers  vested  by  this  Constitution  in  the 
Government  of  the  United  States,  or  in  any  department  of  officer 
thereof;"  and  the  Constitution  and  the  laws  and  treaties  made  in 
pursuance  thereof  are  the  "supreme  law  of  the  land."  It  is  easily 
demonstrable  that  the  wise  and  effective  regulation  of  interstate  rail- 
road rates  requires  the  like  regulation  of  intrastate  railroad  rates. 
It  is  familiar  constitutional  law  that  any  power  which  it  is  necessary- 
for  Congress  to  exercise  in  carrying  out  and  executing  the  powers 
expressly  conferred  upon  it,  is  to  be  implied  from  the  last  clause  of 
section  8,  Article  I;  and  thus  follows  the  power  to  regulate  intrastate 
rates  whenever  it  is  necessary  to  the  effective  regulation  of  inter- 
state rates. 

Congress  ma}^  go  as  far  as  it  likes  in  the  regulation  of  the  corpora- 
tions created  by  it  and  of  the  railroads  owned  by  them.  It  may  with- 
draw them  entirely  from  regulation  by  the  States,  or  it  may  permit 
regulation  to  such  extent  as  it  may  prescribe.  It  is,  of  course,  for 
Congress  to  say  how  far  it  will  go. 

We  need  not  be  concerned  about  any  legal  theories  as  to  whether 
the  reincorporation  under  an  act  of  Congress  of  an  existing  State 
railroad  company  works  a  dissolution  of  the  corporation.  That  is 
merely  dealing  with  legal  fictions.  The  luminous  opinion  of  Justice 
Bradley  in  California  v.  Central  Pacific  Railroad  Co.  (127  U.  S.,  1, 
39)  ought  to  be  sufficient  on  that  point.  Nor  do  I  care  much  about 
the  theories  as  to  the  rights  of  stockholders  to  object  to  fundamental 
corporate  changes.  It  is  enough  that  every  railroad  was  built  and 
engaged  in  interstate  commerce — and  eveiy  stockholder  has  enjoyed 
the  benefits — with  full  knowledge  of  the  power  of  Congress,  when- 
ever it  chose,  to  regulate  that  commerce  and  every  instrumentality 
of  it.  Congress  has  regulated  the  corporation  already  in  various 
ways,  including  its  bookkeeping  with  respect  to  strictly  intrastate 
as  well  as  interstate  transactions  (Interstate  Commerce  Commission 
V.  Goodrich  Transit  Co.,  224  U.  S.,  194);  the  character  and  equip- 
ment of  its  cars,  even  those  not  engaged  in  interstate  commerce 
(Southern  Railway  Co.  v.  United  States,  222  U.  S.,  20);  and  the 
manner  in  which  it  shall  treat,  in  its  accounts,  abandoned  property, 
even  though  this  deprives  certain  preferred  stockholders  of  dividencis 
which  thev  might  otherwise  get  (Kansas  Citv  Southern  Railwav  Co. 
V.  United"  States,  231  U.  S.,  423).  No  stockholder  of  a  railroad 
engaged  in  interstate  commerce  ever  had  any  right  to  withdraw 
such  instrumentality  of  interstate  commerce  from  business  whenever 
the  method  of  regulation  did  not  suit  him.  If  Congress  chooses  to 
make  the  corporation  owTiing  a  railroad  a  Federal  instead  of  a  State 
corporation,  it  is  merely  exercising  its  right  to  determme  the  means 
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and  agencies  for  the  better  regulation  of  such  commerce;  and  a  stock- 
holder has  no  more  right  to  object  than  when  Congress  chooses  cars 
of  certain  designs,  and,  equipped  with  certam  appHances,  instead  of 
those  selected  by  the  owners  of  the  railroad. 

And  I  urge  that  in  considermg  the  power  of  Congress  to  require 
the  Federal  incorporation  of  all  railroad  companies,  the  mistake  should 
not  be  made  of  considering  only  the  commerce  clause.  The  ''war 
power"  of  Congress  under  the  Constitution — the  power  to  ''declare 
war,"  to  "provide  for  the  common  defense,"  to  "raise  and  support 
armies,"  to  "provide  and  maintain  a  Navy,"  to  "repel  invasion,"  to 
"organize,  arm,  and  discipline  the  militia,"  etc.,  etc. — is  ample 
without  any  other.  The  limits  of  that  power  have  never  been 
explored,  even  during  the  recent  World  War.  It  was  in  the  exercise 
of  that  power  that  all  the  railroads  of  the  country — twenty  billions 
worth  of  property — were  taken  over  without  first  making  compensa- 
tion and  without  question.  Northern  Pacific  R.  R.  Co.  v.  North 
Dakota  (decided  by  Supreme  Court  June  2,  1919).  If  Congress 
deems  it  advisable  (it  need  not  find  it  necessary,  mmd  you)  in  times 
of  peace  to  provide  for  the  national  defense  by  converting  all  State 
railroad  corporations,  with  infinitely  varied  powers  from  and  respon- 
sibilities to  48  dift'erent  States,  into  national  corporations,  with  uni- 
form powers  and  responsibilities,  subject  directly  to  the  National 
Government,  no  court  will  hold  that  Congress  was  not  exercising 
discretion  vested  in  it  by  the  above-mentioned  war  powers  of  the 
Constitution  even  without  any  support  from  or  reference  to  the 
commerce  clause.  The  power  seems  ample  under  any  of  these  pro- 
visions; and  the  power  to  deal  with  the  subject  existing,  the  means 
of  its  exercise  and  the  agencies  to  be  employed  are,  of  course,  matters 
exclusively  within  the  discretion  of  Congress.  Then,  too,  there  is 
the  constitutional  power  with  reference  to  post  roads,  which  may 
well  be  invoked. 

What  rights  would  be  impaired  or  taken  away  by  requiring  the 
reincorporation  under  an  act  of  Congress  conferring  all  powers  essen- 
tial to  the  ownership,  use,  and  enjoyment  of  the  property  now  owned  ? 
Only  the  right  to  be  a  State  railroad  corporation  and  to  corporate 
powers  held  by  such  corporation,  which  might  be  greater  or  less  than 
those  conferred  by  Congress.  But  would  not  the  Federal  corporate 
powers  be  compensation  for  the  State  powers  that  ceased  to  exist? 
However  that  may  be,  the  conclusive  answer  to  any  complaint  is 
that  every  State  railroad  corporation  engaged  in  interstate  commerce 
was  created,  and  every  shareholder  acquired  his  stock,  with  the 
unavoidable  knowledge  that  Congress  had  power  under  the  Federal 
Constitution  to  regulate  interstate  and  foreign  commerce  and  all  the 
instrumentalities  thereof;  that  it  had  power  to  raise  and  equip  armies 
and  to  provide  for  the  national  defense;  that  such  powers  were  in  no 
wise  lost  or  impaired  by  failure  or  delay  in  the  exercise  of  them ;  and 
that  the  time,  the  means,  the  agencies,  and  the  methods  of  the  exer- 
cise of  such  powers  rest  in  the  unresrticted  discretion  of  Congress. 
This  was  the  efi^ect  of  the  decision  in  the  Anthracite  Coal  Cases 
(United  States  v.  Delaware  &  Hudson,  213  U.  S.,  366).  By  convert- 
ing existmg  State  corporations  mto  Federal  corporations,  Congress 
would  not  take  away  the  property  of  the  corporation  or  of  the  stock- 
holders. It  would  not  affect  the  title  of  the  property  at  all.  The 
stock  certificates  would  represent  the  same  relative  interest  in  the 
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same  property,  and  bonds  and  notes  woidd  represent  the  same  debts. 
It  would  no  'more  change  the  title  of  the  property  or  the  rights  of 
stockholders  and  creditors  than  does  an  act  of  the  legislature  that 
changes  the  name  and  amends  the  charter  of  a  corporation  created 
by  it.  The  United  States  is  not  a  Government  foreign  to  these  cor- 
porations and  their  stockholders,  but  they  and  all  their  properties 
are  much  more  subject  to  it  and  to  the  will  of  Congress  than  they  are 
to  their  States. 

With  respect  to  existmg  corporations,  Congress  should  requu'e  them 
to  reincorporate  by  filing  with  the  designated  department  of  the 
Government  articles  of  reincorporation,  which  should  contain  the 
statements  and  declarations  Congress  may  prescribe:  and  thereupon 
they  should  become  Federal  corporations  instead  of  State  corpora- 
tions and  possess  the  powers  which  Congress,  by  the  act  for  reincor- 
poration, declares  such  corporations  shall  possess. 

The  obligations  to  creditors  and  all  other  private  rights  and  rela- 
tions should  continue  as  before,  and  the  stock  and  the  certificates  repre- 
senting it  should  remain  as  before  until  transfers  are  made  in  the 
usual  manner;  and,  of  course,  the  certificates  would  in  form,  as  well 
as  in  fact,  represent  stock  of  the  remcorporated  company.  Someone 
has  discovered  in  this  suggestion  a  scheme  for  validatmg  invalid 
stock.  Such  would  not,  and  certamly  need  not,  be  the  efi'ect,  for  it 
could  be  provided  m  the  act  that  such  reincorporation  should  not, 
as  between  the  corporation  and  its  stockholders  and  creditors,  create 
any  new  rights  or  obligations  or  validate  anythmg  already  invalid. 
In  short,  on  a  given  day  to  be  specified  in  the  act  of  Congress  all 
railroad  corporations  of  the  United  States  would  cease  to  be  State 
corporations  and  would  become  Federal  corporations,  with  the  powers 
set  forth  in  the  act  of  Congress,  and  would  thereafter  be  bound,  with 
respect  to  all  corporate  powers  and  action,  by  the  terms  of  such  act 
rather  than  by  the  various  State  statutes  and  special  charters. 

EXCLUSIVE    FEDERAL    REGULATION    OF    RAILROAD    SECURITIES. 

The  necessity  for  the  exclusive  Federal  regulation  of  the  issue  of 
railroad  securities  seems  now  to  be  generally  recognized,  yet  it  is  so 
vital  to  railroad  credit  and  to  the  success  of  any  system  of  regulation 
which  may  be  adopted  that  it  must  not  be  overlooked. 

State  railroad  commissions  with  power  to  regulate  the  issue  of 
securities  and  control  the  financing  of  railroad  companies  became 
numerous  only  within  recent  years.  Twelve  years  ago  only  two  com- 
missions had  that  power — Massachusetts  and  Texas.  Nmeteen  States 
now  have  it.  In  Illinois,  Mame,  Missouri,  and  Pennsylvania  it  was 
conferred  only  in  1913 ;  in  Arizona  in  1912;  in  California,  New  Hamp- 
shire, New  Jersey,  and  Ohio  in  1911 ;  in  Maryland  in  1910;  in  Kansas, 
Michigan,  and  Nebraska  in  1909;  m  Vermont  in  1908:  and  in  Georgia 
New  York,  and  Wisconsin  in  1907.  The  great  trunk  lines  m  the 
East — Baltimore  &  Ohio,  Erie,  New  York  Central,  Pennsylvania, 
and  others  in  that  territorv^ — were  not  subject  to  it  at  all  10  years 
ago,  but  now  they  must  get  the  consent  of  several  State  railroad 
commissions  before  they  can  issue  any  stock  or  sell  any  bonds  to 
raise  money,  and  such  consent  is  given  in  most,  if  not  all,  of  the  States 
only  after  application,  notice,  hearing,  and  deliberation  by  the  com- 
mission.    In  Union   Pacific  territor}^   only  three  States — Missouri, 
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Kansas,  and  Nebraska — have  the  ])ower.  It  was  conferred  upon  the 
Colorado  commission  in  1913,  but  was  annulled  by  a  referendum 
election  in  1914.  The  commissions  in  the  other  States — Wyoming, 
Utah,  Idaho,  Oregon,'  and  Washington — have  not  yet  been  given  the 
power.  In  the  South,  Georgia  and  Texas  are  apparently  the  only 
States  thus  far  exercising  the  power. 

Time  is  of  vital  importance  in  transactions  involving  the  sale  of 
corporate  securities.  Bankers  (and  that  includes  the  syndicates 
composed  of  numerous  financial  houses  and  institutions  throughout 
the  country  whose  cooperation  the  originally  contracting  banker 
invariably  enlists  and  with  whom  he  shares  his  margin  of  profit)  are 
almost  indispensable  in  floating  large  issues;  but  bankers  never  buy 
such  securities  to  keep — only  to  sell.  If  they  bought  to  keep,  their 
capacity  to  buy  would  soon  be  exhausted.  Their  function  is  precisely 
that  of  the  ordinary  merchant,  except  that  they  count  on  makmg 
quicker  sales,  and  therefore  work  on  a  smaller  margin  of  profit  than 
tlie  ordinary  merchant  makes  on  his  merchandise.  When  bankers 
make  an  offer  for  an  issue  of  bonds  or  stock  they  base  their  price  upon 
current  financial  conditions  and  quotations,  ex]:)ecting  to  make  a 
quick  turnover.  If  they  are  required  to  ^^  ait  for  the  delivery  of  the 
securities  they  reduce  the  price  to  cover  the  risks  of  financial  changes 
in  the  meantime,  and  the  seller  gets  less  for  his  securities.  If  the 
period  of  waiting  is  long  or  indefinite  and  the  transaction  is  a  large 
one,  bankers  sometimes  will  not  buy  at  all — particularly  if  the  finan- 
cial world  has  any  menacing  features.  But  in  any  case,  the  longer 
the  delay  the  lower  the  price,  because  of  the  greater  risk. 

If  a  i-ailroad  company  is  compelled  to  go  to  half  a  dozen  State  rail- 
road commissions  for  permission  to  make  an  issue  of  stock  or  bonds, 
and  to  encounter  delays  running  from  weeks  to  months  on  account  of 
numerous  hearings  before  different  commissions,  and  in  meeting  their 
conflicting  policies  and  views,  before  it  can  deliver  the  securities,  it 
will  be  impossible  to  have  the  issue  underwritten,  or  if  underwritten 
at  all  the  cost  wiU  be  excessive.  But  worse  still,  the  chances  are  that 
differences  between  the  commissions  will  arise,  or  that  the  inex- 
perience and  perhaps  the  financial  theories  of  some  of  the  many  com- 
missioners may  require  changesthat  wil  up  e    the  ]  Ian  entirely. 

Indeed,  some  States,  in  effect,  deny  railroad  companies  the  right 
to  borrow  money  for  improvement  at  all.  As  attorney,  and  after- 
wards as  president  of  the  Southern  Pacific,  I  had  to  do  and  was 
quite  familiar  with  the  working  of  the  Texas  law  regulating  railroad 
stock  and  bonds  from  the  time  of  its  enactment  in  1893  until  the 
termination  of  my  connection  with  the  Southern  Pacific  in  1913. 
Without  reference  to  branches  and  other  subordinate  lines,  the 
Southern  Pacific  Sunset  Route,  made  up  of  steamers  from  New 
York  to  New  Orleans  and  Galveston,  thence  by  rail  to  Los  Angeles, 
San  Francisco,  and  Portland,  runs  through  the  State  of  Texas  for 
936  miles  from  the  Texas-Louisiana  boundary  to  the  Rio  Grande 
River  at  El  Paso,  with  a  line  diverging  from  this  at  Houston  and 
extending  to  Galveston.  Yet  under  the  stock  and  bond  law  of  1893, 
as  administered  by  the  Texas  railroad  commission,  not  a  dollar  of 
bonds  or  a  share  of  stock  has  been  issued  against  or  on  account  of 
this  line  for  the  necessary  betterments  and  additions  of  this  great 
transcontinental  line  of  railroad  in  Texas  since  the  Texas  statute 
was  enacted  in  1893  to  this  dav. 
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The  Gulf  Line  of  the  Santa  Fe,  extending  from  a  connection  with 
the  main  system  in  Oklahoma,  thence  through  Texas  to  the  Gulf,  is 
in  the  same  situation.  Not  a  bond  or  share  of  stock  has  been  issued 
in  over  20  years  for  the  improvement  of  that  great  outlet  for  inter- 
state and  foreign  commerce  from  the  Northwest. 

The  money  needed  for  the  improvement  of  the  Texas  lines  of  the 
Southern  Pacific  and  Santa  Fe  systems,  when  forthcoming  at  all, 
has  been  furnished  by  the  parent  systems  by  direct  loan,  without 
security,  from  their  treasuries  outside  of  the  State  and  by  foregoing 
dividends  of  the  Texas  companies  from  time  to  time  to  which  they 
were  fairly  entitled.  Much  of  the  lines  mentioned— more  than  half 
of  the  Southern  Pacific  from  the  Louisiana  boundary  and  the  Gulf  to 
the  New  Mexico  boundary  is — unproductive  and  would  not  pay  oper- 
ating expenses  except  for  the  thi'ough  business.  No  argument  should 
be  needed  to  show  that  the  transcontinental  Hues  of  railroad  extending 
from  New  Orleans  on  the  Mississippi  River  and  Galveston  on  the 
Gulf  to  the  Pacific  Ocean,  and  the  lines  from  the  grain  fields  of 
Oklahoma,  Kansas,  Missouri,  Nebraska,  Iowa,  etc.,  to  tlie  Gulf — 
particularly  those  under  the  same  stock  ownership  and  operated  as  a 
single  line — ought  to  be  regulated,  in  their  financial  operations  at 
least,  by  the  Government  that  regulates  interstate  and  foreign 
commerce. 

Considering  now  the  method  or  character  of  regulation  to  be  pre- 
scribed by  Congress  to  govern  the  issue  and  sale  of  raih'oad  securities: 
It  is  all  important  that  it  be  made  flexible  and  practically  workable. 
The  issue  of  railroad  securities  does  not  call  for  the  exercise  of  a 
judicial  function,  but  is  a  business  matter;  and  whether  the  neces- 
sity exists  and  the  conditions  are  favorable  are  not  judicial  questions, 
but  are  business  questions.  Yet  all  the  State  commissions,  in  prac- 
tice deal  with  this  purely  business  question  as  if  it  were  a  matter  for 
judicial  inquuy  and  determination,  and  employ  the  elaborate  pro- 
cedure and  machinery  appropriate  onlj^  to  judicial  proceedings. 
The  result,  of  course,  is  delay — delay  for  pleadings,  delay  for  process, 
delay  for  witnesses,  for  hearings  and  arguments ;  and  delay  sometimes 
for  writing  elaborate  opinions  which  are  to  become  precedents.  This 
is  intolerable  under  financial*  distress  and  in  the  frequent  and  quick 
changes  in  financial  conditions  and  markets.  Moreover,  it  is  wholly 
unnecessary. 

What  the  Government  and  the  people  wish  to  prevent  is  the  issue 
of  stock,  bonds  or  other  railroad  securities  for  improper  or  unneces- 
sary purposes  and  without  adequate  consideration — "watered"  or 
otherwise  fraudulent  securities.  This  accomplished,  the  Govern- 
ment and  the  people  are  interested  in  encouraging  and  expediting 
the  issue  and  sale  of  the  railroad  securities  necessary  to  procure  the 
money  required  to  provide  the  transportation  facihties  which  the 
people  must  have.  They  are  interested  in  having  the  money  pro- 
cured in  the  shortest  time  and  with  the  least  waste  and  loss  through 
the  working  of  cumbersome  Government  machinery,  and  at  the  best 
rates  obtainable  by  the  corporation. 

Hence  the  machinery  provided  should  be  as  simple  as  possible  to 
accompHsh  these  objects,  and  especially  should  it  be  unencumbered 
by  judicial  forms  and  methods  of  procedure.  It  is  purely  and  only 
an  executive  function — determining  whether  the  purposes  are  within 
the  corporate  powers  and  otherwise  lawful,  whether  the  terras  of  the 
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issue  are  consistent  with  the  pubUc  interest,  and  what  if  any  special 
provisions  should  be  made  to  assure  the  application  of  the  money  to 
the  purposes  authorized.  The  circumstances  of  the  cases  vary 
greatly — with  the  financial  strength  and  credit  of  the  different  com- 
panies and  the  extent  and  character  as  well  as  the  purposes  of  the 
proposed  issue,  and  in  other  respects.  What  is  needed  is  a  govern- 
mental agent  or  agency  with  the  ability  and  authority  to  take  hold 
of  each  case  and  deal  with  it  in  a  businesslike  way  and  without  regard 
to  forms  or  methods  of  procedure.  Some  applications  can  be  safely 
disposed  of  within  an  hour;  others  will  require  da3^s  and  weeks  of 
examination  and  consideration.  I  do  not  believe  that  this  duty 
should  be  imposed  upon  the  Intei*state  Commerce  Commission,  first 
because  it  is  too  much  judicial  in  its  organization  and  methods,  and 
secondly  because  it  has  and  will  have  more  than  it  can  do  without 
this.  A  Cabinet  minister  assisted  by  two  or  three  experts  would  be 
the  best  agency,  but  if  that  is  not  possible,  then  some  executive  com- 
mission consisting  of  not  over  throe  men  commanding  the  public 
confidence. 

EXCLUSIVE      FEDERAL      REGULATION      OF      FREIGHT      AND      PASSENGER 

RATES. 

Argument  in  support  of  the  power  of  Congress  to  regulate  intra- 
state as  well  as  interstate  freight  and  passenger  rates  seems  unneces- 
sary. The  decisions  of  the  Supreme  Court  in  the  Minnesota  Rate 
case  (230  U.  S.,  352)  and  in  the  Shreveport  case  (234  U.  S.,  342) 
determined  that  question,  and  I  shall  therefore  discuss  only  the 
practical  necessity  for  the  exercise  of  the  power. 

If  is  notorious  that  many  of  the  State  commissions  grossly  dis- 
criminate in  favor  of  their  own  citizens  in  the  matter  of  both  pas- 
senger and  freight  rates,  and  in  favor  of  merchants,  manufacturers, 
and  producers  in  their  own  States  against  citizens  of  other  States 
This  discrimination  is  not  only  unjust  as  between  the  particular 
individuals  concerned,  but  rate  adjustments  are  often  such  as  to 
relieve  the  intrastate  traffic  of  some  States  from  contributing  its 
just  share  to  the  transportation  expenses  of  the  nation.  The  effect 
moreover  has  often  disturbed  and  disarranged  the  structure  of  inter- 
state rates  and  fares. 

Very  great  inequality  and  discriminations  were  created  by  many 
of  the  States  in  recent  years  in  establishing — sometimes  by  statute 
and  sometimes  by  railroad  commission  order^ — a  rate  of  2  cents  per 
mile  for  passengers,  while  the  interstate  rate  was  3  cents.  The  effect 
of  this  was  not  only  to  discriminate  in  favor  of  intrastate  traffic,  but 
to  force  a  reduction  in  interstate  rates  which  the  commission  appar- 
ently desired  to  maintain.  The  action  of  some  of  the  States  in  the 
controversies  over  the  conflicting  regulations  with  respect  to  passen- 
ger rates  is  too  familiar  to  require  further  statement. 

The  power  of  many  of  the  States  to  disturb  and  even  dictate  inter- 
state rate  adjustments  on  freight  is  much  greater  than  with  respect 
^o  passenger  rates.  Indeed  it  is  not  too  much  to  say  that  the  present 
interstate  and  foreign  rates  on  traffic  of  immense  volume  and  impor- 
tance from  very  large  sections  of  the  country  have  been  practically 
<lictated   by  State   commissions.     The  power  rests  in  a  greater  or 
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less  degree  in  all  the  States  bordering  on  tidewater  and  basing  points. 
It  is  obvious  that  the  State  of  Pennsylvania,  by  its  local  rates,  can 
practically  dictate  the  rates  on  anthracite  and  other  coal  to  New 
York  and  New  England,  or  upset  any  adjustment  of  such  rates  that 
the  Interstate  Commerce  Commission  may  make.  So  Maryland  ,^ 
by  its  local  rates  to  Baltimore,  may  dislocate  and  disturb  the  entire 
interstate  rate  adjustment  on  bituminous  coal,  not  only  from  mines 
in  that  State,  but  from  West  Virginia,  Pennsylvania,  Ohio,  etc.,  tO' 
all  points.  The  Carolinas,  Georgia,  and  Alabama  may  upset  the 
rate  situation,  not  only  on  important  commodities  like  cotton  and 
lumber,  but  merchandise  and  commerce  generally.  ■  The  Texas  Rail- 
road Commission  for  years  has  dictated  the  interstate  rates  and  rate 
adjustments  on  cotton,  grain,  merchandise,  and  commerce  generally 
in  the  Southwest.  Its  control  over  the  local  rates  to  the  Gulf  ports 
from  a  great  interior  territory  enables  it  to  force  an  adjustment  of 
interstate  rates  throughout  a  very  large  section.  In  addition  ta 
this,  it  has  long  coerced  the  Texas  railroads  into  adopting  whatever 
interstate  rates  or  whatever  adjustments  or  differentials  in  inter- 
state rates  it  desired.  It  has  threatened  the  Texas  railroads  with 
punishment  by  a  reduction  of  local  rates,  and  has  made  the  threats 
good  by  inflicting  punishment  in  may  instances  when  its  wishes  with 
respect  to  interstate  rates  were  disregarded.  Many  instances  can 
be  cited  in  proof  of  this,  but  I  believe  my  statement  will  not  be 
questioned. 

Indeed  the  Shreveport  case  is  a  striking  instance.  In  a  word,  the 
Texas  commission,  by  the  order  there  in  question,  required  the 
Texas  railroads  to  maintain  interstate  rates  sufficient  to  prevent  the 
city  of  Shreveport  from  competing  with  Dallas  and  Houston  in  Texas 
localities  much  nearer  Shreveport  than  to  either  of  the  Texas  cities. 
(H.  E.  &  W.  T.  R.  Co.  V.  U.  S.,  234  U.  S.,  342.)  And  this  same 
policy  has  been  applied  for  years  by  the  Texas  commission  in  forcing 
such  differentials  and  rate  adjustments  as  it  wished  as  between 
Texas  jobbing  centers  on  the  one  hand,  and  New  Orleans,  Shreveport^ 
St.  Louis,  Kansas  City,  Chicago,  etc.,  on  the  other  hand.  This 
policy  and  practice  of  coercion  to  a  greater  or  less  degree  may  be 
exercised  by  any,  and  probably  is  exercised  by  many,  of  the  State 
commissions  in  the  interest  of  the  communities  that  elected  them,  as 
against  the  citizens  and  communities  of  other  States. 

But  discrimination  is  not  the  only  feature  of  the  system.  It  is  the 
evasion  of  the  obligation  of  all  the  traffic  to  bear  as  equitably  as 
possible  a  just  share  of  the  burden  of  transportation,  which  is  a 
matter  of  national  concern.  If  the  national  commission  holds  that 
a  three-cent  fare  is  necessary  to  make  passenger  traffic  bear  a  proper 
share  of  the  railroad  transportation  expenses,  no  State  should  be 
allowed  to  escape  its  just  portion  by  a  two-cent  rate.  When  the 
national  commission  finds  that  a  certain  amount  of  revenue  is  neces- 
sary to  provide  and  maintain  the  transportation  facilities  which  the 
Nation  requires,  no  State  commission  should  be  allowed  to  relieve  its 
shippers  from,  their  share  of  the  burden.  And  more  important  still, 
when  the  national  commission  establishes  or  recognizes  a  rate  adjust- 
ment affecting,  as  such  adjustments  always  do,  a  large  territory, 
many  States,  and  varied  interests,  no  State  commission  should  have 
anthoriti^  to  disturb  it. 


KETURN    OF   THE   EAILllOADS   TO   PRIVATE   OWaSTERSHlP.       1313 

My  conviction  is  that  the  only  w  ay  to  accomplish  this  is  to  give  the 
Federal  Government  exclusive  authority  to  regulate  all  railroad  rates, 
intrastate  as  well  as  interstate.  The  proposal  embodied  in  some  of 
the  "plans"  put  forward,  to  leave  authority  over  State  rates  with  the 
State  commissions,  but  to  authorize  the  Interstate  Commerce  Com- 
mission to  suspend  or  make  the  rates  whenever  it  finds  such  action 
necessary,  will  not  suffice.  That  is  the  law  now,  as  declared  by  the 
Supreme  Court  in  the  Shreveport  case  and  in  the  Minnesota  Rate  case. 
It  has  been  utterly  ineffective  in  the  past,  and  it  will  prove  so  in  the 
future,  simply  because  the  Interstate  Commerce  Commission  wiU  not 
exercise  the  authority.  The  State  commissions  are  politically  power- 
ful and  aggressive.  The  Interstate  Commerce  Commission  is  not. 
Most  of  the  vState  commissions  have  ample  leisure  for  action  and  con- 
troversy. The  Interstate  Commerce  Commission  has  not.  Then 
there  is  the  "comity"  that  one  overworked  tribunal  is  so  ready  to 
observe  toward  another  tribunal.  And  then  there  is  the  lack  of  pri- 
mary and  direct  responsibility  for  the  rates,  without  which  the  Inter- 
state Commerce  Commission  can  not  be  induced  to  overrule  or  inter- 
fere with  the  State  commission's  action.  With  aU  the  relief  that  can 
be  given  it,  by  transferring  some  of  its  duties  to  other  agencies,  the 
duties  of  the  Interstate  Commerce  Commission  in  the  future  wiU  be 
far  heavier  and  more  exacting  than  ever  in  the  past.  No  human 
tribunal  thus  burdened  will  take  on  any  additional  work  wliich  it  can 
conscientiously  avoid.  Under  the  suggestions  mentioned,  it  must 
first  be  convinced  of  its  duty  to  interfere  with  the  State  commissions, 
and  "there's  the  rub."  It  will  refuse  to  be  convinced;  and  being 
unconvinced,  it  will  be  under  no  duty  to  interfere.  The  inevitable 
result  will  be  that  the  State  commissions  will  in  the.  future,  as  in  the 
past,  work  in  the  interest  of  their  respective  States  and  local  situa- 
tions, neutralizing  the  benefits  of  national  regulation. 

I  do  not  advocate  the  abolition  of  the  State  commissions.  There 
are  many  important  functions  for  them  to  perform.  There  are  not 
only  public  utilities  of  various  kinds,  such  as  street  railways,  inter- 
urban  railways,  electric  light  and  power  companies,  water  companies, 
etc.,  which  they  ordinarily  regulate,  but  the  ordinary  police  powers 
of  the  States  with  respect  to  the  railroads,  not  involved  in  the  matter 
of  rates  and  through  service,  could  be  left  to  them;  and  they  could 
perform  a  most  important  duty  to  the  people  of  their  States  and  to 
the  national  authorities  by  observing  the  working  operation  of  the 
railroads  and  the  effect  of  the  rates  in  their  respective  States,  and 
bringing  before  the  Federal  authorities  just  causes  of  complaint  for 
rectification. 

And,  of  course,  I  am  not  suggesting  that  the  Interstate  Commerce 
Commission  may  itself  regulate  directly  aU  the  railroad  rates  of  the 
United  States.  A  number  of  subordinate  commissions  in  different 
districts  or  regions  will  be  necessary  in  any  event  if  we  are  to  overcome 
insufferable  delay,  whether  jurisdiction  is  limited  to  interstate  or  is 
extended  to  include  intrastate  rates.  But  this  appertains  more 
particularly  to  the  question  of  administrative  machinery. 

REQUISITE    GOVERNMENT   MACHINERY. 

Organization  is  as  essential  in  railroad  transportation  as  engines 
and  cars.  We  have  organizations  by  companies  and  systems",  but 
there  must  be  for  the  Government  the  organization  necessary  to 
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govern  and  manage  these  companies  and  systems  in  their  relations 
with  each  other  and  with  the  ])uhlic.  and  so  to  coordinate  them  as  to 
have  them  supply  the  Nation  with  the  transportation  needed,  as  it 
is  needed,  and  at  reasonable  rates.  That  is  the  problem  of  the 
Government.  We  already  have  laws  prescribing  what  is  right  and 
prohibiting  what  is  wrong  in  most  railroad  activities.  These  laws 
operate  upon  the  railroad  companies  and  their  officers,  severally  and 
individually.  But  they  no  more  dispense  with  proper  organizations 
acting  for  the  Government  than  the  signing  of  a  charter  for  a  com- 
pany dispenses  with  the  necessity  for  an  organization  to  manage 
and  conduct  its  ])usiness.  I  realize  that  this  is  a  somewhat  primary 
statement  of  principles,  but  I  wish  to  be  sure  that  the  point  is  made 
clear. 

Questions  of  transportation  rates  and  commerce  can  not  endure 
delay.  Changes  in  trade  and  trade  relations  are  frequent  and  rapid, 
and  rates  must  be  adjusted  to  them.  A  railroad  or  group  of  rail- 
roads may  become  bankrupt  waiting  for  an  increase  in  rates  pending 
a  long  and  tedious  proceeding,  involving  the  examination  of  many 
witnesses,  the  argument  of  many  counsel,  the  preparation,  printing 
and  reading  of  many  briefs,  and  the  writing  of  carefully  t^xpressed 
opinions.  An  industry  or  business  or  community  may  suffer  irre- 
parable injury  through  some  sudden  shift  or  new  development  in 
comm.ercial  or  transportation  conditions.  Any  system  of  regulation 
which  does  not  provide  for  prompt  action  and  prompt  decision  of  all 
transportation  questions  will  bear  heavily  upon  commerce  and 
business.  That  the  Interstate  Commerce  Commission  is  already 
burdened  with  more  than  it  can  do  is  obvious.  Take  down  any 
volume  of  the  reports  of  the  commission's  decisions  and  run  through 
the  cases  and  observe  the  figures  at  the  top  showing  the  date  when 
they  were  submitted  and  the  date  when  they  were  decided,  and  bear 
in  mind  that  they  were  commenced  long  before  they  were  submitted 
in  argument. 

It  is  clearly  necessary  that  the  Interstate  Commerce  Commission 
must  not  only  ])e  relieved  of  all  of  its  purely  executive  and  administra- 
tive work,  but  be  aided  by  subordinate  commissions,  if  it  is  to  per- 
form the  function  which  all  seem  to  agree  should  be  vested  in  it  as 
the  best  agency  for  that  purpose,  namely,  the  determination  of  rate 
questions.  The  sj'stem  of  regulation  we  now  have  imposes  on  the 
Interstate  Commerce  Conimission  executive,  judicial,  and  legislative 
functions  of  great  difficulty  and  importance,  and  all  plans  thus  far 
suggested  contemplate  enorm,ous  additions  to  such  functions.  The 
commission  is  already  obviously  overburdened,  and  only  by  relieving 
it  of  its  executive  duties,  for  which  such  a  body  is  least  suited,  can  it 
perform  its  more  important  semijudicial  functions,  for  which  it  is 
qualified  and  equipped. 

The  exercise  of  a  judicial  function  (in  a  general  rather  than  a 
technical  sense)  is  called  for  when  a  complaint  is  made  that  a  rate 
is  excessive  to  the  shipper  or  unremunerative  to  the  carrier,  or  dis- 
criminates as  between  individuals  or  com_munities  or  commodities, 
or  is  otherwise  unreasonable.  This  calls  for  inquu-y,  the  taking  of 
testimony  and  a  determination  of  the  point  at  issue.  The  "  execu- 
tive function"  embraces  innumerable  activities;  it  is  the  initiation, 
the  beginning  of  practicall}^  everything  (but  limiting  it  to  such  as  the 
Government,  as  distinguished  from  the  corporation,  should  exercise) ; 
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it  must  include  supplying  the  transportation  which  the  country 
needs,  the  kind  and  quality  of  rpadway,  structures,  equipment  and 
other  facilities  and  the  proper  maintenance  of  them ;  all  measures  of 
safety  and  economy ;  trains  and  train  service ;  the  initiation  of  rates ; 
the  constant  adjustment  and  readjustment  of  transportation  to 
changing  traffic  conditions,  etc.  While,  of  course,  the  Government 
will  not  undertake  all  of  this  under  private  ownership,  it  will  con- 
tinue to  exercise  most  of  the  powers  held  under  existing  laws  and 
such  additional  powers  as  may  be  deemed  necessary. 

Let  us  consider  fii'st  the  executive  powers  which  have  alread}^  been 
conferred  upon  the  Interstate  Commerce  Commission.  The  com- 
mission, by  amendments  of  the  act  to  regulate  commerce,  has  been 
given  supervision  of  car  service,  one  of  the  most  important  and  diffi- 
cult features  of  railroad  transportation,  calling  for  supervision  dis- 
tinctively executive  in  character,  which  especially  needs  the  power 
and  authority  of  an  officer  who  can  act  daily  and  instantly  to  meet 
emergencies,  which  the  commission,  with  the  cumbersome  machinery 
inevitably  incident  to  a  semi-judicial  body,  can  not  do. 

Section  12  of  the  act  requires  the  commission  to  hiquire  into  the 
management  of  the  busmess  of  the  carriers  and  to  keep  itself  informed 
in  regard  thereto,  and  to  enforce  all  the  provisions  of  the  act,  which 
include  requirements  for  the  publication  of  tariffs,  the  construction 
of  switch  connections,  and  various  other  facilities,  the  strict  observ- 
ance of  the  published  tariffs,  the  prohibition  of  rebates  and  secret 
rates,  the  observance  of  accounting  regulations — m  short,  the  employ- 
ment and  direction  of  a  large  and  ever  diligent  inspection  force,  not 
merely  with  a  view  to  prosecution  of  violation  of  penal  provisions  of 
the  act,  but  to  secure  the  faithful  observance  of  the  multitude  of  regu- 
lations prescribed  by  the  act  and  by  the  commission  under  it.  This 
wide  and  important  field  of  governmental  activity  is  purely  execu- 
tive, for  which  a  commission  or  like  tribunal  is  m  no  wise  fitted.  One 
of  the  most  substantial  and  insistent  complaints  of  railroad  o%\iiers 
and  executives  is  that  the  performance  of  these  executive  duties  of 
detection  and  prosecution,  and  the  state  of  mmd  to  which  such  point 
of  view  leads,  tend  naturally  and  inevitably  to  unfit  the  commissioners 
to  act  impartially  in  determining  controversial  matters  which  the  law 
commits  to  them  for  decision. 

Under  section  10  of  the  Clayton  .Vet,  approved  October  15,  1914, 
reports  are  requit-ed  to  be  filed  with  the  Interstate  Commerce  Com- 
mission with  respect  to  competitive  bidding  for  railroad  material 
and  supplies,  and  for  railroad  securities,  affecting  corporations  with 
common  officers,  stockholders,  etc.,  and  section  11  of  the  act  expressly 
vests  in  the  Interstate  Commerce  Commission  the  power  and  duty 
to  enforce  the  Clayton  Act  in  so  far  as  it  affects  common  carriers. 

The  Interstate  Commerce  Commission  is  also  charged  with  the 
enforcement  of  the  Government  aided  railroad  and  telegraph  act  of 
August  7,  1888  (25  Stats.,  382).  The  commission  also  is  given 
various  duties  with  reference  to  railway  mail  service  pay  by  section  5 
of  39  Statutes,  412.  and  to  the  parcels  post  by  section  8  of  37  Statutes, 
558.  The  commission  is  charged  with  the  adm.inistration  and 
enforcement  of  the  safety  apphance  acts  (27  Stats.,  531;  32  Stats., 
943;  36  Stats.,  298);  and  under  these  acts  has  been  required  to  deal 
with  questions  relating  to  the  application  of  driving  v/heel  brakes, 
tram  brakes,  automatic  couplers,  grab  irons,  hand  holds,  height  for 
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draw  bars  of  freight  cars,  percentage  of  power  brake  cars  required  in 
trains,  the  apphcation  of  sill  steps,  hand  brakes,  ladders  and  running 
boards:  required  to  designate  the  number,  dimension,  location,  and 
manner  of  application  of  safety  appliances;  and  is  authorized  to 
employ  and  has  employed  and  supervised  the  woi'k  of  a  large  number 
of  inspectors  under  the  safety  appliance  acts.  The  commission  is 
also  required  by  the  accident  report  act  (36  Stats.,  350)  to  obtain 
reports  of  all  collisions,  derailments  or  other  accidents  resulting  in 
injury  to  persons,  equipment,  or  road  bed,  and  is  authorized  to 
investigate  all  such  accidents  and  required  to  report  thereon;  also 
"to  execute  and  enforce  the  provisions"  of  the  hours  of  service  act 
(34  Stats.,  1415),  also  the  ''ash  pan  act"  (35  Stats.,  476),  and  is  also 
required  to  prescribe  regulations  under  the  transportation  of  explo- 
sives act.  The  commission  is  also  charged  with  the  inforcement  of 
the  boiler  inspection  act  and  has  a  considerable  organization  for  that 
purpose,  and  it  is  also  required  to  investigate  and  report  on  the  use 
of  and  necessity  for  block  signal  systems  and  appliances  for  the  auto- 
matic control  of  railway  trains,  etc.  All  these  are  purely  executive 
duties. 

It  must  be  apparent  that  these  duties  relating  to  the  quality  and 
character  of  the  service  rendered  by  the  railroads,  to  the  application 
of  safety  appliances  and  the  maintenance  of  the  same,  to  the  condi- 
tion of  engines  and  other  equipment,  and  to  the  investigation,  detec- 
tion, and  prosecution  of  violations  of  the  law,  and  regulations  with 
respect  to  accident  reports,  etc.,  could  be  very  much  more  promptly 
and  effectively  handled  in  an  executive  department  of  the  Govern- 
ment than  by  a  semi  judicial  tribunal  that  can  act  only  in  conference. 
But  the  greatest  advantage  would  be  the  time  it  would  give  the 
commission  for  the  performance  of  its  more  important  duties  of 
passing  upon  rates  and  determining  questions  which  only  such  a 
body  can  properly  determine,  and  also  in  relieving  that  commission 
of  tile  petty  prosecuting  activities  which  tend  to  unfit  its  members 
for  their  more  important  duties. 

A  department  of  transportation  should  be  created  to  take  over 
and  perform  the  executive  and  administrative  functions  devolving 
upon  the  Interstate  Commerce  Commission  under  existing  laws,  and 
any  created  bv  additional  statutes.  I  believe  that  the  head  of  the 
depart^ment  of  transportation  should  be  a  member  of  the  Cabinet. 
As  I  was  the  first  railroad  executive,  so  far  as  I  know,  to  suggest  that 
a  Cabinet  member  be  put  at  the  head  of  a  department  of  transpor- 
tation, and  as  I  believe  very  strongly  in  the  wisdom  of  it,  I  shall 
state  briefly  my  reasons,  which  go  further  than  merely  relieving  the 
commission  of  its  executive  duties. 

It  soon  becomes  obvious  to  anyone  who  has  opportunity  to 
observe  that  executive  and  achninistrative  functions  cannot  be 
efficiently  exercised  by  boards,  commissions,  or  committees.  There 
was  demonstration  of  this  in  Washington  during  the  recent  war. 
The  larger  the  board  or  commission,  the  more  cumbersome  or  difficult 
becomes  the  task;  and  the  abler  and  stronger  as  executives  the 
individuals  are,  the  more  likely  that  the  board  or  commission  will 
become  a  debating  society,  making  but  little  progress  with  the  work, 
unless,  of  course,  they  avoid  conflicts  by  leaving  the  work  to  sub- 
ordinates. 
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Recent  experience  has  demonstrated  the  necessity  for  a  national 
Government  officer  to  meet  emergencies  resulting  from  exceptional 
congestion  in  traffic  or  through  blockades  of  transportation,  by 
Cjuicklv  mobilizing  the  transportation  resources,  and  by  the  arbitrary 
diversion,  if  need  be,  of  traffic  from  lines  which  can  not  handle  it  to 
lines  which  can,  and  by  other  instant  and  heroic  methods.  How 
can  the  Interstate  Commerce  Commission,  or  any  similar  body, 
exercise  promptly  and  adequately  this  extraordinarily  important 
and  difficult  executive  power  which  requires  immediate  and  varied 
action  from  day  to  day  to  be  of  any  value?  They  could  make  orders 
and  appoint  some  subordinate,  who,  when  appointed,  could  be 
directed  only  by  other  orders  or  general  rules,  since  the  commission 
can  not  act  except  through  quorums.  A  power  so  vast  should  be  com- 
mitted to  no  commission  employee,  and  to  no  officer  of  less  rank  than 
a  Cabinet  member,  who  is  a  part  of  the  administration  and  is  in 
direct  touch  with  the  President  and  can  change  his  orders  instantly 
to  meet  changing  conditions. 

I  have  already  indicated  in  my  discussion  of  the  issue  of  railroad 
securities  the  importance  of  prompt  and  businesslike  Government 
action  with  respect  to  that  very  important  matter.  ITien,  in  the 
matter  of  service,  a  Cabinet  officer  by  calling  in  railroad  executives, 
and  through  informal  discussions,  could  bring  about  changes  in  train 
service,  schedules,  and  other  things  desired  by  the  public,  which,  if 
taken  up  with  the  elaborate  formality  and  procedure  inevitable  in 
cases  of  a  commission  or  similar  body,  would  not  be  accomplished  for 
weeks,  and  possibly  months.  In  other  words,  a  single  executive 
representing  the  Government  in  all  these  important  mattei^s  of  service 
could  get  instant  touch  with  the  railroad  executives  and  secure 
action  with  respect  to  these  matters  of  such  vital  importance  to  the 
public  very  much  quicker  than  would  be  possible  by  the  slow  moving 
procedure  of  any  board  or  commission.  The  Secretary  would  not 
be  hemmed  about  by  any  judicial  conceptions,  but  could  "  talk  across 
the  table"  to  the  railroad  executives  about  what  was  needed  and 
what  should  be  done.  If  his  wishes  were  not  com])lied  with,  he  could 
bring  the  matter  before  the  Interstate  Commerce  Commission  by 
formal  complaint:  but  in  nine  cases  out  of  ten  his  demands  for 
service  and  facilities,  if  at  all  reasonable,  would  be  met. 

I  understand  that  one  of  the  principal  objections  urged  to  a  secre- 
tary of  trans]:)ortation  is  the  ]5olitical  possibilities  of  the  position.  I 
am  not  an  authorit}?-  on  that  subject,  but  I  do  know  that  he  would  not 
profit  jwlitieally  by  his  contact  with  railroad  executives,  for  there 
is  no  class  in  this  country  with  less  political  ])ower  than  railroad 
officers;  and  1  do  not  see  how  the  secretary  could  himself  control  the 
votes  of  railroad  employees.  They  would  not  be  his  employees  or 
Government  employees,  but  would  be  employed  by  the  railroad 
companies.  Neither  would  the  position  be  at  all  analogous  to  that 
of  the  Director  General  of  Kailroads,  who  is  in  absolute  possession 
and  control  of  the  railroads,  prescribes  the  organization,  selects  the 
personnel,  employes  and  discharges  men,  fixes  all  wages  and  salaries 
and  is  the  unhampered  em]^loyer  and  chief  of  all  the  railroad  forces 
of  the  country.  He  spends  hundreds  of  millions  of  dollars  in  the 
purchase  of  equipment,  coal  and  materials  and  supplies  of  aU  kinds, 
and  has  power  beyond  that  ever  exercised  by  any  man  in  the  United 
States  excepting  only  the  President. 
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The  secretary  of  transportation,  however,  would  prescribe  no 
organization,  would  select  no  personnel,  \vould  employ  nobody  and 
fix  nobody's  wages  or  salaries  except  the  small  clerical  force  in  his 
immediate  department.  He  would  buy  no  materials  or  supplies, 
and  would  be  without  any  authority  or  control  whatever  over  the 
wages  or  working  conditions  or  action  in  any  respect  of  the  army  of 
railroad  employees  in  this  country.  He  would  be  a  memjjer  of  the 
President's  Cabinet  and  head  of  a  Government  department  charged 
with  the  duty  of  enforcing  laws  relating  to  the  railroads,  observing 
their  operation,  recommending  im])rovements  and  changes  in  the 
public  interest  and  bringing  ])efore  the  prosecuting  officers  of  the 
Government  violations  of  the  railroad  laws;  and  presenting  to  the 
Interstate  Commerce  Commission  by  complaint  any  failure  of  rail- 
road companies  to  provide  the  service  and  facilities  to  whicli  he 
thought  the  jjublic  was  entitled. 

I  do  not  contend  that  these  functions  may  not  be  performed  by  a 
transportation  department  composed  of  a  small  number  of  commis- 
sioners, but  I  do  insist  that  they  can  not  be  performed  as  well,  in  any 
comparable  degree,  as  by  a  Cabinet  member. 

But  a  stronger  reason  still  why  a  Cabinet  member  shoidd  be  at  the 
head  of  the  transportation  department  is  that  the  railroad  business 
is  unrepresented  in  the  Government — is  without  any  "friend  at 
court."  It  is,  I  understand,  the  largest  single  industry  in  the  United 
States  next  to  agriculture,  and  certainly  there  is  none  more  vital  to 
the  very  life  of  the  Nation;  and  yet  neither  in  the  President's  Cabinet 
nor  anywhere  in  the  vast  machine  constituting  the  Governm.ent  of 
the  United  States  is  there  a  department  or  bureau  or  agency  or 
officer  of  any  kind  or  description  whose  duty  it  is  to  look  after  its 
interest,  to  defend  it,  to  speak  up  for  it,  or  to  say  a  vv^ord  for  justice 
in  its  behalf.  The  Interstate  Commerce  Commission  was  conceived 
in  hostility  to  it.  The  interstate-commerce  act  was  designed  to 
repress  and  regulate  and  punish  it.  Kunning  throughout  the  inter- 
state-commerce act  and  all  other  statutes  on  the  books  of  Congress 
relating  to  the  railroads  is  an  unmistakable  spmt  and  purpose  to  curb 
and  repress,  unrelieved  by  a  single  helpful,  constructive,  encouraging 
provision  jv^hich  I  can  now  recall.  Mind  you,  I  am  not  saying  that 
this  restrictive  and  repressive  legislation  and  the  creation  of  the  com- 
mission as  a  stern  administrator  of  the  law  rather  than  a  helpful 
agency  was  not  necessary.  Quite  the  contrary.  Most  of  the  things 
prohibited  were  wrong.  But  I  do  say  that  the  policy  of  hostility  and 
repression  was  carried  too  far,  and  the  time  has  come  for  a  change. 
I  do  not  mean  change  by  repealing  any  of  the  laws  or  abandoning 
what  has  been  done,  but  a  change  by  adding  to  the  repressive  and 
restrictive  laws  helpfal  and  constructive  laws  and  administrative 
agencies  capable  of  more  expeditious  action. 

The  transportation  interests  of  the  country  should  no  longer  be 
ignored  in  the  organization  of  the  Government's  business  and  left  to 
what  I  may  term  the  penal  authorities.  Along  with  the  Secretary 
of  the  Treasury,  who  looks  after  the  banking  and  financial  interests 
of  the  country;  the  Secretary  of  War  and  the  Secretary  of  the  Navy, 
who  look  after  national  defense;  the  Secretary  of  Agriculture,  who 
looks  with  solicitude  after  the  agricidtm^al  interests;  the  Secretary 
of  Labor,  who  looks  after  the  interests  of  the  laborers;  the  Secretary 
of  Commerce,  who  looks  after  the  commercial  and  industrial  welfare 
of  the  Nation;  the  Secretary  of  the  Interior,  who  sees  to  the  develop- 
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ment  of  multitudes  of  internal  projects  of  public  interest,  and  the 
Postmaster  General,  who  provides  the  communication  for  the  people. 
There  should  be  a  secretary  of  transportation  who  should  see  that 
the  Nation  has  the  transportation  without  which  none  of  these  otl^ers 
would  be  possible  or  of  value,  and  who  should  have  the  same  solici- 
tude for  the  development  and  success  of  this  essential  business  and 
industry  that  the  others  show  for  the  interests  they  represent. 

Tiius  far  I  have  discussed  only  a  permanent  railroad  policy.  It  is 
necessary  of  course  that  Congress  should  provide  for  the  period  of 
transition  from  existing  Government  control  back  to  private  man- 
agement and  adequately  provide  for  the  difficulties  that  will  confront 
the  railroad  companies  upon  the  return  of  their  properties  with  an 
increased  wage  scale  of  approximately  a  billion  dollars  per  annum 
over  the  scale  prevailing  when  the  railroads  were  taken  over  by  the 
Government,  and  with  prices  of  materials  and  supplies  required  in 
railroad  operations  increased  in  proportion  to  other  costs  of  livmg, 
since,  without  provision  for  this  situation,  immediate  bankruptcy 
will  face  many  of  the  companies  and  impaired  credit  will  be  the  fate  of 
all.  But  this  paper  is  already  extended  beyond  reasonable  limits, 
and  therefore  it  will  be  confined  to  consideration  of  permanent  plans 
without  reference  to  temporary  measures  necessary  for  dealing  with 
the  transitory  condition. 

R.  S.  LOVETT, 

120  Broadway,  New  YorTc. 

Mr.  LovETT.  It  might  not  be  amiss,  Mr.  Chairman,  to  call  attention 
to  the  fact  that  in  the  early  days  of  our  railroad  history  dependence 
was  put  upon  private  enterprise  to  provide  the  railroad  facilities  the 
country  needed.  The  result  was  very  rapid  growth  and  development 
of  railroad  facilities.  Generally,  there  was  no  complaint  of  the 
inadequacy  of  such  facilities  except  as  to  the  construction  of  new 
lines,  and  that  was  rapidly  extended. 

This  continued  from  time  to  time  and  resulted  in  very  gi-eat  evils  in 
railroad  practice,  as  well  as  great  benefits,  and  it  became  necessary  to 
regulate  lailroads,  to  restrict  their  powers  in  many  respects,  and  to 
prohibit  a  great  many  practices  which  had  grown  to  be  great  evils. 
The  Interstate  Commerce  Commission  was  established  with  powers 
very  limited  compared  with  what  they  possess  to-day,  but  still  reliance 
was  put  upon  private  enterprise  and  private  capital  for  the  facilities 
which  the  country  needed. 

The  necessity  for  further  restrictive  legislation  and  regulation 
continued  to  grow,  and  the  time  came  v.^hen  the  rate-making  power  was 
conferred  upon  the  Interstate  Commerce  Commission.  Then,  again, 
the  power  to  suspend  rates  initiated  by  the  carriers  was  conferred 
upon  them.  This  marked  a  very  great  epoch  in  the  railroad  regula- 
tion of  this  country.  When  Congress  gave  the  Intei-state  Commerce 
Commission  pov^^er  to  suspend  indefinitely  new  rates  established  by 
carriers  or  sought  to  be  established  by  the  carriers,  it  limited  the 
power  of  the  carriers  to  raise  the  revenue  they  needed. 

This  power  has  been  freely  exercised  by  the  commission.  Ver}^ 
few  rates  since  that  power  was  granted  to  the  commission  have  been 
established  by  the  railroad  companies  without  a  proceeding  investiga- 
ting their  reasonableness  before  the  Intei-state  Commerce  Commission. 
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It  operated  as  a  limitation  that  has  been  inflexible,  almost,  upon  the 
power  of  railroad  companies  to  raise  revenue  to  keep  pace  with  their 
growing  expenses. 

This  undoubtedly  put  upon  Congress  and  upon  the  National 
Government  the  responsibility  to  the  people  of  providing  the  railroad 
facilities  necessary  for  the  transportation  of  the  country.  They  took 
out  of  the  hands  of  private  enterprise  the  power,  by  these  extensive 
regulations,  to  provide  the  necessary  railroad  facilities. 

About  the  time  this  power  was  conferred  upon  the  Interstate 
Commerce  Commission  great  activity  developed  in  the  State  commis- 
sions in  regulating  railroads.  Twelve  years  ago-  practically  no 
commissions  existed  north  of  the  Potomac  and  Ohio  Rivers  and  east 
of  Illinois  that  had  power  to  regulate  the  issue  of  railroad  securities. 
Beginning  in  1908,  1909,  and  1910,  States  in  that  territory  began 
enacting  laws  restricting  the  issue  of  securities  and  regulating  rail- 
roads in  great  detail.  This,  combined  with  the  power  to  suspend 
rates,  limited  the  power  of  railroad  companies  to  get  the  capital 
necessary  to  increase  the  facilities  in  keeping  with  the  progress  and 
development  of  the  country. 

Now,  mind  you,  I  am  not  complaining  of  this  congressional  legisla- 
tion. I  am  stating  it  only  as  a  fact.  I  do  complain  of  the  power 
of  the  States  to  regulate  interstate  railroads,  but  I  will  not  stop  now  to 
discuss  that.  I  am  relating  this  only  as  a  matter  of  fact  leading  up 
to  the  point  that  the  responsibility  for  the  development  of  the 
railroad  facilities  of  this  country  rests  now  upon  Congress,  primarily. 

If  the  railroads  were  turned  loose,  if  they  were  allowed  to  make 
the  rates  and  conduct  their  affairs  as  ordinary  private  business,  there 
is  not  any  doubt  that  the  requisite  railroad  facilities  of  the  country 
would  be  provided.  But  no  intelligent  person  really  advocates  that 
now.  The  evil  resulting  from  um-estricted  practices  and  activities 
under  existing  conditions  would  be  too  great  to  be  tolerated.  Thb 
only  solution  of  the  problem  is  Government  regulation  or  Govern- 
ment ownership. 

We  have  arrived  at  a  point  where  the  choice  before  Congress  and 
the  choice  before  this  country  is  Government  ownership  or  private 
operation  and  ownership  under  Government  regulation.  That  is 
the  issue  which  is  before  the  country  to-day. 

The  railroad  problem  at  this  time  is  only  a  problem  of  railroad 
credit.  That  is  all  there  is  to  it.  So  far  as  the  regulation  of  the 
railroads  as  common  carriers,  so  far  as  the  regulation  of  the  relations 
between  the  railroad  company,  as  a  carrier,  and  the  public  as  shippers 
and  travelers,  is  concerned,  I  think  all  will  agree  that  the  present 
regulations  are  adequate  and  nothing  further  is  needed  on  that 
subject.  The  work  of  this  committee  and  before  Confess  is — not 
regulation  of  these  relations  between  the  railroads  and  the  public, 
but— what  is  to  be  done  to  establish  the  credit  necessary  for  the  rail- 
roads to  get  the  capital  required  to  provide  the  facilities  which  the 
country  must  have.  Any  bill  or  any  proposition  or  any  argument 
before  this  committee  that  does  not  bear  on  that  question  is,  to  my 
mind,  irrelevant.  The  sole  question  is,  ''How  is  the  requisite  capital 
to  be  provided  ?  How  far  can  or  should  Congress  go  in  offering 
inducements  to  private  capital  to  go  into  the  railroad  business." 
Nothing  else,  so  far  as  I  can  see,  is  needed. 
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I  assume  that  Congress,  or  this  committee,  has  decided  against 
Government  ownership,  and  I  will  not  discuss  that.  So  the  sole 
question  is 

Mr.  Sims  (interposiiig) .  Mr.  Chairman,  I  do  not  understand  that 
the  Chairman  has  ever  said  we  should  not  even  discuss  the  question 
of  possible  Government  ownei-ship  or  probable  Government  o^vner- 
ship,  or  compare  with  private  o^^'Ilership. 

The  Chairman.  I  made  the  declaration  that  in  view  of  the  attitude 
of  the  President  and  what  I  sensed  as  public  sentiment,  Government 
ownership  was  not  desirable,  and,  therefore,  we  would  probably  not 
give  much  consideration  to  it,  but  I  have  limited  nobody  in  the 
eixpression  of  their  views. 

Mr.  Sims.  I  so  understood  it,  and,  therfeore,  I  thought  it  perfectly 
proper 

The  Chairman  (interposing).  Of  course,  the  Plumb  plan  was 
fundamentally  such  a  proposition,  and,  therefore,  a  discussion  of  the 
question  could  not  have  been  avoided. 

Mr.  Sims.  But  that  was  a  m^ere  plan,  and  Judge  Lovett,  it  seems  to 
me,  deals  logically  with  the  situation  that  it  is  either  Government  or 
private  owaiership  in  order  to  give  the  country  what  it  ought  to  have, 
and  I  do  not  think  this  committee  or  Congress  has  decided  that  it 
^^^ll  not  hear  or  consider  a  proposition  for  Government  owmership. 

The  Chairman.  I  think  the  committee  understands  the  situation. 

Mr.  Sims.  I  thmk  so,  too,  but  Judge  Thorn  seemed  to  have  a 
different  view  of  it. 

Mr.  Lovett.  I  have  views  upon  the  subject  of  Government  own- 
ership, Mr.  Chairman.  My  judgment  is  verj'  strongly  agamst  it. 
I  hope  to  take  onh'  a  short  time  before  the  committee  to-day,  and  I 
will  not  take  any  part  of  that  time  in  discussing  it ;  but  some  months 
ago  I  issued  another  pamphlet  of  a  few  pages  only,  on  the  question  of 
Government  ownershij).  I  have  not  a  copy  of  it  here  at  the  moment, 
but  with  the  permission  of  the  committee,  I  should  like  to  incorporate 
that  in  my  remarks.  There  are  only  four  or  tiv^e  pages  of  it, 
and  it  expresses  very  concisely  my  views  on  Government  0A\Tiership. 

The  Chairman.  Very  well. 

Mr.  Lovett.  I  shall  still  proceed  upon  the  assumption  that  j'^ou 
will  not  adopt  Government  ownership  and  that  you  are  gomg  to  rely 
upon  private  enterprise  and  private  capital  to  provide  the  necessary 
railroad  facilities. 

It  is  hardly  necessary  to  point  out  that  the  Government  can  not 
force  private  capital  into  the  railroad  business.  There  is  no  way  of 
compeUmg  a  man  to  put  his  money  m  the  railroad  business.  It 
must  be  so  attractive  that  he  will  enter  it  in  preference  to  other  lines 
of  business  or  along  with  other  Imes  of  business.  It  must  be  a 
voluntary  matter. 

I  take  it  that  you  must  approach  the  framing  of  legislation  with  an 
eye  to  that  situation,  and  realize  that  unless  the  railroad  business  is 
going  to  be  sufReiently  attractive  to  brmg  private  capital  into  it, 
you  will  not  get  the  facilities  which  the  country  needs  for  transporta- 
tion. I  hope  you  will  remember  that  and  will  bear  that  aspect  of 
the  problem  constantly  in  mind  in  frammg  your  legislation.  I 
believe  firmly  that  if  you  get  to  a  point  m  framing  your  legislation 
v/here  if  you  ask  yourself  whether  this  will  attract  the  necessary 
private  capital  to  provide  the  facilities  we  need,  and  you  find  that  it 
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will  not  have  that  effect,  you  might  as  well  proceed  no  further,  and 
turn  to  something  else. 

That  is  the  sole  question,  it  seems  to  me.  What  will  attract  private 
capital,  and  how  far  Congress  is  justified  in  gomg  in  attracting  private 
capital  before  it  turns  to  some  form  of  Government  ownership. 

In  view  of  the  statement  that  you  would  be  good  enough  to  incor- 
porate in  the  record  the  paper  which  states  my  views  on  most  of  these 
questions,  I  will  comment  only  on  two  or  three  aspects  that  are  not 
covered  in  that  pamphlet. 

One  or  two  plans  have  been  submitted  to  this  committee  that  con- 
template the  limitation  of  the  return  investors  in  railroad  capital 
shall  be  entitled  to  enjoy.  A  maximum,  I  believe,  has  been  set  as 
6  per  cent  upon  the  value  of  the  property.  The  question  of  value  is 
dealt  with  m  different  ways  in  these  plans.  One  of  the  plans  insists 
that  the  property  investment  account  shall  be  taken  as  the  basis. 
I  have  not  myself  very  much  respect  for  the  property  investment 
accomit  of  raih'oad  companies  on  the  whole  as  they  exist  to-day  as 
evidence  of  the  value  of  the  property.  In  the  early  days  when  a 
railroad  company  issued  stocks  and  bonds,  they  were  taken  up  on 
the  books  at  their  par  value.  There  are  many  property  mvestment 
account  to-day  carrying  securities  at  one  hundred  cents  on  the  dollar 
which  vv^ere  issued  for  very  much  less.  I  fancy  you  will  find  some  that 
were  issued  as  a  bonus  in  the  early  days  of  railroading  in  order  to  get 
investors  to  buy  the  bonds. 

There  are  all  sorts  of  considerations  that  entered  into  some  of 
these  property  investment  accounts.  The  property  investment 
account  of  many  companies  that  represent  hard  cash  at  100  cents 
on  the  dollar.  There  are  others  that  represent  almost  nothing,  and 
yet  it  is  proposed  in  fixing  that  you  shall  take  the  property  invest- 
ment accounts  as  the  basis.  Some  railroads  are  very  much  under- 
capitalized and  other  railroads  are  very  much  overcapitalized.  I 
believe  that  the  majority  of  them  fairly  represent  the  investment  in 
the  railroads.  I  contend,  however,  that  even  the  cost  is  not  the 
best  guide  to  the  value  of  railroad  property;  that  a  railroad  is  worth 
what  it  will  earn;  that  that  is  really  the  only  measure  of  its  value. 
What  v/ill  it  earn  ?  Wliat  return  will  it  yield — not  simply  for  one 
year,  but  during  a  period — what  return  will  it  yield  to  the  owners  ? 

Mistakes  are  made  in  building  railroads  just  as  in  building  hotels 
and  office  buildings  and  in  developing  farms.  Wise  judgment  and 
good  fortune  sometimes  attends  the  building  of  railroads.  It  is  not 
an  absolutely  fair  guide  to  take  what  it  costs.  The  railroads  of  this 
country  have  been  operating  for  30  years  under  rates  either  made, 
or  sanctioned,  by  the  Government;  and  during  that  time  the  relative 
value  of  railroads  has  been  pretty  well  developed  through  their 
earnings  and  from  the  sale  of  their  securities. 

The  proposal  of  both  of  the  plans  is  to  limit  the  investment  in 
railroad  capital  to  8  per  cent.  That  is  the  point  to  which  I  want 
particularly  to  direct  your  attention.  If  it  was  certain  that  the 
owners  would  get  6  per  cent  there  would  be  more  merit  in  the  propo- 
sition than  there  really  is,  but  the  point  I  wish  to  make,  first,  is  that 
even  if  you  limit  the  return  to  6  per  cent  upon  the  value,  whether  it 
is  the  book  value  or  the  value  fixed  by  the  Interstate  Commerce  Com- 
mission or  whatever  the  value  the  owners  can  not  get  it  under  the 
plans  proposed. 
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In  order  to  understand  this  subject,  it  is  necessary  to  have  some 
knowledge,  at  least,  of  the  general  principles  of  accounting,  because  it 
all  depends  upon  the  regulation  of  accounts  by  the  Interstate  Com- 
merce Commission. 

I  scarcely  expect  that  all  the  members  of  the  committee  under- 
stand the  technical  rules  of  accounting  as  prescribed  by  the  Inter- 
state Commerce  Commission  unless  they  have  had  occasion  to 
specially  study  them,  so  I  am  going  to  take  your  time  to  explain 
matters  that  may  already  be  understood  by  many  with  reference  to 
these  accounts. 

The  net  earnings,  as  commonly  understood,  or  the  net  income  or 
profit  of  a  railroad  company  at  the  end  of  a  year  is  generally  under- 
stood to  represent  the  amount  that  remains  after  payment  of  all  the 
expenses  of  maintenance  and  operation  of  the  property  and  all 
taxes,  and  to  be  an  amount  that  belongs  to  the  owners  and  that  is 
subject  to  distribution  among  the  stockholders  as  dividends  or  to  be 
used  in  payment  of  interest  on  bonds.  That  is  what  the  average 
person  understands  on  reading  a  report  of  the  Interstate  Commerce 
Commission  or  of  a  railroad  company  showing  the  net  earnings  for 
the  year.     But  that  is  not  the  fact.     It  is  far  from  being  true. 

The  railroad  business  is  the  only  business  I  know  of  that  docs  not 
maintain  the  propert}-  as  a  part  of  its  going  expenses.  I  suppose 
that  aJJ  manufacturers,  certainly  many  of  them,  charge  against  their 
current  expenses  the  cost  of  renewals  and  replacements — keeping  up 
the  propert}^  That  is  not  so  in  the  raihoad  business.  It  is  not 
under  the  Interstate  Commerce  Commission's  accounting  rules. 
Under  the  commission's  rules,  when  a  railroad  company  renews  a 
bridge,'  a  wooden  trestle,  or  an  entire  structure,  it  does  not,  as  the 
manufactm'er  would,  charge  the  cost  of  the  renewal — putting  the 
property  in  the  condition  it  was  /in  before — to  current  expenses. 
But  under  the  commission's  rules  the  entire  cost  of  renewing  the 
wooden  trestle  or  renewing  a  steel  bridge  is  charged  to  the  capital 
account  and  not  to  operating  expenses;  that  is,  to  capital  account, 
less  the  original  cost  of  the  ancient  structm'e.  This  illustration,  I 
realize,  is  a  little  tedious.  Take  the  ordinary  wooden  culvert  or 
trestle.  When  the  railroad  company  lenews  it  (and  they  have  to  be 
renewed  very  often),  it  is  required  by  the  rules  of  the  Interstate 
Commerce  Commission  to  charge  the  cost  of  the  new  sti-ucture  to-day, 
at  present  prices  of  material  and  labor,  to  capital  account,  less  the 
cost  of  the  original  structure,  which  results  where  we  renew  a  prop- 
erty in  kind  in  charging  60  to  75  per  cent  of  the  cost  of  replacing 
that  property  to  capital  account. 

If  we  build  a  new  station,  though  we  rebuild  identically  the  same 
station,  we  do  not  charge  it  to  our  current  expenses,  but  we  charge 
the  cost  of  the  new  structure,  at  present  prices  of  labor  and  material, 
to  capital  account,  deducting  from  it  only  book  cost  of  the  old 
structm'e,  built  perhaps  generations  ago. 

The  Chairman.  Might  not  that  be  to  the  advantage  of  the  rail- 
road in  that  by  increasing  the  capital  account  you  vv'ould  have  an 
additional  foundation  upon  which  to  ask  for  rates  ? 

Mr.  LovETT.  But  we  would  rather  have  some  of  the  rates  as  we 
go  along.  I  wish  to  say,  however,  that  I  do  not  wish  to  be  under- 
stood as  criticizing  these  rules  and  saying  that  they  are  not  what 
tliey  ought  to  be.     That  is  another  subject  upon  which  I  have  views, 
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but  it  is  not  necessary  to  go  into  it  now.  But,  to  answer  your 
question,  of  course,  it  makes  a  better  showing  for  a  railroad  com- 
pany to  keep  down  its  operating  expenses.  It  also  makes  a  better 
showing  for  the  rate-making  power,  and  gives  them  a  stronger  argu- 
ment to  answer  the  railroads  for  an  increase  of  rates  by  saying,. 
"You  had  so  much  net  last  year,"  or  "Your  net  earnings  amounted 
to  so  much  last  year." 

Mr.  WiNSLOw.  May  I  interrupt  you  to  make  an  inquiry? 

Mr.  LovETT.  Certainly. 

Mr.  WiNSLOw.  Are  you  limited  as  to  the  extravagance  in  connec- 
tion with  the  construction  of  a  new  station  ? 

Mr.  LovETT.  No ;  we  are  not. 

A^Ir.  WiNSLow.  If  you  ornament  with  Greek  statues  and  every- 
thing else,  that  is  charged  to  the  capital  account? 

Mr.  LovETT.  Yes.  That  is  left  entirely  to  the  discretion  of  the 
railroad  company— to  the  board  of  directors. 

Mr.  Mekrttt.  Is  the  same  thing  true  with  reference  to  the  renewal 
of  rails? 

Mr.  LovETT.  There  is  a  special  provision  with  reference  to  the 
renewal  of  rails.  If  we  relay  identical!}^  the  same  weight  and  pattern 
of  rail  that  we  take  up,  there  is  no  charge  to  capital  account.  If,. 
however,  we  increase  the  weight — if  the  weight  of  the  metal  is  in 
excess  of  the  weight  of  the  rail  taken  up^ — that  is  charged  to  capital 
account.  Every  raih-oad  company,  certainly  ever}^  progressive  rail- 
road company,  is  constantly  increasing  the  weight  of  its  rails.  The- 
railroad  companies  with  which  I  have  been  connected  have  been 
carrying  on  that  policy.  When  I  was  first  connected  with  the  Union 
Pacific  Railroad  Co.  its  standard  was  80  pounds. 

Mr.  WiNSLOw.  Eighty  pounds  ? 

Mr.  LovETT.  Yes;  80  pounds"  to  the  yard.  It  was  raised  to  90 
pounds,  and  three  years  ago  on  the  main  line  we  raised  it  to  100 

Sounds.     On  some  of  the  eastern  railroads,  the  Pennsylvania  and' 
ew  York  Central,  I  think  they  have  rails  which  weigh  125  pounds. 

Mr.  Elliott.  And  some  137  pounds. 

Mr.  LovETT.  Some  as  much  as  137  pounds  to  the  yard.  That  has 
been  because  of  the  constantly  increasing  weight  of  the  engines,  the 
constantly  increasing  weight  of  the  cars,  and  in  the  interest  of  econ- 
omy. So  it  is  necessary  to  constantly  increase  the  weight  of  the 
rails  where  the  heavy  traffic  is.  That  is  not  true  of  branch  lines, 
where  there  is  light  traflfic.  But  all  the  weight  in  excess  of  the  rail 
taken  up  is  charged  to  capital  account.  The  result  is  that  as  a  gen- 
eral rule,  I  should  say  on  the  average,  every  railroad  company  has 
to  charge  to  its  capital  account  from  20  to  25  per  cent  of  the  cost  of 
rail  renewals,  the  amount  depending  upon  the  policy  as  to  increasing- 
the  weight  of  the  rails. 

The  Chairman.  That  is  the  English  policy.     They  charge  almost 
everything  to  capital  account.     That  is  one  reason  why  the  capitali-" 
zation  of  the  English  roads  is  something  like  $270,000  a  mile? 

Mr.  LovETT.  That  is  undoubtedly  one  of  the  reasons  for  the  capi- 
talization of  the  English  roads.  I  am  not  familiar,  however,  with 
their  system  of  accounting,  as  to  whether  they  draw  the  line  between 
capital  and  expenses  where  we  do.  I  am  familiar  with  the  American 
system,  but  not  with  the  English  system  in  that  particular. 

Mr.  Sweet  (interposing).  Double  trackage  is  charged  to  capital 
account  ? 
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Mr,  LovETT.  Yes;  and  properly  so.  I  am  speaking  only  of  renew- 
als, where  we  replace  property  in  kind.  I  quite  agree  that  wherever 
we  enlarge  the  property,  add  something  to  increase  our  facilities,  it 
is  chargeable  to  capital  account.  I  am  commenting  especially  upon 
the  mere  renewal  of  the  property.  As  I  have  indicated,  if  we  renew 
a  station,  even  in  kind,  we  charge  the  cost  of  the  new  station  to  capital 
account,  less  the  cost  of  the  old.  If  we  renew  a  bridge,  we  charge 
to  capital  account  the  cost  of  the  new  structure  less  the  cost  of  the 
old.  If  we  substitute  a  stone  or  concrete  structure  or  a  steel  struc- 
ture for  a  wooden  structure  or  increase  the  size  or  strength  in  any 
way,  the  entire  cost  of  the  new  structure  is  charged  to  capital  account 
less  the  cost  of  the  original  structure  replaced. 

Mr.  Merritt.  Do  not  the  railroad  companies  carry  a  current 
depreciation  account  ? 

Mr.  LovETT.  No;  except  for  equipment.  They  never  have.  I 
could  show  3^ou  why  it  is  not  applicable  to  the  railroad  business, 
except  to  equipment,  and  I  think  that  is  proper. 

The  Chairman.  Do  not  the  property  investment  account  require- 
ments of  the  commission  make  an  allowance  for  salvage  ? 

Mr.  LovETT.  Yes.  Where  there  is  any  salvage,  we  credit  it  to  the 
cost  of  the  new  work  at  its  value,  whatever  it  is,  except  where  it  is 
in  the  original  cost  credit. 

Mr.  WixsLow.  If  you  charge  off  the  original  cost  of  a  building, 
that  amounts  ultimately  to  depreciation  ( 

Mr.  LovETT.  Yes;  that  is  a  question  of  depreciation.  That  is  a 
very  large  subject.  I  think  there  is  a  good  deal  of  loose  thinking  and 
misunderstanding  about  it.  As  a  matter  of  fact  depreciation  is 
nothing  but  distribution,  of  maintenance  expenses  over  a  long  period. 
Whether  we  accumulate  a  fund  currently  that  will  absorb  some  of 
these  special  repairs  or  whether  one  year  about  equalizes  another  and 
we  take  care  of  it  currently,  charging  at  the  moment,  as  is  done,  to 
the  expenses  of  the  month  or  year  is  a  question  about  which  opinions 
differ  as  to  which  is  the  best  policy  in  railroad  administration. 

Mr.  WiNSLOW.  Does  not  the  mere  fact  that  you  charge  off  the  cost 
of  the  original  structure,  whatever  it  may  be,  amount  to  depreciation 
to  that  extent  ? 

Mr.  LovETT.  Yes;  it  takes  the  place  of  depreciation. 

Mr.  WiNSLOW.  So  you  have  it  just  the  same  in  the  long  run  ? 

Mr.  LovETT.  Yes. 

Mr.  WiNSLOW.  But  in  that  form  ? 

Mr.  LovETT.  Yes. 

Mr.  WiNSLOW.  So  far  as  the  physical  properties  go  ? 

Mr.  LovETT.  Yes. 

To  illustrate,  it  was  the  practice  of  the  Union  Pacific  and  the 
Southern  Pacific  systems  prior  to  the  adoption  of  the  present  regula- 
tions of  the  Commission  in  1907  to  charge  aU  rail  renewals  to  operating^ 
expenses,  and  when  a  car  was  retired  the  cost  of  a  new  car  was 
charged  against  operating  expenses,  because  that  replaced  the  car. 
They  did  not  have  any  depreciation  fund.  That  was  the  practice 
with  these  companies  in  that  particular — until  the  commission 
established  the  present  regulations.     There  ought  to  be  a  uniform  rule.. 

Mr.  Sims.  Is  the  reason  why  they  aUow  you  to  charge  to  capital 
account  the  difference  between  the  structure  upon  the  theory  that 
the  capital  account  was  at  once  increased  to  the  extent  of  the  value 
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of  the  difference  between  the  original  cost  of  the  structure  replaced 
and  the  cost  of  the  new  structure  ?     Is  that  the  idea  ? 

Mr.  LovETT.  That  particular  regulation,  Judge  Sims,  was  enacted 
by  the  Commission  in  connection  with  their  valuation  work.  The 
prior  railroad  practice  had  been,  according  to  my  understanding 
that  where  a  carrier  replaced  property  in  kind,  why,  regardless  of  the 
cost  of  the  structure  replaced  or  of  the  cost  of  the  new  structure,  it 
charged  the  entire  amount  to  operating  expenses  or  to  maintenance. 
The  difference,  if  any,  between  the  original  structure  and  the  new  was 
charged  to  capital.  But  that  practice  was  changed,  I  think,  in 
connection  with  the  valuation  work  the  commission  undertook.  I 
do  not  know  the  theory. 

Mr.  Sims.  The  original  cost  to  be  amortized  ? 

Mr.  LovETT.  I  do  not  know  the  theory.  But  the  fact,  as  I  see  it, 
is  that  where  we  simply  maintain  the  property  by  replacing  a  structure 
exactly  in  kind,  that  is  only  maintaining  the  property  and  the  charge 
ought  to  go  to  maintenance.     That  is  not  the  way  it  goes  now. 

Mr.  Sims.  But  if  you  build  a  station  not  takmg  the  place  of  an  old 
one,  that  should  be  charged  to  the  capital  account  ? 

Mr.  LovETT.  Undoubtedly.     That  is  an  additional  facility. 

Mr.  WiNSLOw.  Not  tliat  it  is  likely  to  happen,  but  in  the  event  of 
having  a  station,  to  illustrate,  cost  less  than  the  original  one,  how 
would  that  appear  on  the  books?  Suppose  that  a  station  was  put 
up  this  year  with  the  high  cost  of  construction,  and  assume  that 
5  years  or  20  years  from  now  the  costs  should  be  lower,  how  would  that 
appear  on  tlie  books  ? 

Mr.  LovETT.  In  the  same  way.  We  will  charge  the  cost  of  the  new 
structure  to  the  property  investment  account,  and  write  down 
simultaneously  our  property  investment  account  by  the  original  cost 
of  the  old  structure.  So,  if  the  new  structure  costs  less  there  will  be 
a  credit  and  our  property  investment  account  will  be  less.  That  may 
be  true  some  time  in  the  future  if  things  ever  get  cheaper  and  if  the 
high  cost  of  living  ever  comes  down. 

Mr.  WiNSLOw.  Assuming  that  they  did  that  during  war  time  ? 

Mr.  LovETT.  Of  course,  they  had  to  build  them.  Tnat  same  policy 
runs  through  every  brancii  of  railroad  maintenance.  If  we  replace  a 
tank,  as  we  have  to  do  constantly  (because  that  is  something  that 
can  not  be  postponed  for  cheaper  materials  and  lower  wages),  and  if 
we  spend,  for  instance,  as  the  Union  Pacific  did  durmg  this  year, 
over  $700,000  on  new  water  stations  and  improvements,  replacing 
old  stations,  we  charge  to  capital  account  the  entire  cost  of  the  new 
stations,  less  the  original  cost  of  the  old  stations  replaced.  If  we 
add  anything — if  we  add  a  part  of  the  paving  assessment  around 
our  station  grounds,  that  goes  to  capital  account.  If  we  put  in  an 
alarm  bell  at  a  road  crossing,  that  goes  to  the  capital  account.  If 
we  put  in  an  additional  lamp  in  a  car,  that  goes  to  capital  account. 
If  we  put  an  additional  handhold  or  a  safety  ladder  on  a  freight  car, 
that  goes  to  capital  account. 

Mr.  Hamilton.  If  a  town  is  made  a  division  headquarters,  and  if  a 
large  investment  is  made  in  real  estate  in  the  vicinitj^  for  the  exten- 
sion of  tracks  and  the  construction  of  buildmgs  and  roundhouses, 
and  tlie  construction,  even,  of  a  hotel,  that  would  be  charged  to  the 
capital  account? 

Mr.  LovETT.  All  that  is  charged  to  the  capital  account,  and  prop- 
erly so. 
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Mr.  Hamilton.  That  is  a  new  inx^estment  ? 

Mr.  LovETT.  Yes. 

I  am  directing  attention  now  to  the  capital  account  in  connection 
with  mere  renewals  and  replacements,  doing  what  I  call  maintaining 
the  property  in  the  same  condition — not  adding  to  it.  I  am  not 
dealing  witii  additions,  but  maintaining  the  property  in  the  con- 
dition in  which  it  was.  This  ratlier  tedious  statement  leads  up  to 
this  point. 

Taking  even  a  linanciallj^  strong  railroad  company,  you  see  the 
predicament  of  the  company  under  the  operation  of  a  law  that  will 
limit  its  return  to  6  per  cent  upon  the  value  of  its  property.  At  the 
end  of  the  year  it  passes  oyer  to  the  Government  for  the  benefit  of 
its  inefficient  competitor  or  other  railroad  companies  who  have  not 
earned  as  much,  everything  in  excess  of  6  per  cent  of  its  earnings. 
The  average  person  is  liable  to  think  that  this  6  per  cent  goes  to  the 
owners.  But  that  is  where  the  mistake  arises.  That  6  per  cent  can 
not  go  to  the  owners,  because  2  or  3  per  cent  has  already  been  spent 
in  these  mere  renewals.  If  the  company  does  not  add  a  mile  of  track, 
if  it  does  not  add  anything  new,  if  it  does  not  build  additions  tp 
stations,  if  it  does  not  buy  a  car  or  an  engine,  but  only  keeps  its 
road  running,  it  is  bound  to  spend  a  considerable  amount  of  money 
out  of  this  6  per  cent;  and  instead  of  having  that  money  to  pay 
interest  on  its  bonds  or  to  turn  over  as  dividends  on  its  stock,  there 
is  only  2  or  3  per  cent  of  it  left  in  cash. 

Of  course,  as  I  said  a  moment  ago,  if  it  were  certain  that  the  owners 
v/ould  get  the  6  per  cent,  the  case  would  not  be  so  bad.  It  would  be 
bad  enough.  It  would  be  bad  for  the  person  who  has  been  getting 
8  or  10  per  cent.  It  is  pretty  hard  on  the  man  or  the  woman,  and 
there  are  hundreds  of  thousands  of  them,  who  have  bought  stock 
paying  more  than  6  per  cent  on  the  basis  of  its  yield;  who  paid  SI 50 
or  S200  a  share  for  the  stock  that  pays  10  per  cent  or  8  per  cent.  It  is 
hard  on  them  to  be  compelled  to  accept  6  per  cent,  which  is  the  same 
return,  apparently,  that  it  is  intended  shall  be  given  to  the  man  who 
bought  his  stock  for  perhaps  50  cents  on  the  dollar.  But  the  diffi- 
culty is  that  they  can  not  even  get  the  6  per  cent  which  is  contem- 
plated in  these  plans  for  the  owners  to  get,  because,  instead  of  being 
in  cash  in  tbe  treasury,  it  will  have  been  plowed  into  the  property — a 
considerable  portion  of  it — for  mere  matters  of  renewals  and  re- 
placements. 

Mr.  WiNSLOW.  Judge,  do  you  assume  that  the  proposition  of  these 
proponents  of  the  6  per  cent  does  not  mean  that  they  are  to  get  the 
6  per  cent  applicable  to  dividends '( 

Mr.  LovETT.  I  think  their  proposition  is  that  6  per  cent  shall  be 
applicable  or  available  for  dividends.  I  think  that  is  what  they 
mean,  but  they  will  not  accomplish  it.  For  instance,  in  order  to 
maintain  these  roads,  it  will  take  a  good  deal  more  than  6  per  cent. 
It  will  take  8  or  9  per  cent.  My  guess  is  that  from  2  to  3  per  cent 
upon  the  value  of  the  property  must  eveiy  year  go  back  into  it,  not 
for  additions,  extensions,  double  tracking,  and  things  like  that,  but 
for  these  renewals  and  unproductive  improvements. 

Mr.  WiNSLOw.  Then,  if  they  were  to  get  6  per  cent  applicable  to 
dividends,  they  would  have  to  have  another  system  of  accounting, 
so  they  could  charge  these  things  to  operating  expense  rather  than 
to  capital,  would  they  not? 
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Mr.  LovETT.  Yes ;  and  get  the  money  for  it. 

Mr.  WiNSLOw.  Yes;  and  that  would  change  the  whole  system  of 
the  commission  for  keeping  the  hooks. 

Mr.  LovETT.  You  would  at  least  have  to  do  this:  Instead  of  making 
the  rates  sufficient  to  yield  6  per  cent,  you  would  have  to  make  the 
rates  sufficient  to  yield  more  than  6  per  cent.  The  propositions  as 
submitted  here  provide  that  it  shall  l)e  at  least  6  per  cent;  and  rates 
that  yield  only  6  per  cent  will  not  allow  6  per  cent  return  upon  the 
value  of  the  property.  The  Supreme  Court,  as  you  probably  know, 
decided  in  the  Lincoln  Gas  Case,  in  June  last,  that  6  per  cent  was  not 
enough  return  on  the  property  under  existing  conditions,  if  I  under- 
stand the  decision  in  that  case.  Now,  in  order  to  get  6  per  cent  on 
the  property  the  rates  must  be  high  enough  to  ;yield  from  8  to  9  per 
per  cent,  because  there  are  these  renewals.  You  must  either  change 
your  system  of  accounting  and  let  these  renewals  go  to  operating 
expenses;  or  if  you  are  going  to  treat  them  as  new  capital,  when  they 
are  not  capital,  you  must  make  the  rates  high  enough  to  cover  them. 
In  any  case,  if  you  carry  out  or  adopt  these  plans,  you  will  have  to 
increase  the  rates  very  substantially  to  do  what  is  proposed.  Be- 
cause, if  you  create  a  reserve,  or  if  you  charge  these  amounts  to  some 
reserve  account,  after  paying  the  6  per  cent,  you  must  have  rates 
high  enough  to  set  up  a  reserve  to  meet  them. 

Mr.  WiNSLOW.  For  the  purpose  of  clearing  up  this  important 
feature,  I  have  asked  the  chairman  if  he  would  have  any  objection 
to  my  asking  Mr.  Walter  to  briefly  state  whether  or  not  in  the  War- 
field  plan  they  considered  the  operating  charges  as  described  by 
Judge  Lovett  should  be  provided  for  before  they  considered  the 
matter  of  the  6  per  cent. 

Mr.  Walter.  No.  We  do  not  change  the  rules  which  the  com- 
mission has  in  effect  to-day,  but  we  do  contemplate  that  there  will 
be  two  reserve  funds,  in  the  discretion  of  the  commission,  created. 
That  6  per  cent,  however,  is  to  be  after  aU  operating  expenses  have 
been  paid,  and  will  be  applicable  to  the  payment  of  dividends  and  to 
interest  charge. 

Mr.  LovETT.  Will  that  be  after  the  reserves  ? 

Mr.  Walter.  After  the  reserves  have  been  created. 

Mr.  WiNSLOw.  The  system  of  bookkeeping  then  would  have  to  be 
to  make  some  allowance,  through  some  entry  or  other,  to  provide 
for  the  upkeep  and  maintenance  of  the  property. 

Mr.  W^^LTER.  That  is  all  taken  care  of  in  the  commission's  rule. 
We  do  provide  for  the  commission  to  create  two  reserves,  one  for 
acts  of  God,  contingencies  that  may  happen.  The  commission,  out 
of  its  experience,  can  determine  the  amount  of  that  reserve. 

Mr.  WiNSLOW.  So  that  after  the  ordinary  operating  expenses,  as 
described  by  Judge  Lovett,  have  been  cared  for,  you  then  expect  the 
6  per  cent  ? 

Mr.  Walter.  Yes,  sir;  that  is  correct,  and  it  is  based  upon  the 
value  of  the  property  and  not  upon  the  stocks  and  bonds,  and  there 
is  not  a  single  railroad,  not  even  excluding  the  Union  Pacific,  with 
its  very  large  earnings,  but  what  can  pay  its  customary  dividends. 
The  difficulty  is  that  the  Union  Pacific's  surplus  would,  under  our 
plan,  be  reduced. 

Mr.  WiNSLOW,  My  purpose,  of  course,  was  not  to  stimulate  an 
argument  that  would  be  interesting,  but  merely  to  clear  up  that  one 
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feature  as  to  provision  being  made  for  these  operating  expenses 
before  the  6  per  cent  was  allowed. 

Mr.  Walter.  That  is  correct. 

Mr.  LovETT.  Mr.  Walter  was  not  entirely  clear  or  at  least  T  did 
not  understand  him  on  this  point:  Does  he  mean  that  the  6  per  cent 
shall  be  applicable  to  capital — that  is,  to  dividends  and  interest — and 
if  so,  how  is  he  going  to  take  care  of  these  expenditures  that  are 
chargeable  to  capital  account  for  replacements,  which  I  have  been 
discussing  ? 

Mr.  Walter.  Of  course  that  will,  as  a  capital  charge,  be  borne  as 
any  other  capital  charge.  The  man  who  owns  the  road  has  got  to 
furnish  that  money.     The  sliipper  does  not  furnish  it. 

Ml-.  LovETT.  Then  that  means  what  I  anticipated  it  did,  that 
under  that  plan,  if  you  allow  only  the  6  per  cent  and  out  of  that  6 
per  cent  the  company  has  to  take  care  of  these  capital  charges,  there 
will  not  be  6  per  cent  applicable  to  the  owners  of  the  property. 
There  \vill  not  be  6  per  cent  available  for  capital.  Now,  it  does  not 
make  very  much  difference  to  the  stockholder  whether  his  road  is 
earning  6  per  cent,  if  it  is  going  into  renewals  and  not  coming  to  him. 
He  wants  the  6  per  cent  on  his  capital.  If  an  investor  does  not  get 
6  per  cent  on  his  capital,  and  can  get  it  in  other  lines  of  business,  he 
will  go  to  those  lines  of  business,  and  you  will  not  get  the  railroad 
facilities  the  country  needs.  If,  as  I  inter  from  Mr.  Walter's  answer 
to  my  question,  the  owner  is  to  get  6  per  cent,  less  these  renewal 
expenditures,  my  opinion  is  that  that  means  between  3  and  4  per 
cent,  and  you  will  never  get  the  capital  you  need  that  way,  because 
it  takes,  as  I  say,  on  an  average  of  2  to  3  per  cent  to  meet  the  renewals. 

Mr.  WiNSLOw.  I  would  like  to  get  you  together  on  that,  because  I 
am  interested  in  that  feature.  It  seems  to  me  to  be  the  nut  of  the 
whole  argument.     I  do  not  want  to  be  annoying 

Mr.  LovETT.  Absolutely  you  are  not. 

Ml-.  WiNSLow.  But  if  i  understand  Mr.  Walter  and  his  plan,  it  is 
to  provide  to  meet  the  cost  of  renewals,  and  so  forth,  before  they  con- 
sider the  6  per  cent.  Then  he  leaves  the  6  per  cent  applicable  to 
dividends  and  it  is  clearly  for  that  purpose. 

Mr.  LovETT.  I  think  you  misunderstand  Mr.  Walter's  statement. 

Mr.  WiNSLOw.  If  I  do,  I  would  like  to  have  that  corrected. 

Mr.  Walter.  No,  sir.  Under  the  commission's  accounting  all  the 
operating  expenses  are  to  be  paid  out  of  the  gross  revenues  before 
the  6  per  cent  is  to  be  considered.  If  there  is  a  capital  charge,  it  is 
to  be  counted  as  capital,  and  does  not  come  out  of  operating 
expenses.  We  believe  that  the  owners  of  these  properties  ought  not 
to  expect  the  public  to  make  a  contribution  as  capital  and,  in  addi- 
tion, pay  6  per  cent.  Let  them  get  the  capital  the  same  as  you  get 
it  or  anybody  else. 

Mr.  WiNSLow.  When  it  is  all  boiled  dowTi,  it  means  that  these 
operating  expenses  have  been  paid  for  ? 

Mr.  Walter.  Yes,  sir. 

Mr.  WiNSLOw.  And  then  you  are  supposed  to  have  in  your  treas- 
ury a  credit  equal  to  6  per  cent,  which  is  to  be  applicable  to  dividends  ? 

Mr.  Walter.  And  interest  charges.     That  is  correct. 

Mr.  Rayburn.  That  is  not  what  it  means. 

Mr.  WiNSLOw.  That  is  what  he  says. 

Mr.  Raybltrn.  But  his  explanation  will  not  bear  out  what  he  sa3's 
it  means. 
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Mr.  Barkley.  You  do  not  count  as  operating  expenses  these 
renewals  which  are  chargeable  to  capital. 

Mr.  Wai>ter.  No;  that  is  capital  charge  and  is  not  operating 
expense. 

Mr.  Barkley.  So,  after  all,  that  does  come  out  of  the  6  per  cent 
net  that  the  stockholder  would  get  ? 

Mr.  Walter.  Yes;  that  is,  of  course,  deducted  from  it. 

Mr.  Hamilton.  As  I  understand  it,  that  confirms  Judge  Lovett's 
contention. 

Mr.  Walter.  Yes;  but  the  point  he  is  making  is  that  the  operating 
expense  and  this  capital  charge  ought  to  be  added  together  to  get  the 
total  operating  expense. 

Mr.  Merritt.  No;  the  real  point  he  makes  is  that  things  which 
ought  to  be  charged  to  operating  expense  are  put  in  the  capital 
account  and  you  can  not  help  it. 

Mr.  Walter.  That  is  true,  the  commission  requires  it.  But  if  you 
add  the  two  together  you  would  get  what  he  says  is  the  total  oper- 
ating expense. 

Mr.  Merritt.  Then  you  have  got  to  change  your  accounting  in 
order  to  have  the  6  per  cent. 

Mr.  Walter.  But  we  do  not  ask  that. 

Mr.  Merritt.  That  is  the  trouble. 

Mr.  Walter.  We  are  perfectly  satisfied  with  that. 

Mr.  WiNSLOw.  Now,  I  will  have  to  start  all  over  again.  Regard- 
less of  where  that  expense  of  operating  and  so  on  goes,  and  assuming 
it  goes  somewhere  and  exists,  it  is  your  idea  that  that  will  be  cared 
for  out  of  earnings,  and  on  top  of  that  you  will  have  a  clear  6  pei*  cent 
to  pay  dividends,  so  far  as  the  credit  goes. 

Mr.  Walter.  No;  we  ask  only  6  per  cent  after  the  operating 
expenses,  as  provided  in  the  commission's  rules,  have  been  paid. 

Mr.  WiNSLOw.  Very  well;  then  we  get  together  again. 

Mr.  Walter.  Yes. 

Mr.  Lovett.  I  think  that  confirms  my  statement  of  the  case,  Mr. 
Chairman,  that  he  proposes,  after  deducting  the  expense  classified  by 
the  Interstate  Commerce  Commission  as  operating  expenses,  that  6 
per  cent  is  left,  and  out  of  that  6  per  cent  the  railroad  must  pay  the 
capital  charges  involved  in  these  renewals  and  its  interest  and  its 
dividends.  Now,  my  point  is  that  with  these  renewals  and  for 
unproductive  expenditures,  by  which  I  mean  expenditures  that 
neither  add  to  the  earnings  nor  reduce  the  expenses,  every  railroad 
company  must  put  back  into  its  property,  without  really  any  return 
from  2  to  3  per  cent  every  year,  of  what,  under  the  commission's 
regulations,  are  treated  as  net  earnings,  and  that  consequently  there 
will  not  be  6  per  cent  applicable  to  dividends  and  interest,  and  that 
you  will  not  get,  under  any  such  scheme,  the  private  capital  needed. 

The  Chairman.  Would  track  elevation  be  considered,  under  your 
definition,  as  unproductive  investment  ? 

Mr.  Lovett.  I  would  consider  that  as  unproductive;  yes,  sir. 
It  does  not  add  proportionately  nor  in  any  substantial  degree  to  the 
earnings  of  the  property.  It  might  save  some  smail  expense.  It  is 
one  of  those  expenditures,  and  there  are  a  great  many  of  that  kind, 
that  go  to  the  general  upbuilding  and  development  of  the  property. 
It  is  very  hard — it  is  impossible,  in  fact — to  clearly  draw  the  line 
between  what  ought  to  be  charged  to  operating  expense  and  what 
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ought  to  be  charged  to  capital.  Track  elevation  tends  to  improve 
the  general  plan  but  in  no  degree  and  in  no  way  that  can  be  measured. 
But  every  dollar  of  it  is  charged  to  capital  as  new  capital  upon  which 
the  company  is  supposed  to  be  entitled  to  earnings. 

Mr.  Denisox.  Judge,  after  you  have  paid  what  you  call  the  oper- 
ating expenses,  under  the  commission's  rule  of  accounting,  and  you 
have  the  6  per  cent  according  to  this  other  plan  which  they  say  can 
be  distributed  to  the  stockholders  as  dividends  and  payment  of 
interest,  suppose  instead  of  taking  that  2  or  3  per  cent  wliich  goes 
to  capital  account  out  of  that  6  per  cent,  you  get  new  capital  for 
that,  by  stock  issue  or  by  borrowing  the  money,  and  go  ahead  and 
distribute  the  6  per  cent;  would  not  that  meet  the  situation? 

Mr.  LovETT.  I  was  going  to  that  point,  Mr.  Denison.  It  is  a  very 
proper  question.  Under  the  regulations  of  the  Interstate  Commerce 
Commission ■ 

Mr.  Sims  (interposing).  Before  you  come  to  that  point,  I  want  to 
submit  another  question  and  you  can  answer  both  at  once.  Suppose 
a  station  costs  originally  $500,000.  The  capital  account  would  be 
charged  with  that  $500,000.  When  the  time  comes  to  replace  it, 
it  may  cost  $1,000,000  to  replace  the  station.  You  are  allowed  to 
increase  your  capital  account  by  $500,000;  that  is,  by  the  sale  of 
new  securities,  but  the  salvage  value  ot  the  old  station  might  not 
be  over  $250,000,  and  therefore  $250,000  of  the  $1,000,000  can  be 
and  is  provided  for  out  of  current  earnings  and  does  not  become  a 
permanent  capital  charge;  is  that  correct,  in  application? 

Mr.  LovETT.  Answering  your  question  first.  Judge  Sims,  that 
transaction  is  handled  in  this  way:  You  charge  to  your  property 
investment  account  the  $1,000,000  for  the  new  station  and  you  at 
the  same  time  credit  your  property  investment  account;  that  is,  you 
write  down  the  property  investment  account  by  the  $500,000  invested 
in  the  original  account.  Suppose  you  get  $50,000  salvage  out  of  it, 
the  net  result  of  that  transaction  will  be,  as  it  stands  in  your  account; 
your  property  investment  account  wiU  have  increased  $500,000. 
Your  operating  expense  or  your  current  expense  will  be  charged  with 
$450,000,  and  that  disappears  with  the  other  expenses  in  the  year, 
and  the  salvage  wiU  go  to  your  material  and  supply  account.  You 
will  have  material  on  hand,  $50,000;  but  the  net  result  is  you  have 
increased  your  property  investment  account  by  the  difference  between 
the  $1,000,000  and  the  $500,000  because  you  charge  your  operating 
expenses  with  $450,000  representing  the  whole  building  less  salvage, 
and  you  credit  the  salvage  to  your  material  and  supply  account. 

Mr.  Sims.  But  you  have  paid  out  $950,000. 

Mr.  LovETT.  You  have  paid  out  in  cash- 

Mr.  Sims  (interposing).  That  is  what  I  mean. 

Mr.  LovETT.  You  have  paid  out  in  cash 

Mr.  Sims  (interposing).  Not  only  $50,000  from  salvage  and  $500,000 
from  capital  securities,  but  you  have  had  to  pay  $450,000  out  of 
current  earnings. 

Mr.  LovETT.  We  have  paid  out  $1,000,000.  We  reimburse  our 
treasury  by  taking  $450,000  of  that  out  of  current  earnings,  and  that 
is  charged  to  operating  expense.  I  do  not  mean  it  is  actually  handled 
in  that  way,  but  that  is  the  effect  of  it,  and  we  have  $50,000  worth 
of  second-hand  material  on  hand  that  we  can  use  or  sell,  but  the  net 
result  is  you  are  out  of  pocket  $1,000,000  cash. 
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Mr.  Sims  (interposing).  You  can  not  distribute  in  dividends  the 
difference  between  v.hat  you  paid  out  in  cash  and  what  you  received 
in  salvage  ? 

Mr.  LovETT.  No;  that  is  a  loss  that  is  written  out.  You  have  not 
that  in  cash.  You  are  actually  $1,000,000  out  of  pocket  in  cash. 
Now,  answering  Mr.  Denison's  c^uestion :  Most  of  these  capital  expendi- 
tures are  theoretically  and  as  a  matter  of  law  subject  to  capitaliza- 
tion. We  can  issue  new  bonds  or  new  securities  against  them  and 
in  that  way  reimburse  your  treasury  for  the  earnings  that  were  used 
in  that  way.  But,  as  a  practical  matter,  how  does-  that  work  ?  As 
a  matter  of  fact,  there  are  a  great  many  of  these  expenditures  that 
are  chargeable  to  capital  account  that  ought  not  to  be  capitalized. 
It  is  bad  policy.  We  are  piling  up  every  year  in  this  country  an 
enormous  addition  to  the  capital  account  of  the  railroads,  and  it 
wiU  continue  to  go  on,  because  we  capitalize  everything.  As  I  said 
a  moment  ago,  using  an  extreme  illustration,  we  are  entitled  to  cap- 
italize an  additional  handhold  or  stepladder  put  on  a  freight  car. 
If  you  put  an  extra  seat  or  a  cushion  on  the  seat  in  a  fireman's  or 
engineer's  cab,  that  goes  to  capital  account.  Everything  that  is 
added  to  the  ])roperty  goes  to  capital.  If  we  ptit  an  im])roved  head- 
light on  an  engine,  that  goes  to  capital  account.  Every  trifling  thing 
that  is  added  to  the  railroad  property  goes  to  capital  account,  the 
effect  being,  whatever  the  intention,  to  show  net  earnings  which  are 
not  net  earnings. 

Mr.  WiNSLOW.  Judge,  as  a  railroad  man 

Mr.  LovETT.  Pardon  me,  if  you  will  permit  me  to  answer  further. 
The  difficulty,  ^Ir.  Denison,  as  a  practical  matter,  assuming  we  want 
to  capitalize  it  all,  and  I  am  dealing  with  the  case  of  a  financially 
strong  railroad  company  that  has  earned  more  than  the  6  per  cent 
and  has  been  required  to  pay  over  to  somebody  else  all  in  excess  of 
6  per  cent — I  am  dealing  with  the  predicament  of  that  company  at 
the  end  of  the  year,  after  it  has  made  the  payment  to  the  Government 
or  other  agency  of  this  excess.  It  finds  that  it  has  spent  2  or  3  per 
cent  or  more  on  its  property.  Now^,  if  it  can  sell  its  securities  at  100 
cents  on  the  dollar,  it  can  reimburse  its  treasury. 

Mr.  Denison.  To  pay  that  2  or  3  per  cent. 

Mr.  LovETT.  Yes:  to  pay  that  2  or  3  per  cent.  It  can  issue  stock 
and  bonds  against  all  those  renewals.  If  it  can  seU  them  at  100  cents 
on  the  dollar,  it  can  reimburse  itself.  But  it  can  not  peddle  out 
its  securities  currently.  Any  company  that  tried  to  retail  its  securi- 
ties currently,  as  it  goes  along,  would  ruin  its  credit  and  its  securities, 
because  there  would  constantly  be  this  unknown  and  unascertaina,ble 
amount  going  on  the  market.  We  can  only  finance  these  enterprises 
by  an  issue  of  substantial  amounts  of  securities  at  rare  intervals 
under  favoral)le  market  conditions,  and  in  the  meantime  we  must 
carry  them. 

What  is  a  raih'oad  company  to  do  with  the  Government  taking 
everything  in  excess  of  6  per  cent  to  which  its  owners  are  entitled, 
pending  the  time  it  can  seU  its  securities?  And  who  would  buy 
railroad  securities  knowing  that  the  company  is  constantlj^  cap- 
italizing these  unproductive  improvements,  without  any  surplus  to 
put  back  into  the  property  to  meet  these  unproductive  investments 
like    track   elevations,   road   crossings,    ornate   stations,    and   other 
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things  that  the  country  wants  ?  Any  raih'oad  compan}^  that  makes 
the  practice — and  there  have  been  raihoad  companies  of  that  kind 
in  this  country — of  distributing  as  dividends  all  its  paper  surplus  will 
come  to  grief.  It  is  just  a  question  of  time  until  it  goes  into  bank- 
ruptcy, because  if  it  distributes  as  dividends  all  its  surplus  or  cap- 
italizes it  in  that  way,  it  is  paying  out  money  when  it  must  borrow 
money  to  make  improvements  that  make  no  return,  of  which  there 
are  millions.  One  difference  between  the  railroads  of  this  country 
and  England  is  that  the  practice  of  the  English  roads  has  been,  at 
the  end  of  the  year,  at  their  stockholders'  meeting,  to  distribute 
everything  they  have  earned  and  issue  new  securities  for  the  new 
capital  they  want.  The  result  is,  as  I  understand— and,  perhaps, 
the  chairman  knows  more  about  it  than  I  do — that  the  value  of  rail- 
road stocks  in  England  for  a  great  number  of  years  has  been  declining 
instead  of  advancing. 

The  Chairman.  That  is  right. 

Mr.  LovETT.  You  are  constantly  diluting  your  securities  with 
unproductive  and  unprofitable  expenditures  that  are  inevitable  in 
the  railroad  business,  if  you  follow  the  system  of  accounting  that  is 
now  in  force.  Let  me  say  this,  in  that  connection,  and  I  do  not  want 
to  be  understood  as  criticising  the  Interstate  Commerce  Commission. 
This  method  of  accounting,  except  as  to  the  changes  that  were  made 
in  connection  with  the  valuation  work  of  the  commission,  had  been 
generally  in  force  on  the  railroads  of  this  country  for  a  number  of 
years.  The  practice  varied.  The  financially  strong  road,  not  much 
concerned  about  its  credit,  pursued  a  conservative  policy,  not  caring 
much  whether  it  made  a  good  showing  or  a  bad  one.  The  weak  road, 
especially  a  road  that  was  for  sale,  pursued  the  other  policy  and 
charged  everything  possible  to  capital  and  nothing  that  they  could 
avoid  to  maintenance.  That  was  helped  by  the  average  railroad 
operating  officer.  Take  a  man  in  charge  of  operation — the  general 
manager,  or  the  operating  vice  president  or  the  operating  presi- 
dent— and  it  requires  a  pretty  big  man  and  a  very  strong  man,  to 
resist  the  temptation  to  make  a  good  showing  by  keeping  do^^^l  his 
operating  expenses.  He  is  not  concerned,  unless  he  is  responsible 
for  the  finances  of  his  company,  with  the  capital  side  of  the  account. 
He  is  concerned  with  the  operating  side  of  the  account.  So  there 
has  been  a  constant  pressure  for  generations,  I  might  say,  in  the 
railroad  business  to  keep  down  the  operating  expenses  and  to  wink 
at  the  capital  side  of  the  account,  because  the  operating  officers  are 
interested  in  keeping  down  the  operating  expenses  and  are  not 
responsible  in  all  cases  for  the  capital  account.  That  is  human 
nature. 

The  Chairman.  You  intimated  that  the  matter  of  depreciation 
was  in  itself  a  very  large  field. 

Mr.  LovETT.  Yes. 

The  Chairman.  In  the  hearings  before  this  committee  on  the 
Federal  Control  Act,  it  was  disclosed  that  there  were  very  different 
practices  on  the  different  roads  or  systems  as  to  the  question  of 
depreciation;  and  it  was  further  disclosed  that  some  systems  pro- 
vided for  a  depreciation  of  1  per  cent,  2  per  cent,  3  per  cent,  or  4  per 
cent,  and  a  few  even  as  much  as  5  per  cent,  and  some  had  none.  If 
the  Interstate  Commerce  Commission  took  up  that  matter  and  pre- 
scribed certain  rides  and  regulations  as  to  depreciation,  keeping  in 
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mind  the  different  needs  and  necessities  of  geographic  regions,  would 
it  not  in  some  measure,  or  in  large  measure,  meet  the  objection  you 
make  to  the  present  system  of  investment  accounting  as  now  followed? 

Mr.  LovETT.  I  think  not,  Mr.  Chairman.  I  am  thoroughly  opposed 
to  depreciation  accounts  for  any  feature  of  the  railroad  business 
except  equipment,  and  I  am  not  very  enthusiastic  about  that.  The 
former  practices  of  railroads  with  reference  to  equipment  were  fairly 
satisfactory,  although  I  believe,  taking  it  by  and  large,  the  argument 
is  in  favor  of  depreciation  with  respect  to  equipment.  I  do  not  see 
why  it  should  not  be  uniform  all  over  the  United  vStates  and  on  every 
railroad.  The  practice  varies  greatly.  A  railroad  that  is  operating 
very  economically  might  want  to  make  a  large  charge  to  deprecia- 
tion, while  a  railroad  that  is. not  prosperous  and  wants  to  make  a 
good  showing,  may  make  a  low  charge.  I  do  not  understand  why 
the  Interstate  Commerce  Commission  has  not  prescribed  a  uniform 
rate  for  all  railroads.  I  might  say  that  the  Railroad  Administration,, 
when  I  was  a  part  of  it  last  year,  considered  that  question  very 
thoroughly  and  prescribed  a  uniform  rate  of  depreciation  for  all 
equipment  acquired  or  delivered  during  Federal  control  on  orders 
made  by  the  railroad  companies  before.  It  applied  the  same  rule  of 
depreciation  for  all  such  equipment.  It  did  not,  hovv'ever,  change 
the  practice  that  existed  prior  to  Federal  control  by  the  different 
roads,  because  it  entered  into  the  question  of  the  compensation  of 
those  roads  and  their  standard  return. 

Mr.  Watson.  If  a  railroad  company  has  80-pound  rails  and  you 
increase  it  to  100-pound  rails,  how  do  you  return  that  account  in 
your  annual  report  to  the  Interstate  Commerce  Commission  ? 

Mr.  LovETT.  We  charge  to  capital  the  20-pound  excess  in  the 
weight  of  the  new  rails.  Everything  else  is  charged  to  operating 
expense.  If  we  relay,  however,  with  80-pound  rails,  there  is  no 
charge  to  capital  account. 

Mr.  Denison.  If  I  understand  your  theory,  then.  Judge,  it  is  that 
in  the  practical  business  or  operation  of  a  railroad  under  the  present 
system  of  accounting,  there  is  a  certain  percentage  of  the  ca]3ital 
investment  account  that  must  be  paid  out  of  current  earnings :  that 
is,  out  of  the  rates  that  are  charged.  In  other  words,  the  trafhc  of 
the  railroad  must  pay  a  certain  percentage  of  the  amount  that  is 
charged  to  property  investment  account. 

Mr.  Lovett.  Yes ;  that  is  absolutely  true. 

Mr.  Denison.  Do  you  think  that  ought  to  be  done  ? 

Mr.  LovETT.  Absolutely.  You  can  not  maintain  a  raikoad  with- 
out it. 

Mr.  Denison.  I  can  see  how  under  the  present  plan  of  accounting 
it  ought  to  be  done,  but  I  was  going  to  ask  whether  you  thought  that 
ought  to  be  done  and  whether  you  thought  the  present  system  ought 
to  be  changed. 

Mr.  Lovett.  Of  course,  that  does  not  get  away  from  the  charge. 
You  can  do  it  in  either  of  two  ways.  You  can  adhere  to  the  present 
system  of  accounts  and  set  up  a  reserve  allowing  a  charge  against 
operating  expenses,  but  jou  have  got  to  increase  the  rate  or  main- 
tain the  rate  so  as  to  allow  for  it.  You  can  preserve  your  present 
system  of  accounting  and  you  can  set  up  a  reserve  that  will  take  care 
of  these  unproductive  investments  and  leave  your  rates  high  enough 
to  deal  with  it  as  it  is  dealt  with  now. 
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I  have  always  felt  that  it  would  be  better  to  set  up  a  reserve  to 
take  care  of  the  unproductive  expenditures  and  let  that  reserve  be 
charged  as  a  part  of  the  operating  expenses.  If  you  do  it  as  Mr. 
Walter  says,  take  it  out  of  the  capital,  you  are  simply  reducing  the 
capital  return  by  the  amount  of  the  charge. 

Mr.  Denison.  Under  the  theory  which  you  say  should  be  fol- 
lowed the  value  of  the  railroad  is  increasing  all  the  time  in  proportion 
to  the  amount  of  the  property  investment  account  sho^\Tl  ? 

Mr.  LovETT.  It  is  a  gradual  upbuilding;  yes,  sir.  I  do  not  think 
it  is  quite  accurate  to  say  that  the  value  of  the  railroad  really  is 
increasing  so  far  as  its  owiiers  are  concerned,  but  the  value  to  the 
community.  There  are  no  greater  net  earnings.  Any  railroad  which 
does  not  do  this  is  standing  still  while  the  business  of  the  country 
is  growing,  and  if  its  rivals  continue  to  do  this  it  would  lose  its  busi- 
ness. I  nave  in  mind — I  wiU  not  call  names — a  system  of  railroads 
that  stood  still  for  many  years  until  it  went  into  bankruptcy.  Any 
railroad  that  stands  still  will  go  into  bankruptcy  sooner  or  later;  it  is 
simply  a  question  of  time. 

Mr.  WiNSLOW.  Will  you  permit  me  to  interrupt  3^ou? 

Mr.  LovETT.  Certainly. 

Mr.  WiNSLOW.  Am  I  right  in  assuming  that  if  you  charge  these- 
operating  expenses  to  the  capital  account  that  establishes  a  con- 
stantly varying  book  value,  which  is  in  theory  and  not  in  fact,  but 
against  that  increased  book  value  you  are  legitimately,  if  not  wisely, 
entitled  to  issue  capital  stock,  but  if  the  operating  expenses  go  where 
they  properly  belong,  as  I  suggest,  into  the  operating  charges  of  the 
road,  you  then  could  not  do  that  and  that  would  prevent  the  howl 
that  we  all  hear  of  watered  stock  ? 

Mr.  LovETT.  It  would.  If  you  look  at  the  reports  of  the  commis- 
sion you  will  see  in  the  capital  account  hundreds  of  millions  of  dollars. 
Theoretically  all  of  that  can  be  capitalized.  If  you  capitalize  it  and 
try  to  pay  interest  and  dividends  on  it  vou  are  going  to  bankruptcy 
because  you  can  not  earn  your  capital  charge  out  of  these  unproduc- 
tive accounts. 

Mr.  WiNSLOW.  And  you  have  to  pay  taxes  ? 

Mr.  LovETT.  Yes. 

Mr.  WiNSLOW.  Otherwise  that  would  be  an  excuse  ? 

Mr.  LovETT.  I  did  not  want  to  go  into  that  point  and  criticize  the 
commission's  regulations,  because  I  say  the  railroad  companies  them- 
selves are  responsible,  some  of  them,  for  these  regulations,  except  a 
particular  regulation  which  the  commission  has  made  wdth  reference 
to  the  valuation  work  and  the  changes  made  at  that  time.  In  my 
judgment  every  railroad  compan}^  should  make  expenditures  that 
are  now  chargeable  to  capital  account  and  that  ought  not  to  be 
capitalized  and  could  best  be  dealt  with  by  a  reserve,  having  the 
reserve  charged  as  a  part  of  the  operating  expenses. 

Mr.  WiNSLOW.  Which  amounts  to  the  same  thing  ? 

Mr.  LovETT.  Yes,  sir.  You  are  piling  up  every  year  what  appears 
to  be  new  capital  when  a  great  deal  of  it  is  for  mere  renewals  and 
maintaining  the  property. 

Mr.  WixsLOW.  With  the  reconstruction  of  everything,  including 
the  railroads,  does  not  that  offer  an  opportunity  now  to  pick  up  these 
loose  ends,  whether  through  the  Railroad  Commission  or  any  other 
agency  ? 
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^Ir.  LovETT.  I  think  so.  I  want  to  say  with  reference  to  these 
accounting  regulations— I  am  expressmg  only  my  own  opinion. 
While  I  am  a  member  of  the  Committee  of  Railroad  Executives  I  do 
not  know  their  view  about  it.  I  know  very  well  that  a  railroad  com- 
pany can  not  distribute  the  entire  amount  shown  as  net  earnings  and 
avoid  bankruptcy.  I  am  convinced  that  a  great  many  of  the 
expenditures  chargeable  to  capital  account  ought  not  to  be  capital- 
ized but  must  be  capitalized  under  existing  regulations  if  we  can 
sell  the  securities  against  them. 

The  Chairman.  This  matter  of  which  you  complain  is  not  an  act 
of  Congress,  it  is  merely  a  regulation  prescribed  by  the  Interstate 
Commerce  Commission  ? 

Mr.  LovETT.  Yes. 

The  Chairman.  And  the  remedy  would  be  a  modification  of  the 
regulation  ? 

Mr.  LovETT.  Yes. 

The  Chairman.  The  whole  physical  valuation  of  roads  now  going 
on  will  ultimately  have  to  depend  upon  judicial  decision.  Will  that 
tend  to  possibly  solve  the  question  ? 

Mr.  LovETT.  I  think  not. 

The  Chairman.  That  will  not  affect  the  situation  ? 

Mr.  LovETT.  I  am  expressing  only  my  own  opinion,  but  I  do  not 
see  that  there  will  be  much  practical  value  in  the  valuation.  I  do 
not  think  that  it  will  help. 

Mr.  Sims.  Is  not  the  natural  and  logical  effect  of  the  plan  adopted 
by  some  railroads  which  you  have  referred  to  to  have  outstanding 
capitalization  out  of  proportion  to  proper  earnings,  and  will  that  not 
necessarily  ultimately  reduce  the  value  of  the  stock  outstanding, 
commercially  saleable  or  marketable;  will  it  not  inevitably  have  that 
tendency  ? 

Mr.  LovETT.  I  do  not  know  the  effect  upon  the  public  mind  or  in 
the  public  markets.  I  know  it  does  do  this.  It  generally  introduces 
into  the  capitalization  unproductive  investments  which  generally 
dilute  the  capitalization,  if  I  may  use  that  word.  Take  the  matter  of 
grade  elevations — take  the  matter  of  the  separation  of  grade  cross- 
ings, costing  from  $50,000  to  $150,000  each — if  we  spend  money  for 
that  purpose  and  issue  stock  or  bonds  against  it  when  it  does  not 
produce  anything,  and  are  paying  5,  6,  7,  or  8  per  cent  on  that  cap- 
italization, we  are  constantly  increasing  our  capital,  out  of  all  pro- 
portion to  the  increase  in  our  income. 

Mr.  Sims.  If  the  earnings  increase  proportionately  that  will  cer- 
tainly be  reflected  in  the  estimation  of  the  value  of  the  capital,  in  fact, 
that  is  inevitable  ? 

Mr.  LovETT.  I  think  so. 

Mr.  Sims.  A  stockholder  who  has  received  for  years  dividends 
which  in  justice  to  the  company  and  the  public  he  ought  not  to  have 
received,  is  not  in  a  position  to  do  very  much  for  his  stock  which  is 
selling  lower  since  he  milked  the  assets  of  the  company  by  receiving 
excessive  dividends  ? 

Mr.  LovETT.  I  do  not  quite  follow  that.     To  state  it  another  way: 

If  a  railroad  distributes  as  dividends  all  of  its  apparent  surplus  and 
if  much  of  it  has  gone  back  into  unproductive  improvements,  it  is 
only  a  question  of  time  when  it  can  not  pay  any  dividends.  Or,  if, 
instead  of  distributing  it  as  dividends  the  company  has  issued  new 
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capital  against  all  of  it  you  are  constantly  absorbing  in  tlie  capitali- 
zation these  unproductive  improvements  which  cost  money  and  does 
not  bring  a  return. 

I  have  a  statement  here  made  up  in  my  office  from  such  data  as  I 
had  available  the  other  day  which  gives  a  list  of  the  principal  systems, 
I  think  practically  all  of  the  larger  systems  in  the  United'  States,  by 
name,  and  it  shows  in  one  column  the  property  investment  account 
as  of  December  31,  1917.  I  took  that  account  because  it  is  the  basis 
of  much  discussion  here. 

Another  column  shows  what  6  per  cent  on  the  account  as  it  stood 
for  the  year  ending  December  31,  1917,  would  produce.  Two  other 
columns  show,  one,  the  railway  operating  income  for  1917,  including 
equipment  rents  and  joint  facility  rents,  and  the  percentage  of  all 
revenue  on  the  property  investment  account.  The  columns  thus  far 
referred  to  merely  throw  light  on  the  last  two,  being  expenditures  for 
property  investment  during  1917,  and  the  next  to  the  last  column 
shows  the  amount  of  such  expenditures  by  each  of  these  companies 
chargeable  to  capital  account.  The  last  column  shows  the  percentage 
of  the  property  investment  account  of  December  31,  1917,  repre- 
sented by  these  expenditures.  With  the  permission  of  the  chairman, 
I  think  it  would  be  useful  for  the  committee  to  have  this  table  incor- 
porated in  the  record. 

The  Chairman.  Yes;  it  will  be  so  incorporated. 

(The  table  submitted  by  Mr,  Lovett  follows:) 

Property  investments  and  operating  income  year  ended  Dec.  31,  1917. 


Road. 


Atchison,  Topeka  &  Santa  Fe 
System  i 

Atlantic-  Coast  Line  ^ 

Baltimore  &  Ohio  R.  R.i 

Boston  &  Maine  2 

Chesapeake  &  Ohio  Rv.  Co.i 

Chicago  ifc  Alton  R.  R".  Co.' 

Chicago,  Burlington  &  Quincy  -. . 

Chicago  &  North  Western  2 

Chicago,  Milwaukee  &  St.  Paul 
Ry.Co.i 

Chicago  Great  Western  2 

Delaware  &  Hudson  2 

Delaware,  Lackawanna  & 
Western "- 

Denver  &  Rio  Grande  R.R.Co.i. 

Erie  System  - 

Great  Northern  Ry.  Co.i 

Illinois  Central  R.  R.  Co.,  in- 
cluding Yazoo  &  Mississippi 
Valley  i 

KansasCity  Southern  Ry. Co.'.. 

Los  Angeles  &  Salt  Lake  R.  R. 
Co.i.. 

Louisville  &  Nashville  R .  R .  Co.i 

Maine  Central  R.  R.Co.i 


Property 
investment 
Dec.  31, 1917. 


$708,848,075 
185, 619, 223 
591,031,837 
207,232,776 
251,348,909 
122,046,408 
473, 342, 588 
402,315,032 

602,334,419 
131,307,184 
118,058,323 

212,507,663 
178,536,187 
487,414,857 
402, 575, 397 


2.37,021,665 
81,502,645 

82, 600, 440 
288,614,155 
38, 590, 592 


Six  percent 

of  property 

investment 

Dec.  31, 

1917. 


?42, 530, 884 
11,137,153 
35,461,910 
12,4.33,966 
15,080,935 
7,322,785 
2S, 400, 555 
24,138,902 

36,140,065 
7, 882, 031 
7,083,499 

12,750,460 
10,712,171 
29,244,891 
24,154,524 


14,221,300 
4,890,159 

4,956,026 
17,316,850 
2,315,435 


Railway  operating 
income,  1917,  in- 
cludtDg  equipment 
rents  and  joint 
facility  rents. 


$47,219,420 
13,239,902 
21,158,092 

7,416,297 
14,734,514 

3, 606, 135 
34, 82-!,  348 
23,762,324 

20,128,335 
2,816,212 
5,959,227 

16,100,951 
7,395,551 
8,454,042 

22,271,041 


25,758,869 
4,043.339 

3, 877, 238 
21,898,514 
2,729,314 


Percent- 
age ot 

property 

invest- 
ment 

Dec.  31, 
1917. 


0.662 
7. 1.33 
3. 5S0 
3.579 
5. 860 
2.955 
7.358 
5.906 

3.342 
2.144 
5.048 

7.577 
4.142 
1.734 
5. 532 


10.  868 
4.961 

4.693 
7.589 
7. 073 


Expenditures  for 
property  invest- 
ment during  1917. 


Amount. 


$14,844,078 

4,676,710 

18,164,409 

1,718,280 

9,447,132 

4,149,895 

20,026,678 

20,358,983 

9,409,739 

398,293 

2, 225, 693 

6,014,094 

1,821,808 

15,776,894 

7,585,706 


12,163,508 
344,281 

4,081,352 

12,795,083 

804,789 


Percent- 
age of 

property 

invest- 
ment 

Dec. 31, 
1917. 


2.094 
2.520 
3. 073 
.829 
3.759 
3.400 
4.231 
5.060 

1. 562 
.303 
1.885 

2.830 
1.021 
3.237 

1.884 


5.134 
.422 

4.941 
4.434 
2.085 


'  Figures  taken  from  annual  reports  to  the  Interstate  Commerce  Commission  or  to  stockholders. 
2  Figures  were  furnished  by  Bureau  of  Railway  Economics  and  include  leased  lines  and  subsidiary 
companies. 


1338       EETURN    OF   THE   RAILROADS   TO   PRIVATE   OWNERSHIP. 

Property  investments  and  operating  income  year  ended  Dec.  31,  1917 — Continued. 


Road. 


Missouri,  Kansas  &  Texas  Ry. 
(including  Missouri,  Kansas 
&  Texas  of  Texas)i .• . . . 

Missouri  Paf ific  System  i 

New  York  Central  System  - 

New  York,  New  Haven  &  Hart- 
ford 2 

Norfolk  &  Western  2 

Northern  Pacific  Ry.  Co.' 

Pennsylvania  System  2 

Philaielphia  &  Reading  2 

Rook  Islan  1  Lines  2 

Seaboard  Air  Line  2 

Southern  Pacific  System  1 

Southern  Railway  Co.' 

St.  I^onis  Southwestern  Ry.  Co. 
(including  St.  Louis  South- 
western of  Texas) ' 

Texas  &  Pacific  Ry .  Co.  1 

Union  Pacific  System  ' 

Wabash  2 

Western  Pacific  2 

Uhion  Pacific  System  (1918)' . . . 


Property 
investment 
Dee.  31,  1917. 


?22r),  773, 258 

319,970,918 

1,471,089,820 

316,304,298 
275,931,591 
490,523,883 
1,718,(101,344 
294,841,703 
342,323,795 
188,592,657 
983, 482, 275 
416,468,542 


90,336,649 
112,882,521 
596,399,825 
203,3*2,288 

83,985,845 
613,301,016 


Six  per  cent 

ofproperty 

investment 

Dec.  31, 

1917. 


Railway  operating 
income,  1917,  in- 
cluding equip- 
ment  rents  and 
joint  facility  rents. 


$13,t;00,390 
20, 998, 255 
88, 205, 389 

18,978,257 
10,555,895 
29,431,433 
103,116,081 
17,690,502 
20, 539, 428 
11,315.559 
55,008,936 
24,938,112 


5,780,199 

6, 772, 951 

35,783,990 

12, 380, 537 

5, 219, 150 

36,778,061 


.\mount. 


$3,078,389 
19, 992, 831 
84,463,854 

15,851,310 
21,969,044 
30,491,139 
79,125,283 
18,141,637 
18, 473, 936 
6,821,327 
62,253,205 
25, 472, 663 


7, 234, 791 
5,702,230 

43, 688, 492 
7, 207, 271 
3,016,231 

47,601,518 


Percent- 
age of 

property 

invest- 
ment 

Dec.  31, 
1917. 


Expendituresfor 
property  invest- 
ment diiring  1917. 


Amount. 


Percent- 
age of 

property 
invest- 
ment 

Dec.  31, 
1917. 


3.563 
5.714 
5.742 

5.012 
7. 962 
6.  216 
4.604 
6. 1,54 
5. 396 
3.  617  ! 
6. 330 
6.118 


7.511 
5.052 
7.325 
3.490 
3.  467 
7.762 


$3, 395, 656 
5,843,50.8 
52,891,491 

5, 508,  .511 

8, 572, 809 
11,447,673 
71,650,274 

9,833,423 
16, 370, 424 

7,605,153 
30,277,154 
17, 385, 439 


1,460,761 
2,421,508 

20,140,357 
3,388,972 
3,893,078 

16,901,191 


1.497 
1.669 
3.595 

1.742 

3.ior 

2.334 
4.169 
3.335 

4.782 
4.033 
3.079 

4.175 


1.516 
2.145- 
3.377 
1.642 
4.476 
2.750 


1  Figures  taken  from  annual  reports  to  the  Interstate  Commerce  Commission  or  to  stockholders. 

2  Figures  were  furnished  by  Bureau  of  Railway  Economics  and  include  leased  lines  and  subsidiary 
companies. 

Mr.  LovETT.  The  roads  are  arranged  alphabetically.  Take  the 
Atchison,  Topeka  &  Santa  Fe  system,  the  table  shows  that  it  spent 
for  additions  and  betterments,  which  includes  equipment,  2  per  cent, 
or  an  amount  eqiual  to  2  per  cent  of  its  total  book  value.  The 
Atlantic  Coast  Line  2.5  per  cent,  and  so  on.  They  are  all  shown 
here.  They  vary  greatl}^.  Some  spent  as  high  as  5  per  cent  and  others 
as  low  as  three-tenths  of  1  per  cent.  Of  course,  that  includes  many 
expenditures  that  are  very  productive  and  ought  to  be  capitalized. 
That  includes  equipment.  Now,  equipment  is  very  properly 
capitalized. 

But,  referring  to  the  point  that  I  am  trying  to  emphasize,  no  rail- 
road company  can  even  buy  new  equipment  and  issue  car-trust 
obligations  or  other  form  of  security  to  capitalize  it  without  paying 
25  per  cent  in  cash.  Unless  it  has  other  resources — and  in  time  none 
of  them  would  have  any  resources  except  the  income  which  you 
allowed  them — it  would  have  to  use  a  part  of  this  6  per  cent  it  is 
allowed  to  retain  to  make  the  initial  payment  on  the  equipment, 
new  engines  and  cars,  it  buys.  That  25  per  cent  it  can  not  capitalize, 
because  we  can  not  capitalize  equipment  for  more  than  75  per  cent 
of  its  value.  So,  no  railroad  company  under  a  limit  of  6  per  cent 
could  afford  to  buy  new  engines  or  cars,  if  it  were  possible  to  exist 
without  them,  because  it  would  have  to  pay  for  the  equipment  out 
of  the  6  per  cent  that  ought  to  go  to  its  stockholders. 
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Of  course  there  is  this  to  be  said.  Some  of  the  stronger  companies 
financed  years  ago  with  very  cheap  money  and  were  able  to  dispose 
of  their  bonds  at  4  per  cent  or  even  less.  The  company  in  that 
position  would  have  less  interest  to  pay  than  the  companies  that  had 
to  pay  a  higher  rate  and  therefore  are  better  off.  They  would  have 
the  difference  between  4  per  cent  and  the  6  per  cent.  That  would 
help  them  out  to  that  extent,  so  far  as  their  bonded  indebtedness  is 
concerned.  Those  who  financed  at  the  low  rate  would  be  in  that 
fortunate  position.  Some  of  the  stronger  companies  have  done  that. 
I  doubt  if  any  companies,  for  the  last  seven  or  eight  years  have  gotten 
money,  after  the  discount,  for  less  than  5  per  cent.  Some  companies 
have  gotten  it  that  low,  but  even  some  of  the  stronger  companies 
have  paid  as  high  as  6.5  per  cent.  Of  course,  that  was  abnormal — 
during  the  war  times. 

Mr.  Sweet.  Judge,  I  want  to  ask  you  a  general  question.  How 
large  an  amount  in  any  one  year,  say,  prior  to  the  war,  would  you 
say  has  been  improperly  charged  to  capital  account  by  the  railways 
of  the  country  ? 

Mr.  LovETT.  Improperly  charged  ? 

Mr.  Sweet.  Has  been  improperly  charged. 

Mr.  Lovett.  I  could  not  give  you  any  information  about  that. 
We  adopted  the  practice  some  years  ago  of  ^\Titing  off  a  certain 
amount  of  the  Union  Pacific  expenditures  chargeable  to  capital 
account.  Before  the  present  Commission's  regulations  any  railroad 
company  could  write  down  its  property  account.  If  it  spent  money 
that  would  not  be  productive  it  charged  it  off  rather  than  have  it 
appear  to  be  surplus.  Under  the  commission's  regulations  we  can 
not  do  that.  , 

If  we  consider  some  of  our  improvements  as  unproductive  we 
can  not  ^^Tite  them  off  as  a  merchant  ^^Tites  down  the  value  of  his 
building,  but  we  have  to  set  up  on  the  other  side  of  the  account,  a 
reserve. 

About  five  3^ears  ago  I  closeh"  scrutinized  with  the  assistance  of 
experts  of  our  lm«s,  the  expenditures  we  had  made  and  sought  to 
determine  those  which  should  bo  written  oft'  as  wholl}'  unproductive 
and  as  something  that  should  be  charged  to  current  income.  I 
found  that  in  the  great  bulk  of  the  expenditures  less  than  10  per 
cent  of  them  I  could  clearly  classify  as  something  that  should  be 
written  off'  as  wholly  unproductive.  There  is  no  dividmg  Ime.  Take 
the  matter  of  track  elevation.  It  is  unproductive,  yet,  perhaps, 
there  ought  to  be  some  capital  charge  on  account  of  it,  but  the 
whole  amount  ought  not  to  be  charged  to  capital  account.  Where 
you  should  draw,  that  line,  I  do  not  know.  That  is  true  of  a  great 
many  expenditures.  Nobody  can  say  that  the  entire  amount  should 
be  written  off  or  just  what  proportion  of  it.  There  are  some  thmgs 
which  to  my  mind  clearly  ought  to  be  wTitten  off — like  paving 
assessments,  that  do  not  do  the  property  any  good.  Then  the 
matter  of  the  separation  of  grade  crossmgs.  We  can  improve  the 
service  generalh',  they  allow  greater  speed  of  trains,  but  as  for 
bringing  in  any  money  or  bringmg  i]i  new  revenue,  nobody  can 
find  it. 

Mr.  Hamilton.  "WTien  you  straighten  a  curve,  you  have  some- 
thing of  value? 
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Mr.  I>:»TZTT.  Yes.  sir.  When  we  reduce  a  grade  or  straighten  a 
curve,  naturally  -vre  are  saving  money,  because  we  can  increase  the 
train  load  and  the  speed.  I  understood  Mr.  Sweet  to  ask  how  much 
was  improperly  chaiged  to  property  account.  I  do  not  like  the 
word  *■  improperly."  There  is  difference  of  opinion  as  to  what 
ougjit  to  be  charged. 

Tlie  whole  point  I  am  trying  to  make  as  a  result  of  this  long  dis- 
cussion of  this  matter  of  accounting  is  in  opposition  to  the  ide*i 
that  you  shall  limit  the  return  on  railroad  capital  to  6  per  cent. 
11  you  limit  it  to  6  ner  cent,  according  to  ^Ir.  Walter's  own  state- 
ment, we  must  provide  for  renewals  out  of  it — ^if  not  by  paying  the 
eitire  cost  at  least  by  paying  interest  on  the  capital  ttat  goes  into 
them  increasing  our  fixed  charges.  It  will  be  mapossible  if  this  is 
adopted  to  get  the  capital  necessary  to  maintain  the  raihoads  of 
this  country,  because  you  can  not  possibly  pay  the  owners  of  the 
property  6  per  cent.  Moreover,  you  go  at  once  contrary  to  what  I 
unda^tand  to  have  been  a  recent  decision  of  the  Supreme  Court  as 
to  the  minimum  return  on  railroad  property  if  you  fix  a  rate  so 
low  that  the  operating  companies  can  not  get  6  per  cent.  But. 
passing  for  the  moment  what  seems  to  me  the  unconstitutional 
character  of  the  propK>sition  and  passing  for  the  moment  also  what 
seems  to  me  the  great^t  of  all,  the  moral  inequity  of  the  proposi- 
tion and  dealing  only  with  it  as  a  practical  business  proposition, 
my  conviction  is  that  it  will  defeat  your  purpc>se.  You  will  not  get 
the  capital  necessary  for  the  railroads  and.  what  is  more  serious  to 
this  c-ountry.  you  will  cripple  the  raihoads  that  are  handling  the 
business  of  the  country.  I  do  not  think  it  is  too  much  to  say  that 
75  or  SO  per  cent  of  the  traffic  of  this  country  is  handled  by- the 
railroads  that  pay  dividends  and  those  roads  will  be  crippled  in  a 
way  that  will  prevent  them  from  providing  in  the  future,  even  as 
well  as  in  the  past,  for  the  transportation  interests  of  this  country. 

The  Chaiemax.  You  are  going  to  take  up  another  subject  matter  ? 

Mr.  LovETT.  Yes.  sir. 

The  Ch.atrmax.  The  committee  will  now  take  a  recess  until  half 
after  1  o'clock  this  afternoon. 

rrhereujx)n.  the  committee  took  a  recess  until  1.30  o'clock  p.  m.) 

.\t  the  expiration  of  the  recess,  the  committee  resumed  its  session, 

STATEMEyT   OF   E     S.   LOVETT.    PEESIDEITT   OF   THE   TJNIOIT 

PACIFIC    EAIIEOAD    COMPANY— Continued. 

Mr.  LovETT.  ^Ir.  Chairman,  during  the  discussion  this  morning 
this  committee  was  kind  enough  to  give  me  permission  to  incorporate 
in  the  record,  in  order  to  save  the  time  of  discussing  it.  an  article  I 
wrote  som.etime  ago,  expressing  my  views  on  the  question  of  Govern- 
ment o\*-nership  as  against  private  ownership  and  competition  in 
service  and  facilities. 

I  did  not  have  the  document  with  me  at  the  time.  I  have  a  copv  of 
it  now,  and  I  should  Uke  to  incorporate  it  in  the  record  at  this  tune. 

The  Chaiemak.  It  may  be  incorjwrated,  ^Ir.  Lovett. 

Mr.  I>jvETT.  There  is  nothing  so  assential  to  the  financial  peace 
and  the  conunercial  and  industrial  welfare  of  this  countrv'  as  a  definite 
governmental  railroad  policy.     The  time  has  arrived  when  Ck^ngress 
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must  orpapple  and  effectually  deal  with  the  problem.  It  can  no 
longer  be  evaded.  Xor  will  it  do  to  "pass  the  buck"'  from  Federal 
to  State  Gorernments.  or  to  railroad  managers  or  ownei-s.  That 
will  not  provide  the  transportation  facilities  which  the  people  must 
have.  The  responsibility  rests  upon  Congress,  and  happily  there  are 
indications  that  Congress  intends  to  meet  it. 

The  failure  of  the  present  dual  and  conflicting  State  and  interstate 
commission  system  has  been  demonstrated.  It  satisfied  neither  in- 
vestors nor  shippers,  and  failed  to  provide  the  requisite  transportation 
at  the  time  of  greatest  need.  To  return  to  it  inevitably  means  a 
renewal  of  strife  between  shippers  and  carriers  over  rates;  between 
emplovers  and  employees  over  wages:  and  between  different  com- 
munities over  preferential-rate  adjustments,  with  each  backed  more 
or  less  by  local  regulating  authorities :  and  failure  finally  to  meet  the 
growing  needs  of  the  country  for  transportation  facilities,  .since  the 
necessary  capital  will  not  be  forthcoming.  The  necessity  for  exclu- 
sive national  control,  as  against  conflicting  State  regulation  seems  now 
too  obvious  for  serious  discussion-  and  the  debatable  question  is 
whether  such  control  shall  be  through  Government  ownership  or  by 
exclusive  Federal  regulation  of  private  ownership. 

It  was  the  system  of  regulation  and  not  private  management  of 
railroads  that  caused  the  breakdown  in  our  transportation  facilities 
during  the  war.  The  creation  within  the  last  10  years  in  the  terri- 
tory north  of  the  Potomac  and  Ohio  rivers  and  east  of  Chicago  of 
State  railroad  commissions  with  power  to  fix  rates  and  regulate  the 
borrowing  of  railroad  companies,  and  the  power  granted  about  the 
same  time  to  the  Interstate  Commerce  Commi.^sion  to  suspend  rate 
increases  hampered  the  financial  operations  and  impaired  the  credit 
of  the  railroads  to  such  an  extent  that  railroad  executives  hesitated 
to  increase  fixed  charges,  and  investors  were  slow  to  provide  the  money 
necessar}'  to  continue  the  policy  of  improvement  and  expansion  neces- 
sarA"  to  meet  the  great  industrial  and  commercial  development  of  this 
populous  territoiT. 

The  breakdown  of  1917  afforded  an  opportunity  to  contrast  the 
noncompetitive  with  the  competitive  system  of  railiT>ad  transpor- 
tation. The  prime  object,  and.  indeed,  the  only  legitimate  object  of 
Government  control  during  the  war.  was  to  provide  the  transporta- 
tion necessary  for  the  war:  and  this  object  was  accomplished  ^^"ith 
very  great  success.  Barring  the  fii"st  few  mouths  of  the  year,  during 
extraordinarily  severe  winter  weather,  the  traffic  was  moved  and 
with  a  degree  of  order,  regularity,  and  efficiency  that  met  every  re- 
quirement of  the  war:  and.  in  the  matter  of  foodstuffs  especially, 
probably  prevented  an  allied  collapse.  The  object  was  accomplished 
m  a  manner  that  would  not  have  oeen  possible  under  the  I'estrictive 
legislation  resting  upon  the  railroad  companies.  The  nonwar  trans- 
portation was  secondary  and  got  only  the  service  available  after  war 
needs  were  supplied.  Tliis  service  was  necessarily  inadequate  for 
lack  of  facilities  due  to  the  previous  lack  of  capital  expenditures, 
and  was,  of  coui-se.  unsatisfactory  to  the  public.  It  was  not,  during 
the  war.  and  has  not  since  been,  a  fair  test  of  noncompetitive  trans- 
portation. But  it  has  been  sufficient  at  least  to  give  the  public  a 
greater  appreciation  than  it  ever  had  before  of  competition  in  trans- 
portation, and  to  suggest  some  of  the  evils  that  would  attend  Govern- 
ment ownei-ship.  and  has  impressed  Congress  with  the  necessity  of 
bravely  meeting  and  endeavoring  to  solve  the  problem. 
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Consideration  of  any  solution  of  the  railroad  problem  involves  the 
fundamental  question  whether  there  shall  or  shall  not  be  competi- 
tion.    Answer  to  this  determines  very  largely  the  kmd  of  plan  to  be 

adopted.  ■-,       ^  •  •  t 

All  must  realize  that  competition  in  railroad  rates  is  unwise  and 
practically  impossible.  Competition  in  rates  can  not  exist  without 
rebates,  secret  rates,  and  other  kindred  evils  that  make  it  intolerable. 
But  competition  in  service  and  facihties  always  existed  untd  the 
beginning  of  Federal  control,  and  has  really  been  responsible  for  the 
great  advance  in  the  quahty  of  railroad  service  in  this  country,  par- 
ticularly in  recent  years.  I^beheve  strongly  in  competition  m  service 
and  facilities  as  the  dominant  principal  to  govern  our  railroad  policy. 
It  means  constant  and  persistent  progress  m  improvements  ot  road- 
way and  equipment,  in  the  comforts  and  convenience  of  transporta- 
tion, in  considerate  treatment  of  the  public,  in  the  quantity  and. 
quality  of  service;  and  progress  in  every  feature  of  t  ansportation. 
Its  elimination  would  mean  comparative  stagnation,  would  check 
enterprise  and  initiative,  and  would  remove  the  inspiration  lor  many 
of  the  conveniences  and  facihties  which  are  most  appreciated  by  our 
people  It  would  be  a  national  misfortune  to  eliminate  competition 
in  service  and  facihties  that  exists  between  the  trunk  lines— the  New 
York  Central  and  the  Pennsylvania  Lines,  for  example— the  great 
Middle  West  systems,  the  principal  lines  through  the  South,  and 
transcontinental  systems.  Where  they  run  to  extremes,  as  m  dupli- 
cating passenger  train  service,  for  instance,  a  Gqverimient  hand  may  i 
and  should  be  laid  upon  them.  But  this  item  of  waste  has  been 
exaggerated.  .  .        '        . 

Of  course,  I  am  not  advocating  unregulated  competition,  but  in- 
stead an  enlarged  regulation.     Nearly  everytliing  characterized  as 
''waste"  in  competition  is  for  the  benefit  of  the  pubhc.     Therefore, 
is  it  waste  ?     Undoubtedly  there  is  some  actual  waste.     The  unifica- 
tion of  lines  so  as  to  send  trafhc  along  the  lines  of  least  resistance,  the, 
shiftinc^  of  trafhc  according  to  the  conditions  for  the  time  being  on} 
different  lines,  the  shifting  of  engines  from  one  hne  to  another  to 
serve  the  exigencies  of  the  moment,  and  the  consohdation  of  certain 
station  facilities,  etc.,  undoubtedly  result  in  a  saving  of  some  expense 
and  the  freer  movement  of  freight  traffic  during  exceptional  periods  - 
of  extraordinary  business.     But  the  amount  of  expense  thus  saved! 
is  not  relatively  a  great  item,  and  the  diversion  of  traffic  from  a  hne  ■ 
having  more  than  it  can  handle  to  a  line  having  less,  in  times  of  con- 
gestion, could  be  easily  provided  for  through  the  creation  of  a  proper ; 
t^ovemmental  officer  and  agency,  such,  for  example,  as  a  secretary  of  t 
transportation  in  the  President's  Cabinet.     The  unification  of  cer-  ■ 
tain  terminals  would  also  result  in  some  saving,  but  the  Government  i 
ought  to  take  in  hand  this  matter  of  terminals  m  the  larger  cities, 
whether  competition  or  unified  control  be  adopted.     It  has  grown 
entirely  beyond  municipal  control  and  is  national  in  importance  ni 

many  places.  ,    ,.  .         e  i.-^- 

Some  saving  also  could  be  effected  by  the  abolition  of  competitive 
traffic  solicitmg  agencies,  but  the  public  would  suffer  great  inconven- 
ience thereby.  Moreover,  the  rigid  economies  enforced  by  keen  super- 
vision of  details  under  private  management  as  against  the  lax  habits 
inherent  in  public  management  and  the  greater  freedom  aiid  ex- 
travagance in  methods  of  spending  Government  money  would  much 
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more  than  offset  every  year  any  possible  saving  from  tlie  elimination 
of  expenses  incident  to  competition.  Competition  compels  and  en- 
forces economies — requires  attention  to  details  for  savinc-,  obtain- 
able in  no  other  way.  Wnile  the  Goverimient  may  save  expense  in 
conducting  certain  kinds  of  business  through  its  freedom  in  clioosjng 
methods  and  its  nonaccountabihty,  no  one  claims  that  a  government 
can  conduct  a  business  in  the  same  way  as  a  private  corp3ration  at  the 
sanie  expense.  Cost  in  every  department  would  mount  and  the 
savings  soon  vanish. 

But  granting  very  large  saving  from  the  suppression  of  competition 
in  service  and  facilities,  what  is  the  relative  value  and  importance 
of  it?  Does  it  not  mostly  represent  conveniences  to  the  public, 
Wiich  railroad  owners  cheerfully  furnish?  And  is  the  saving  of 
expense  the  most  important  object  to  be  attained?  Where  would 
that  leave  civilization?  Are  we  not  as  a  nation  quite  as  much  or 
even  more  interested  in  developing  conveniences  and  service  of  our 
transportation  facilities  than  we  are  in  merely  holding  down  trans- 
portation rates  to  the  lowest  possible  level?  Is  this  not  more  impor- 
tant as  public  policy  than  a  few  cents  per  hundred  more  or  less  in  the 
frei^'ht  rate  ? 

As  for  the  greater  efficiency  resulting  from  unified  control,  there 
again  arises  the  question  of  the  relative  importance  of  such  efficiency 
as  may  thus  be  obtainable  against  the  conveniences  resulting  from 
competition.  Germany  probably  had  the  most  efficient  government 
in  tiie  world,  but  there  are  other  things  more  desirable  even  than 
efficiency,  and  this  is  true  in  transportation.  If  we  carefully  analyze 
the  relative  merits  of  efficiency  from  unificatioin  and  the  advantages 
from  competition  in  service  and  facihties,  we  will  find  that  the  latter 
will  be  very  much  better  as  a  national  policy. 

_  Tnese  are  only  some  of  the  reasons  for  the  preservation  of  compe- 
tition in  service  and  facilities.     Of  com'se  there  should  be  thorough 
I  regulation  by  the  National  Government  of  all  such  competition,  with 
I  power  to  check  it  where  it  amounts  to  an  evil.     Consolidations  sub- 
ject to  Government  approval  should  be  permitted  where  the  public 
benefit  would  plainly  be  promoted,  particularly  the  absorpti  n  of 
fuiancially  weak  lines  of  minor  importance  where  by  so  d<  ing  the 
communities  dependent  thereon  could  be  better  served.     But  the 
iGovernment  should  steadily  preserve  competition  between  the  large 
systems  and  pm"sue  a  policy  of  widening  the  competitive  area  be- 
tween such  large  systems  wnerever  practicable. 

It  follows  that  the  advantages  of  competition  in  service  and  facili- 
tiss  would  be  sufficient  reasons  if  there  were  no  others  for  opp  sing  the 
principle  of  government  ownership  of  railroads.  But  an  ther  and 
perhaps  the  strongest  reason  against  government  ownership  is  because 
the  opportunity  it  would  afford  to  exploit  railroads  for  promoting 
political  ambitions  would  be  a  perpetual  national  scandal  and  expose 
the  Government  to  serious  financial  burdens.  Tins  danger  in  ^uch 
circumstances  is  inherent  in  our  Government  and  in  every  other 
^democracy.  Autocratic  governments  which  had  no  electoral  con- 
stituency to  propitiate  could  avoid  the  pressure.  Every  pohtieian 
would  be  almost  compelled  to  exert  any  political  influence  possessed 
by  him  to  provide  places  for  his  supporters  or  improvements  and 
facilities  or  rate  adjustments  desired  by  them.     Each  Congressman 
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would  be  pressed  by  all  the  ambitious  towns  in  his  district  for  ornate 
passenger  stations  or  other  improvements,  as  he  is  now  pressed  for 
post  ofifices,  courthouses,  and  other  public  buildings;  for  additional  and 
unnecessary  trains  to  please  particular  communities,  and  for  the  con- 
struction of  new  railroads,  extensions  and  branches  to  various  ambi- 
tious towns  and  localities  not  fairly  entitled  to  them.  If  the  executive 
agents  operating  the  railroads  for  the  Government  should  be  strong 
enough  not  to  respond  to  these  calls,  the  Congressmen  could  and  pos- 
sibly might  combine  and  "log  roll'^  for  these  political  projects,  just 
as  they  are  said  to  have  combined  in  time  past  for  the  construction  of 
public  buildings,  for  river  and  harbor  improvements,  etc.,  etc. 

This  is  a  very  grave  objection  to  permanent  Government  owner- 
ship. It  has  not  been  apparent  during  the  present  system  of  Gov- 
ernment control,  and  therefore  it  may  be  underestimated;  but  that 
is  because  the  present  control  was  created  during  the  war  and  for 
war  purposes,  and  requests  for-srecial  favors  in  the  way  of  new  con- 
struction, new  stations,  etc.,  could  be  met  by  pointing  out  the  neces- 
sity of  conserving  capital,  labor,  and  material  for  war  purposes.  In 
times  of  peace,  however,  the  pressure  would  be  enormous,  and  the 
railroad  "pork  barrel"  would  in  time  make  the  other  "pork  barrels" 
appear  insignificant  in  comparison.  What  seems  also  a  serious  objec- 
tion to  Government  ownership  is  the  very  large  financial  undertaking 
that  would  be  involved. 

On  December  31,  1916,  which  is  the  latest  date  for  which  the 
Interstate  Commerce  Commission  has  complete  figures,  the  total 
outstanding  capitalization  of  all  the  railroads  in  the  United  States 
amounted  to  $20,679,350,501,  of  which  $8,958,815,811  was  stock 
and  $11,720,534,690  was  bonds.  Many  of  these  securities  are  worth 
less  than  par,  and  many,  on  the  other  hand,  are  worth  more  than  par. 
The  capitalization  of  the  Class  I  roads  included  in  the  above  total  of 
$20,679,350,501  amounted  to  $16,523,449,283.  The  "standard 
return"  of  these  same  Class  I  roads  and  the  switching  and  terminal 
companies  under  Federal  control  aggregates  $905,202,388,  which 
capitalized  on  a  5  per  cent  basis  represents  $18,104,045,706.  Of 
course,  it  would  not  be  necessary  for  the  Government  to  provide  the 
entire  amount  of  this  hu^e  investment  at  once  if  the  Government 
should  be  willing  to  acquire  the  property  subject  to  existing  mort- 
gages, but  this  would  undoubtedly  add  enormously  to  the  value  of 
the  bonds  outstanding,  since  buying  subject  to  the  mortgages,  the 
bonds  would  in  effect  be  guaranteed  by  the  Government. 

There  are  other  objections  to  Government  ownership,  such  as  the 
political  power  of  the  employees  to  organize  and  control  the  railroads, 
the  probable  deterioration  m  the  ability  and  efficiency  of  executive 
and  administrative  officers  under  the  scale  of  Government  salaries 
in  competition  with  private  business,  etc. 

The  present  method  of  Federal  control  is  the  most  efficient  of  any 
unified  control,  because  it  puts  complete  power  in  the  hands  of  one 
man,  whereby  direct  and  immediate  and  complete  action  is  obtain- 
able, but  obviously  it  can  not  be  made  permanent,  and  I  am  discussing 
only  a  permanent  policy.  Another  nlan  is  to  divide  the  country  into 
regions  or  zones  and  consolidate  all  the  railroads  in  each  region  or 
zone  into  a  single  company.  France  has  some  such  system  as  that, 
except  that  in  some  zones  the  roads  are  owned  by  the  Government 
and  in  others  by  private  companies,  there  being  a  monopoly,  however, 
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in  each  zone  or  region.  This  has  the  fundamental  objection,  how- 
ever, of  eliminating  all  competition  in  service  or  facilities,  and  for 
reasons  already  pointed  out  that  objection  is  to  my  mind  conclusive. 
Then,  of  course,  there  is  in  the  United  States  the  present  system  of 
dual  and  conflicting  national  and  State  regulation  by  various  agen- 
cies, mostly  commissions  quasi] udicial  in  form  and  T>rocedure,  but 
legislative  and  administrative  in  functions,  and  this  system  has 
already  ])roven  a  failure. 

As  stated  at  the  outset,  the  fundamental  question  is  whether  the 
policy  shall  be  regulated  monopoly  or  regulated  competition  in  service 
and  facilities.  If  the  decision  should  be  in  favor  of  the  monopoly, 
then  it  should  be  through  Government  ownership.  If,  however,  tfie 
decision  should  be  in  favor  of  regulated  competition,  it  should  be 
under  exclusive  Federal  control  and  regulation  of  private  ownership. 
The  choice  lies  between  the  two.  The  people  of  this  country  will 
not  be  satisfied  with  the  private  ownership  of  railroads  with  every 
vestige  of  competition  eliminated  through  the  zone  system  or  other- 
wise. If  private  ownership  is  to  be  maintained,  there  must  be  the 
initiative  and  enterprise  inspired  bv  competition  to  the  extent  that 
competition  is  beneficial  to  the  public:  Namely,  in  service  and  facili- 
ties. 

But  private  management  of  railroads  can  not  be  maintained  if  the 
new  legislation  is  to  require  railroad  investoi-s  and  owners  to  take 
the  risks  and  forego  the  profits  of  the  business.  If  the  return  upon 
railroad  capital  is  to  be  limited  at  best  to  a  low,  fixed,  return,  even 
by  the  most  successful  and  best  managed  roads,  with  no  hope  of 
any  increase  for  wise  selection,  good  judgment,  successful  manage- 
ment and  other  considerations  ordinaril}^  influencing  values,  while 
all  misfortunes  are  to  be  borne  by  the  investors,  I  fear  the  necessary 
capital  will  not  be  obtained.  Hope  must  not  be  shut  out  from  the 
railroad  investor.  If  he  has  or  is  able  to  provide  a  transportation 
machine  that  will  furnish  the  service  the  public  requires  at  reasonable 
rates,  and  by  good  service  and  facilities  and  good  management  gets 
more  business  and  makes  more  profit  *han  his  competitors,  he  should 
be  allowed  to  enjoj  the  results  of  his  effort. 

A  "reasonable"  rate  to  be  fixed  by  a  governmental  agency  in  the 
light  of  all  the  circumstances,  is  all  that  the  public  is  constitutionally 
entitled  to  and  is  all  that  the  vast  majority  of  the  public  want,  and 
an}'-  profits  which  tne  investor  can  realize  under  such  a  rate  from 
good  management  and  good  business  judgm^ent  and  by  attracting 
business  through  good  service  and  adequate  faciliti(>s.  He  should  be 
allowed  to  enjoy.  No  legislation  or  system  of  regulation  designed 
merely  to  discover  what  will  be  a  confiscatory  rate  and  then  aim 
sufficiently  above  that  rate  to  a/oid  difficulties  with  the  Constitution 
will  ever  solve  the  railroad  problem;  and  such  unfortunately^'  seems 
to  be  the  character  of  some  of  the  legislation  recently  proposed.  If 
there  is  to  be  competition,  the  rewards  of  competitive  effort  must  be 
allowed  stockholders,  since  otherwise  there  is  no  inducement  to 
compete:  if  the  returns  to  successful  stockholders  are  to  be  limited, 
then  such  returns  must  be  guaranteed,  since  investors  will  not  take 
all  the  risk  with  no  hope  of  profit;  and  if  the  returns  are  guaranteed, 
then  the  incentive  to  competition  is  largely  diminished.     Therefore, 
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unless  stockholders  of  well  located,  well  managed,  successful  railroads 
with  established  business  are  allowed  the  returns  which  thev^  are 
able  to  earn  under  rates  fixed  by  the  Government  in  the  light  of  all 
the  circumstances  entering  into  the  establishment  of  a  "reasonable" 
rate,  we  might  as  well  adopt  Government  owneiship  at  once,  for 
that  is  the  end  to  which  anr  other  scheme  will  lead. 

In  that  connection,  I  would  like  to  take  occasion  to  state  briefly 
my  views  on  the  so-called  Plumb  plan,  which  has  recently  been 
presented  to  this  committee. 

The  Plumb  plan,  as  I  grasp  it,  is  plainly  an  effort  to  Russianize 
American  railroads;  that  is,  to  turn  over  each  industry  to  the  em- 
ployees operating  it  for  exploitation  in  their  own  interest.  Whether 
the  Government  takes  the  railroads  for  operation  by  the  Government, 
as  ordinarily  understood,  in  the  interest  of  all  the  people,  or  takes 
them  for  operation  in  the  interest  of  railroad  employees  exclusively, 
as  proposed  by  the  Plumb  plan,  is  probably  not  very  m.aterial  to 
railroad  owners  or  investors  as  such.  In  either  case,  so  long  as  we 
have  a  Constitution,  the  owners  would  have  to  be  paid  for  the  rail- 
roads. 

In  that  view,  and  in  that  sense,  opposition  to  the  Plumb  plan  is 
not  the  fight  of  railroad  owners,  as  such,  or  of  the  railroad  executives 
representing  the  railroads;  but  is  a  matter  that  concerns  all  the  citizens 
of  every  class  and  occupation. 

If  the  Government  takes  and  pays  for  the  railroads  and  then  turns 
them  over  to  the  employees  to  operate  in  their  own  interest,  the 
result  is  easily  foreseen.  Since  the  beginning  of  Federal  control, 
the  wages  of  railroad  employees  have  been  increased  approximately 
one  billion  dollars  per  annum,  making  the  total  annual  wages  to 
the  railroad  employees  about  82,700,000,000,  while  the  total  payable 
by  the  Government  for  the  use  of  the  railroads  is  about  8892,000,000 

Eer  annum,  out  of  which  84-50,000,000  must  be  paid  for  interest  on 
onds,  leaving  only  about  8442,000,000  to  the  owners  of  the  railroads 
or  less  than  one-half  of  the  additional  or  increased  wages  paid  to 
labor.  If  the  railroads  are  turned  over  to  those  operating  them, 
with  unlimited  authority  to  fix  their  own  wages  and  hours  of  work, 
it  is  obvious  that  transportation  rates  will  have  to  be  increased  again 
and  again  until  they  become  unbearable.  Hum^an  nature  makes  it 
impossible  that  men  should  be  allowed  to  fix  their  own  wages  and 
hours  of  work  for  others  to  pay.  It  is  the  people  who  will  pay  the 
freight — rather  than  the  railroad  owners — who  are  most  interested 
in  the  Plumb  plan.  The  farmer,  whose  products  are  worthless 
without  transportation,  the  consumer  of  these  products,  the  manu- 
facturer in  every  line  of  industry,  and,  indeed,  all  the  people  wiU 
suiier  the  consequences  of  exploitation  of  the  railroads  by  the  licensing 
and  selfishness  of  those  engaged  in  the  operation  of  them. 

If  the  Plumb  plan  should  be  adopted  there  will  be  the  Constitution 
to  protect  the  owners  of  the  railroads  against  the  taking  of  their 
property  without  just  compensation,  but  there  will  be  no  protection 
to  the  shipping  and  travehng  pubhc  against  the  wasteful  extrava- 
gance of  the  operatives  in  fixing  their  own  wages,  or  against  the 
inefficient  service  that  would  inevitably  follow  from  the  abohtion  of 
all  discipline. 
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While,  tlierefore,  we  are  opposed  to  the  Plumb  plan  as  involving 
the  utter  ruin  of  the  transportation  of  the  country,  and  as  the  last 
word  in  folly  for  a  solution  of  the  milroad  problem,  yet  it  is  the 
concern  of  all  good  citizens  rather  than  the  railroad  ownei*s  and 
executives  only. 

It  is  rather  a  bold  move  for  the  radical  leaders  to  take  first  for 
Russianization  the  one  industry  that  affects  all  the  people.  It 
would  be  more  reasonable  to  expect  them  to  first  take  some  minor 
industry,  some  manufacturing  line,  for  example;  ask  laws  authorizing 
its  condemnation,  and  then  turn  it  over  to  the  employees  engaged  in 
operating  it  to  manage  it  in  their  own  interest.  Tnis  would  have 
affected  a  comparatively  small  number,  and  the  process  could  have 
been  extended  from  time  to  time  to  other  industries,  so  long  as  the 
public  remained  apathetic  or  indifferent,  as  is  so  often  the  case 
except  where  individual  interests  are  directly  affected.  But  to  take 
the  railroad  industry,  which  is  so  vital  to  every  community  and 
everybody,  and  seek  to  apply  the  soviet  system  to  it  must  at  once 
bring  home  to  every  citizen  the  extraordinary  character  of  the  assault 
upon  our  institutions  and  what  it  means  to  every  individual. 

I  do  not  believe,  myself,  that  the  mass  of  railroad  employees 
understand  the  full  effect  and  purport  of  this  proposition.  When 
the}^  do,  I  do  not  believe  they  will  favor  it.  I  am  sure  they  are  too 
patriotic  and  too  thoroughl}'  American  to  favor  any  such  foreign  ism. 

I  wish  now,  Mr.  Chairman,  to  discuss  the  inherent  lack  of  merit 
and  unfairness  of  the  proposition  to  limit  the  income  of  railroad 
companies  to  a  fixed  per  cent,  still  assuming  that  it  is  constitutional 
and  that  you  may  enact  it. 

Perhaps  it  would  be  well  to  consider  who  owns  the  railroads; 
whose  property  is  to  be  affected  by  the  proposition  to  confiscate  a 
substantial  portion  of  the  revenue.  The  annual  reports  of  the  rail- 
road companies  to  the  Intei-state  Commerce  Commission  of  recent 
years  are  required  to  contam  the  number  of  stockholders,  and  a 
certain  number  of  the  largest  stockholders.  So  you  can  get  from 
the  Interstate  Commerce  Commission,  if  you  ask  them  to  send  it, 
that  information,  and  it  might  be  interesting. 

The  Chairman,  I  thmk  we  all  have  that  tabulation, 

Mr.  LovETT,  Showing  the  number  of  stockholders  each  road  has  ? 

The  Chairman.  Yes;  and  the  division  among  women  and  men; 
the  number  of  shares  by  the  20  largest  stocldioldei-s  of  each  road. 
Yes;  we  have  that  tabulation, 

Mj-.  Thom.  Is  that  in  the  reoord,  ^Ir.  Chairman  ? 

The  Chairman.  It  is  not  in  the  record;  no,  sir, 

Mr,  LovETT,  I  have  prepared  a  statement  of  a  few  of  the  roads 
for  which  I  could  get  information  in  my  office  the  other  day,  and  that 
statement  I  intended  to  put  in  the  record, 

Mr,  Sims,  Why  not  have  that  statement,  Mr.  Chairman  ? 

Mr.  LovETT.  It  is  less  than  a  page,  and  with  the  permission  of  the 
committee  I  should  like  to  incorporate  it  as  a  part  of  my  remarks. 
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Number  of  shares  of  stock  outstanding  Dec.  31,  1917,  and  number  of  stockholders  Dec.  31, 
1917,  and  Dec.  31,  1918,  of  the  companies  listed. 


Atchison,  Tcpeka  <fe  Santa  Fe  Ry.  Co 

Atlantic  Cnest  Line  R.  R.  Co 

Chicago,  Milwaukee  <k  St.  Paul  Ry.  Co , 

Chicago  &  North  Western  Ry.  Co , 

Delaware  &  Hudson  Co , 

Delaware,  Lackawanna  &  Western  R.  R.  Co. 

Great  Northern  Rv.  Co 

Illinois  Central  R.  R.  Co , 

Lehigh  Valley  R.  R.  Co 

New  York  Central  E.  R.  Co 

Northern  Pacific  Ry.  Co 

Pennsylvania  R.  R.  Co 

Seaboard  Air  Line  Ry.  Co , 

Southern  Pacific  Co , 

Southern  Ry.  Co 

Union  Pacific  Railroad  Co , 


Number 

of  shares, 

Dec.  31, 

1917. 


446, 292 
687, 561 
332, 518 
676, 125 
425,026 
S44,4()8 
4r4,699 
092,833 
212,160 
498,493 
479, 984 
983.568 
60P;  508 
728, 234 
8.56,502 
218,351 


Number  of  stock- 
holders— 


Dec.  31, 
1917. 


44.561 

3)363 

21),  549 

12,770 

8,221 

2,428 

26,716 

10, 783 

12,325 

27,062 

2off80 

100,038 

1,934 

37,853 

9.564 

33, 875 


Dec  31, 

1918. 


49,905 

3,690 

20,909 

13,667 

8,314 

2, 681 

30,469 

11,324 

14,801 

28. 693 

27,338 

106,911 

(') 

38,443 
(>) 
36,797 


1  Reports  not  filed  for  calendar  year  1918. 

I  might  observe  in  this  connection  that  the  number  of  stockholders 
of  railroad  companies  that  pay  regular  dividends  has  been  increasing 
very  rapidly  within  the  last  year.  We  might  speculate  as  to  the  reason 
why  that  is  so.  I  am  willing  to  make  a  guess,  if  it  w^ould  be  of  any 
interest,  and  I  should  say  that  it  is  due  to  two  causes:  One  is  that  the 
people  of  smaller  means,  the  working  people,  have  more  cash  and 
have  had  more  cash,  than  for  a  long  time.  The  other  is  that  there  is 
more  confidence  by  the  people  generally  that  the  Government  ig 
going  in  the  future  to  do  the  fair  thing  by  the  railroads — fairer  than 
many  of  us  think  it  has  done  in  the  past.  Those  two  influences  at 
work  throughout  the  country  I  think  are  responsible  for  this  rapid 
increase  in  the  number  of  stockholders,  particularly  of  the  dividend- 
paying  roads.  The  investment  affords  rather  a  good  return,  compared 
with  some  other  securities.  Government  bonds,  for  example— and 
the  dividends  they  are  paying,  at  the  present  depressed  prices  in  the 
market.  A  good  many  of  the  large  holders  of  the  dividend-paying 
roads  may  be  getting  nervous  about  their  holdings,  in  view  of  the 
agitation  going  on  for  limiting  dividends.  At  all  events,  the  prices  of 
the  high-class  railroad  stocks  have  been  declining.  All  stocks  gener- 
ally have  been  declining  recently,  but  I  think  the  high-class  dividend- 
paying  railroad  stocks  have  recently  declined  faster  than  stocks 
generally. 

The  purpose  of  this  statement,  however,  is  not  to  show  the  increase 
in  the  number  of  stockholders  in  the  last  year.  I  mention  that  only 
incidentally  as  a  feature  of  it  that  impressed  me  when  I  saw  the 
statement.  The  statement  is  to  show  the  very  large  number  of  stock- 
holders, the  very  large  number  of  people  who  own  stock  in  the  railroad 
companies  that  have  regularly  paid  dividends.  I  do  not  know  what 
the  list  shows  at  this  time  for  the  Union  Pacific,  but  I  know  for  a 
number  of  years  and  up  to  the  last  time  I  had  it  checked  up,  the 
majority  of  stockholders  of  the  Union  Pacific  were  women.  I  think 
that  is  also  true  of  a  number  of  other  companies;  among  them  are 
many  people  who  are  out  of  business  and  who  have  invested  their 
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means  in  these  securities.  I  might  say,  also,  there  is  no  one  indi- 
vidual in  the  Union  Pacific  that  owns  as  much  as  2  per  cent  of  its 
stock. 

Mr.  Sims.  In  connection  with  the  Pennsylvania  Railroad,  it  is  a 
fact  that  for  a  number  of  years  back— I  do  not  mean  since  the  war, 
but  previously — that  the  stock  of  the  Pennsylvania  Railroad,  while 
payino;  good  regular  dividends,  was  generally  declining,  gradually 
and  slowly.  Now,  why  a  decline  would  have  a  tendency  to  cause 
people  to  buy,  or  would  stimulate  buying,  I  do  not  know.  I  can 
understand  how  it  would  have  a  tendency  to  cause  them  to  sell. 

Mr.  LovETT.  There  are  a  good  many  theories  about  influences 
affecting  stocks,  but  I  can  not  answer  that. 

Mr.  Sims.  If  the  road  was  putting  out  a  new  issue,  I  could  under- 
stand why  you  would  have  more  purchasers  than  sellers,  because 
the  railroad  would  be  selling  the  new  issue  itself;  but  it  has  not  had 
anv  in  a  long  time  that  I  recall, 

Mr.  LovETT.  I  think  it  is  fair  to  say  that  all  the  railroad  stocks 
have  declined.  Some  of  them  are  apijarentl}^  as  low  as  they  can  be, 
and  perhaps  long  have  been.  But  the  regular  dividend-paying  stocks, 
as  a  general  rule,  have  declined  very  much  in  the  last  ten  years.  The 
Pennsylvania  and  the  Union  Pacific  and  all  other  regular  dividend 
payers,  so  far  as  I  know,  have  declined  very  much  in  the  last  ten 
years.  There  is  nothing  peculiar  about  the  situation  of  the  Pennsyl- 
vania in  that  respect.  To  what  extent  the  small  purchaser  comes 
into  the  market  and  what  influences  him  to  buy  at  particular  times, 
of  course  I  am  not  prepared  to  say. 

Mr.  Sims.  The  diffusion  of  stock  might  be  brought  about  in  several 
ways;  the  desirability  of  it  to  the  purchasers  and  the  undesirability 
of  it  to  the  holders;  but  I  do  not  know  in  this  particular  case  which 
has  affected  it  most 

Mr.  LovETT.  The  time  was,  Mr.  Sims,  when  one  or  two  men  could 
control  the  market  value  of  the  stock  of  a  railroad  company,  of  a 
large  system;  but  I  do  not  know,  and  I  have  not  known,  of  any 
group  of  men  that  would  make  very  much  impression  on  the  stock 
of  the  Pennsylvania  Railroad  or  the  Union  Pacific  Railroad,  or  any 
other  railroad  where  it  takes  two  or  three  hundred  million  dollars  to 
swing  it. 

Of  course,  there  is  always  some  manipulation,  more  or  less,  going 
on,  by  speculators  on  the  stock  exchange,  but  I  do  not  think  anyone, 
or  any  group,  can  go  out  and  put  the  stock  substantially  up  or  dnwo, 
as  I  understand  you  to  intimate. 

Now,  these  railroad  companies  that  pay  dividends  have,  what  has 
been  called  here  in  .some  of  the  discussions,  excessive  earnings,  and 
they  are  the  com.panies  that  are  not  owned  by  a  few  individuals,  but 
by  the  multitude.  They  are  also  the  companies  that  do  the  business 
of  the  country,  the  companies  and  the  lines  on  which  the  Nation  has 
to  depend  to  have  its  transportation  conducted;  I  mean  in  substantial 
amount,  in  a  large  way. 

The  proposals  of  some  of  the  plans — the  so-called  Warfield  plan 
and  the  Chamber  of  Commerce  plan — is  to  take  the  earnings  of  those 
companies  in  excess  of  6  per  cent  and  practically  confiscate  them. 
I  am  not  at  the  moment  concerned  with  what  is  done  with  tlie  earn- 
ings but  the  fact  that  they  propose  to  limit  them  to  6  per  cent. 
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Now,  what  is  the  situation  ?  The  stocks  that  have  paid  dividends, 
that  have  been  attractive  to  investors  and  have  commanded  <:^ood 
prices  are  owned  by  people  to-day  who  paid  big  prices  for  them. 

If  the  railroad  slate  were  clean,  if  we  were  starting  out  to  establish 
a  system  of  railroads  in  this  country,  if  there  were  no  investments, 
and  we  were  asking  people  of  the  United  States  to  come  forward  wii.h 
their  money  and  invest  in  railroad  property,  you  might  establish  any 
rate  of  interest  v^ou  please  as  the  return  to  those  investors.  But  that 
is  not  the  situation.  We  are  dealing  with  a  very  practical  situation, 
the  essence  of  which  is  that  there  are  to-day  eighteen  or  twent}'  bill- 
ions of  dollars,  of  stocks  and  bonds  outstanding  - 1  am  just  informed 
that  it  is  nineteen  and  a  half  billions — and  they  have  been  sold  at  all 
prices. 

It  is  interesting  to  take  the  list  of  quotations  from  the  New  York 
Stock  Exchange  and  see  how  stocks  and  bonds  vary  in  value.  These 
stocks  and  bonds  have  been  sold  from  day  to  day  through  the  mar- 
kets, and  these  people  are  already  in;  they  have  made  their  in/est- 
ment.  Their  money  is  now  in  these  raih-oads,  and  some  have  paid 
200  cents  on  the  dollar  for  their  securities.  Union  Pacific  stock  at 
one  time  sold  at  over  S200  a  share.  Some  have  paid  even  higher  than 
that,  and  prices  paid  all  the  way  down  the  scale.  Some  have  paid 
for  some  stocks  10  cents  on  the  dollar.  I  rcignt  say  in  passing,  thai; 
there  are  railroad  stocks  that  you  can  buy  on  the  market  at  10  cents 
on  the  dollar,  and  you  will  find  that  they  stand  in  the  property 
investment  account  at  100  cents  on  the  dollar. 

It  is  proposed  by  both  of  these  plans  to  say  to  these  people  who  have 
bought,  with  the  expectation  of  7,  8,  or  10  per  cent  or  better,  and  paid 
prices  accordingly,  that  hereafter  they  will  be  limited  to  6  per  cent 
upon  the  value  of  the  property.  I  do  not  know  what  relation  that 
may  be  found  to  be  to  the  stock  and  to  the  bonds,  but  they  must  limit 
themselves  to  6  per  cent  on  the  vahie  of  the  property,  as  that  value 
may  be  finallv  determined  by  the  Interstate  C'ommerce  Commission. 
No  matter  what  the  property  earns;  that  is  to  be  the  return  to  its 
stockholders. 

New  equipment,  engines,  and  cars  are  among  the  most  important 
things  before  the  railroads  of  the  country.  It  is  one  of  the  very 
large  items  of  expense.  The  book  value,  that  is,  the  depreciated 
value,  of  the  equipment  of  the  railroads  to-day  will  probably  amount 
to  If),  20,  or  25  per  cent  of  the  total  value  of  the  railroads.  One 
plan  proposes  to  take  a  part  of  the  excess  and  apply  it  to  the  purchase 
of  equipment,  thus  relieving  the  other  roads  from  buying  equipment. 

It  also  proposes  to  take  a  part  of  it  for  the  benefit  of  labor;  that  is, 
take  the  earnings  away  from  one  line  and  apply  them  to  the  benefit 
of  labor  on  the  other  line. 

Another  olan,  the  chamber  of  commerce  plan,  goes  even  further 
and  honestly  and  properly,  sets  its  proposal  plainly  out,  which  is 
this:  That  the  excess  is  to  go  to  a  fund  for  the  benefit  of  all  the  other 
railroads.  In  other  words,  it  pools  the  net  earnings  for  the  benefit 
of  all  the  railroads,  to  make  up  t:)  the  inefficient  road  money  that  it  is 
unable  to  earn  and  save  itself. 

Of  course,  I  realize  that  in  discussing  this,  I  am  answered  by  some 
people,  by  the  statement  that  I  ha'ppen  to  be  connected  with  a 
prosperous  road — with  a  road  that  may  have  an  excess  under  this 
system.     That  is  true,  but  I  am  not  speaking  merely  for  the  railroad 
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company,  I  am  speaking  for  the  stockholders,  people  who  paid 
SI 50,  SI 75  or  $200  a  share  for  much  of  it;  and  I  am  protesting  against 
any  sclieme  that  contemplates  that  they  shall  be  put  on  a  parity  with 
the  men  who  paid  10  cents  a  share  for  their  stock  by  taking  the  earn- 
ings of  their  property  and  distributing  it  among  these  others. 

The  Chairman.  In  your  pamphlet  you  hold  that  that  is  uncon- 
stitutional, do  you  not? 

Mr.  LovETT.  Yes;  and  I  am  going  to  discuss  that  aspect  of  it  a 
little  later. 

Now,  it  seems  to  me  that,  aside  from  the  effect  it  would  hare  on 
railroad  investments — the  effect  of  utterly  repelling  future  investment 
of  new  money  in  railroad  property — the  iniquity  of  the  proposition  is 
very  great.  If  we  were  starting  afresh  it  would  be  different  but  that 
is  not  the  case.  We  are  dealing  with  billions  of  money  already 
invested  in  these  properties,  at  varying  prices. 

And  they  propose  to  base  it  upon  the  property  investment  account. 
Now,  these  railroads  have  established  their  relative  values  under  a 
long  period  of  Government  su])cr^  ision  and  regulation,  I  am  not 
speaking  of  their  actual  value,  but  their  value  with  reference  to  each 
other,  the  value  of  one  compared  with  another,  and  the  value  of  the 
securities  of  one  company  as  compared  with  those  of  another  com- 
pany. And  it  is  proposed  to  take  the  value  of  the  efficient  roads 
from  the  stockholders  of  those  roads,  and  give  it  to  the  stockholders, 
the  security  holders,  of  railroads  that  have  not  earned  it,  that  have 
not  performed  the  service. 

Mr.  CoADY.  Do  you  know  what  relation  the  property  investment 
account  bears  to  the  capital-stock  account,  including  bonded  in- 
debtedness? 

Mr.  LovETT.  It  varies  very  greatly  with  different  railroads.  As  I 
said  this  morning,  some  railroads  are  undercapitalized  and  some 
railroads  are  overcapitalized.  There  has  been  very  much  over- 
capitalization in  connection  with  foreclosures  and  reorganizations. 
They  seldom,  so  far  as  my  observation  goes,  cancel  securities  abso- 
luteh^  wipe  them  out,  and  not  reissue.  Generally  they  will  issue 
something,  something  to  hope  for,  in  connection  with  the  reorgani- 
zation, hi  the  place  of  what  was  previously  outstanding. 

Very  often  they  convert  a  fixed  charge,  like  obligatory  interest  on 
bonds,  into  income  bonds  stock  that  will  reduce  fixed  charge-;.  That 
is  often  done.  But  that  which  is  issued  for  it  is,  in  the  reorganization, 
generally  taken  up  on  the  new  books  and  goes  into  the  property 
investment  account  at  100  cents  on  the  dollar.  If  the  property  is  a 
success,  after  the  reorganization,  they  ma^^  plough  into  the  property 
more  and  more  of  their  earnings  to  build  it  up;  defer  dividends,  for 
instance,  for  a  long  time,  and  in  that  v-ray  absorb  whatever  moisture 
there  was  in  the  original  issue.  But,  after  all,  the  property  invest- 
ment account,  prior  to  the  time  the  commission  took  it  up,  in  1912, 
I  think  it  was,  of  most  of  the  roads  represented  the  securities  out- 
standing, plus  any  additions  and  betterments  that  had  not  been 
capitalized.     It  varies  greatly  with  the  different  roads. 

Mr.  WiNSLOW.  Do  you  happen  to  have  an}^  statement  or  know  of 
any  statement  that  sets  forth  the  proportion  of  railroad  stocks  which 
are  permanently  held  and  which  do  not  lend  themselves  to  the 
ordinary  processes  of  speculation,  or  vice  versa  ? 
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Mr.  LovETT.  It  is  very  hard  to  draw  that  line,  Mr.  Winslow. 
There  are  stocks  of  certain  railroad  companies  that  are  considered 
highly  speculative;  that  is,  the  speculators  like  to  play  with  them. 
There  are  other  stocks  that  are  less  speculative.  If  I  may  mention 
one  road  with  which  I  happen  to  be  connected,  the  Illinois  Central, 
my  understanding  is  that  company  has  not  missed  a  dividend  since 
since  1851.  It  has  paid  some  dividend  every  year.  Sometimes  it 
has  been  small,  and  it  has  never  paid  any  large  dividends,  ])ut  it  has 
gone  along  steadily,  varying  sometimes  1  or  2  per  cent.  The  Union 
Pacific  owns  about  30  per  cent  of  the  stock  of  that  company,  and  the 
rest  of  it  is  scattered.  The  stock  is  very  little  dealt  in.  The  Nev/ 
York  Stock  Exchange  records,  I  think,  will  not  show  a  million  dollars 
of  that  stock  changes  hands  a  month. 

Mr.  Barkley.  Do  you  mean  the  corporation,  the  Union  Pacific, 
owns  30  per  cent  of  the  Illinois  Central  stock,  or  that  the  stockliolders 
of  the  Union  Pacific  and  of  the  Illinois  Central  are  identical  ? 

Mr.  LovETT.  The  Union  Pacific  Railroad  Co.  itself,  in  addition  to 
being  a  railroad  company,  is  also  in  a  certain  sense  an  investment 
company,  and  it  owns  and  has  in  its  treasury  30  per  cent  of  the 
Illinois  Central  stock. 

Mr.  Barkley.  It  owns  it  as  a  corporation  ? 

Mr.  LovETT.  Yes. 

Mr.  Winslow.  Would  there  be  any  way  of  approximating  the 
number  of  shareholders  who  might  be  regarded  as  permanent  owners 
of  railroad  stock,  for  the  purpose  of  showing  how  widely  the  stocks 
are  distributed  as  a  permanent  investment? 

Mr.  LovETT.  I  have  no  way  of  showing  that.  I  might  say  in  that 
connection  that  the  small  stockholder  generally  is  pretty  well  alive 
to  his  own  interest,  and  if  he  buys  the  stock,  as  he  sometimes  does 
when  it  is  down,  and  there  is  a  big  boom  in  the  stock  it  is  not  unusual 
for  the  list  of  small  stockholders  to  fall  off  very  rapidly.  They  will 
take  their  profit  on  the  transaction,  and  then  they  will  come  back 
agam.  I  know  of  no  means  by  which  we  can  classify  stockholders 
as  those  who  are  investors  and  those  who  are  in  and  out.  Yv^e  find 
on  our  books  stockholders  who  have  been  such  ever  since  the  company 
was  organized;  some  of  them  very  small  stockholders  and  some  of 
them  large  stockliolders.  Then  we  will  find  others  that  will  come 
in  for  a  while  and  will  go  out  again. 

So  I  do  not  know  of  any  means  by  which  it  is  possible  to  classify 
the  stockholders  in  that  way. 

Mr.  CoADY.  Which  class  is  in  the  majority,  the  permanent  owners? 

Mr.  LovETT.  I  rather  think  so.  Of  course,  a  great  many  men  who 
really  speculate  do  not  put  the  stock  in  their  own  names.  They 
keep  it  in  the  name  of  their  broker.  There  are  also  a  great  many  men 
who  are  real  investors  who  keep  their  stock  in  the  names  of  brokers, 
because  they  do  not  want  the  public  or  anybody  to  know  what  their 
holdings  are,  and  therefore  the  large  accounts  you  find  of  stockholders 
in  these  companies  are  often  brokers'  accounts. 

I  should  say,  without  having  the  exact  figures,  that  the  stocks  of 
the  railroads  that  will  suffer  from  this  limitation  are  widely  scattered 
and  generally  held  by  investors,  and  that  the  stocks  that  will  be  bene- 
fited most  are  held  in  small  groups  of  individuals  and  in  syndicates, 
or  by  others  who  have  taken  them  or  who  bought  them  on  specula- 
tion.    That  statement  is  only  general,  and  it  is  necessarily  so,  but 
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I  thiiik  it  will  be  borne  out  by  the  facts.  If  you  will  examine  these 
statements,  you  will  find  the  number  of  stockliolders  of  the  non- 
dividend  paying  roads,  is  very  much  smaller  than  of  the  roads  that 
are  paying  dividends. 

So,  if  you  limit  the  dividends  you  will  injure  directly  the  people 
who  are  dependent  upon  these  investments  for  their  means  of  sub- 
sistence. You  will  also  catch  in  that  net  others  who  are  able  to  stand 
the  loss  who  are  railroad  investors,  unless  they  are  shrewd  enough 
to  get  out  when  they  see  the  storm  coming. 

The  effect  of  this  scheme,  if  it  goes  through,  will  be  to  legislate  out 
of  railroad  stocks  that  have  value  a  portion  of  that  value  into  rail- 
road stocks  that  have  little,  if  any,  value,  and  that  never  will  have 
any  value,  probably,  without  this  legislative  aid. 

Suppose  you  do  this?  What  is  to  be  done  with  the  money  you 
take  from  the  Union  Pacific,  if  I  ma}"  refer  to  m.3^  own  company  ?  Is 
it  to  be  spent  on  the  weak  railroad  ?  Is  the  effect  to  be  a  benefit  to 
that  railroad,  or  to  its  OAvners,  by  enhancing  the  value  of  their 
securities  and  enabling  them  to  sell  or  get  a  return  from  them? 

What  are  you  to  do  do  with  the  weak  roads,  and  what  with  the 
strong  roads?  I  do  not  know  of  a  railroad  in  the  United  States  that 
is  going  to  cease  operations,  I  do  not  know  a  single  railroad  in  the 
United  States  that  anybody  is  proposmg  to  abandon — that  will  be 
taken  up. 

Who  needs  additional  facilities  most,  the  weak  road  or  the  strong 
road  ?  Who  needs  the  money  spent  for  additional  tracks,  for  addi- 
tional terminals,  for  equipment,  for  cars,  and  engines,  with  which 
to  handle  business?  A  road  like  the  Pennsylvania  or  the  Union 
Pacific,  or  the  New  York  Central,  that  has  the  business  or  some 
other  railroad,  that  is  sufl^ering  from  a  lack  of  business  rather  than  a 
lack  of  facilities? 

You  will  find,  if  you  will  look  over  the  railroads  of  tlie  United 
States,  the  average  poor  road  is  just  about  as  weU  equipped  for  the 
kind  of  business  it  has,  and  the  kind  of  business  it  can  get,  as  the 
most  prosperous  railroad.  If  it  had  the  business  it  comd  get  the 
facilities,  perhaps.  So  I  do  not  understand  that  there  is  any  great 
difficulty  confronting  the  Government  to  provide  capital  for  the  weak 
lines,  the  lines  witliout  business.  But  the  question  is  to  get  means 
of  doing  the  business  that  is  done  by  the  strong  lines,  because  the 
business  is  on  those  lines.  Yet  the  proposition  urged  before  this 
committee  means,  if  it  means  anything,  that  you  should  cripple  the 
strong  lines  by  destroying  their  credit  discouraging  their  security 
holders,  for  the  benefit  of  the  security  holders  of  the  weak  lines. 

Mr,  Barkley.  How  does  the^  New  Haven  road  compare,  as  to 
quantity  of  business,  with  its  strength  fhiancially?  I  mention  that 
simply  as  a  sample  road  tliat  has  been  held  up  as  a  weak  road.  Re- 
cently, at  least,  I  have  been  under  the  impression  that  it  had  a  good 
deal  of  business. 

Mr.  LovETT.  Yes,  it  has  a  great  deal  of  business.  It  is  a  weak 
road.  It  is  a  serious  problem  in  the  situation.  Some  people  believe 
that,  among  other  things,  the  New  Haven  road  made  some  very 
unwise  investments  and  some  very  unwise  expenditures,  as  I  suppose 
we  all  have,  and  it  has  a  great  many  investments  from  which  it  is 
getting  no  return.  I  do  not  wish  to  discuss  the  affairs  of  any  par- 
ticular company. 
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Mr.  Barkley.  No  ;  I  did  not  want  you  to  do  that. 

Mr.  LovETT.  But  it  is  sorr.owhat  of  a  problem  to  the  owners  of  it. 

Mr.  Barkley.  You  think  it  is  an  exception  to  the  ordinary 
case 

Mr.  LovETT.  It  is  one  of  the  exceptions.  I  will  not  say  how 
many  there  are.  It  is  one  of  the  exceptions.  It  is  not  the  case  of  the 
majority. 

Mr.  Barkley.  I  appreciate  how  delicate  it  is  for  you  to  discuss  a 
matter  like  that. 

Mr.  LovETT.  Yes;  I  wUl  be  g:lad  to  answer  any  questions  about 
my  own  company,  but  I  do  not  like  to  particularize  as  to  other  com- 
panies, with  whose  affairs  I  am.  not  supposed  to  be  concerned.  But 
there  are  m.any  companies  that  have  been  unfortunate  and  are  still 
unfortunate.  Kailroads  are,  in  sorre  respects,  like  other  lines  of 
business.  In  former  days  when  railroads  were  built  they  were  built 
for  profit.  The  investors  were  asked  to  come  in  and  take  stocks  and 
other  securities.  There  was  much  profit  and  often  loss.  Som.e  have 
been  successful  and  some  unsuccessful. 

Coming  back  to  the  only  standard  by  which  I  can  measure  railroad 
value,  and  that  is  by  what  the  road  is  able  to  earn,  you  will  find 
some  railroads  that  earn  enormous  sums  gross  and  yet  conditions  are 
such  that  they  can  not  realize  any  net,  or  very  little  net,  on  account 
of  excessive  operating  expenses.  A  great  many  factors  enter  into 
the  problem.  You  will  find  some  that  earn  handsom,e  net  returns  for 
one  reason  and  some  for  another.  That  is  always  reflected  in  their 
stock  and  is  represented  by  value  in  the  hands  of  the  holder.  That 
condition  has  gone  on  for  a  generation.  Values  have  been  pretty 
well  settled.  It  bas  been  dem.onstrated  that  the  stock  of  some  rail- 
roads is  not,  and  never  will  be,  worth  anything  except  for  control, 
and  that  it  is  foolish  to  expect  dividends  from.  it.  The  o^vner  has  it 
and. is  waiting  to  get  out  or  sell.  I  suppose  they  are  waiting  now  for 
Congress  to  act  in  the  hope  that  they  will  get  some  of  somebody  else's 
money  as  a  result  of  the  legislation  to  be  enacted.  But  there  are 
many  railroads  in  this  country  which  never  will  be  able  to  pay  any- 
thing on  their  stock.  They  were  a  mistake  and  nothing  but  bank- 
ruptcy is  before  them.  They  ought  to  be  reorganized  and  the  loss 
pocketed  just  as  with  a  man  who  m.akes  a  mistake  in  putting  up  an 
office  building  or  a  hotel  or  in  buying  a  farm.  The  Government  is  not 
called  upon  to  reimburse  all  of  the  m.istakes  that  have  been  made  in 
the  past  in  railroad  investments. 

The  Chairman.  The  v/eak  roads,  as  a  rule,  are  not  owned  by  the 
so-called  poorer  stockholders. 

Mr.  LovETT.  That  is  my  belief. 

The  Chairman.  Therefore  your  idea  is,  if  there  is  reorganization 
or  legislation  for  their  benefit,  only  the  rich,  who  own  the  stock, 
would  be  injured  and  suffer  a  loss,  while  the  investors  in  the  strong 
roads — the  dividend  paying  roads — are  the  so-called  poor  people  who 
own  the  stock.     Is  that  the  proposition  ? 

Mr.  LovETT.  I  did  not  mean  to  put  it  just  that  way,  Mr.  Chairman. 
I  think  the  rich  man  is  entitl-ed  to  just  as  much  protection  as  the 
poor  man. 

The  Chairman.  True. 

Mr.  LovETT.  But  I  am  dealing  with  a  fact  which  is,  according  to 
my  understanding,  that  most  of  the  stockholders  of  the  dividend 
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payino;  railroads  are  people  who  are  dependent  npon  their  income 
from  their  small  investments  very  larscely,  whereas,  I  believe  the 
stock  of  m.any  of  the  so-called  weak  lines,  nondividend  payers,  are 
held  by  small  groups  of  people  who  can  better  afford  to  hold  them 
than  the  small  stockholder  of  the  dividend  payino;  road  can  afford  to 
forego  his  dividend.  Tiie  statement  I  make  is  not  true  in  all  cases. 
I  am  speaking  of  the  general  tendency,  only  the  general  rule. 

Mr.  WiNSLOw.  Are  you  going  to  speak  on  the  subject  of  income 
and  cost  of  operation  ? 

Mr.  LovETT.  I  had  not  intended  to  go  specially  into  that,  but  I 
will  be  eiad  to  answer  any  questions  with  regard  to  it. 

Mr.  WiNSLOw.  Can  you  tell  us  the  rate  of  wages  being  paid  to  the 
different  classes  of  employees  of  the  railroads  now  ? 

Mr.  LovETT.  I  am  not  sufficiently  familiar  with  those  matters  to 
answer  accurately. 

Mr.  WiNSLOW.  Can  you  suggest  where  that  information  might  be 
obtained  within  a  reasonable  time  ? 

Mr.  LovETT.  I  am  quite  sure  you  could  get  it  from  the  Railroad 
Administration,  or  perhaps  Mr.  Elliott  will  be  able  to  give  you  more 
information  than  I  can.  At  the  beginning  of  Federal  control  there 
was  kept  by  every  railroad  company  and  issued  monthly,  I  think  at 
the  instance  of  the  Interstate  Commerce  Commission,  a  summary 
showing  the  niiro.ber  of  employees  and  the  averag:e  wage  for  the  dif- 
ferent classes.  I  have  no  doubt  you  can  crct  that  information  now, 
on  very  short  notice,  from  the  Railroad  Administration. 

Mr.  WiNSLOW.  Can  you  furnish  that  information  for  your  own 
road  ? 

Mr.  LovETT.  No ;  since  Federal  control  we  do  not  have  that  infor- 
mation.    That  is  a  matter  of  Federal  administration. 

Mr.  WiNSLOw.  You  operate  without  regard  to  costs  now  ? 

Mr.  LovETT.  We  do  not  have  anything  to  do  with  operation  now. 
I  am  just  told  that  the  Senate  yesterday  passed  a  resolution  calling 
for  that  information  from  the  Director  General,  and  he  has  said  it 
will  be  ready  in  about  15  days. 

Mr.  WiNSLOw.  Do  you  feel,  if  the  railroads  were  handed  over  now 
to  their  former  owners,  with  the  present  costs  of  operation  as  you 
know  them,  or  as  you  may  feel  that  you  know  them,  that  the  under- 
taking can  be  picked  up  and  carried  along  successfully? 

Mr.  LovETT.  I  do  not.  I  want  to  say  in  this  connection,  I  do  not 
believe  that  the  companies  can  operate  the  railroads  any  more  eco- 
nomically than  the  Government  has  done. 

Mr.  WiNSLOw.  Will  some  one  suggest  sooner  or  later  just  what 
line  of  help  they  will  have  to  have  ? 

Mr.  LovETT.  Yes.  We  have  very  definite  views  upon  that  sub- 
ject, but  I  think,  with  you  permission,  I  will  pass  that  until  Mr. 
Thorn  resumes. 

Mr.  Thom.  That  was  one  of  the  subjects  I  intended  to  cover. 

Mr.  WiNSLOw.  I  would  like  to  ask  Judge  Lovett  one  more  ques- 
tion. If  an  increase  in  wages  should  be  allowed  the  operatives  on 
these  general  lines,  as  discussed  of  late  in  the  newspapers,  would  you 
be  able  to  operate  the  railroads  without  still  lurther  increasing 
rates— and  greatly  increasing  them? 

Mr  Lovett.  I  should  say  no.  I  have  no  hesitation  in  saying  that 
if  the  railroad-^  were  turned  back  to  the  owners  to-day,  under  existing 
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conditions,  that  half  of  them  would  go  into  bankruptcy  immediately, 
and  that  most  of  those  paying  dividends  would  have  to  suspend 
dividends. 

Mr.  WiNSLOW.  Well,  if  the  rates  were  increased  to  an  extent 
which  would  allow  you  to  operate  without  going  into  arrears,  would 
you  not  be  likely  to  get  beyond  the  point  at  which  business  could  be 
done  under  those  charges  ? 

Mr.  LovETT.  That  depends  upon  the  spiral,  or  circle,  that  has  been 
go"  g  on  for  a  long  time  in  the  matter  of  expenses. 

Mr.  WiNSLOw.  Wliat  would  be  your  idea  of  the  situation  which 
might  be  created  if,  under  the  present  railroad  administration,  wages 
were  greatly  increased  and,  by  the  time  the  roads  were  handed  over 
to  you,  the  rates  had  not  been  proportionately  increased? 

Mr.  LoA^^ETT.  I  would  say  it  would  be  disastrous,  and  in  view  of 
these  questions  I  should  also  say  that  it  is  utterly  impossible  to  con- 
sider seriously  havmg  the  railroads  take  over  their  properties  and 
operate  them  again  under  these  conditions  and  during  the  extraordi- 
nary prices  of  wages  and  material,  under  the  present  rates.  That  is 
a  losing  business.  The  Government  will  have  to  continue  the  guar- 
antee until  there  is  some  readjustment  of  the  war  condition,  or  the 
railroads  will  go,  most  of  them,  into  insolvency. 

Mr.  WiNSLOW.  Would  it  not  be  an  exceedingly  unhappy  situation 
if  the  rates  of  wages  should  be  raised  without  having  full  consideration 
given  to  the  returns  which  make  it  possible  to  meet  that  rate  of  wage  ? 
In  other  words,  if  all  the  acts  of  the  railroads  to-day,  financial  and 
so  on,  are  under  the  direction  of  the  Railroad  Administration,  should 
not  we  devoutly  hope  that  if  they  raise  wages  they  will  find  means, 
before  they  hand  the  roads  over  to  you,  to  make  it  possible  for  the 
railroad  operators  and  owners  to  meet  the  charges  that  would  be 
forced  upon  them? 

Mr.  LovETT.  It  is  not  merely  a  hope:  it  is  a  necessity.  We  have 
got  to  find  means  of  offsetting  the  increased  wages  if  we  are  going  to 
avoid  ruining  the  railroads  and  everything  dependent  upon  them. 

Mr.  WiNSLOw.  Would  you  feel  it  was  very  important  for  the 
public  of  this  country  to  watch  developments  with  care  for  fear  it 
may  become  unbalanced  ? 

Mr.  LovETT.  I  presume  it  is  being  watched  with  a  good  deal  of  care 
and  anxiety.  There  are  two  methods  of  dealing  with  the  situation. 
The  Government  can  meet  the  expenses  of  railroad  operation  by  rais- 
ing the  rates,  or  it  can  pay  it  out  of  the  Federal  Treasury.  I  think 
the  traffic  ought  to  pay  for  its  own  carriage.  I  am  in  favor  of  having 
the  freight  pay  the  rates  rather  than  have  it  paid  out  of  the  Federal 
Treasury.  There  may  be  others  that  take  the  other  view.  But  the 
proposition  is  perfectly  apparent  that  they  are  not  earning  enough 
under  existing  rates  to  pay  the  upkeep  of  the  railroads  and  if  the 
railroads  are  to  be  kept  up,  somebody  has  to  pay  the  bill — either  the 
man  who  travels  and  who  ships  goods,  or  Uncle  Sam. 

Mr.  WiNSLOW.  Would  you  feel  that  it  was  a  very  delicate  situation 
for  this  committee  to  be  in,  in  respect  of  framing  a  biU,  and  Congress 
in  respect  of  passing  it,  if  it  so  happened  that  expenses  were  thrown 
on  to  the  operators  of  the  roads  through  legislation  at  a  time  when 
they  did  not  have  rates  and  income  enough  to  meet  those  expenses  ? 

Mr.  LovETT.  I  would  not  call  it  delicate.  I  would  call  it  a  very 
important  position.     It  means,  in  my  view  of  it,  the  solvency  of 
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the  railroads  of  this  country  and  possibly  the  solvency  of  a  great 
many  institutions  that  hold  their  securities.  What  Congress  does 
with  this  railroad  question  is  going  to  solve  that  matter.  I  do  not 
think  it  is  a  case  where  a  sport  which  used  to  be  quite  popular  in 
Washington  during  war  times,  when  I  was  over  here,  can  be  indulged 
in,  and  that  is  what  is  called  "passing  the  buck."  It  is  not  a  case, 
if  I  may  use  that  expression,  for  a  performance  of  that  sort. 

Mr.  WiNSLow.  Was  the  "joker  wild"  any  more  prevalent  then 
than  it  is  now  in  the  railroad  business  ? 

Mr.  LovETT,  It  was  not  in  the  raiboad  business.  We  can  not  pass 
the  buck.     It  won't  pass. 

Mr.  Cooper.  Do  you  think  the  railroad  rates  to-day  materially 
affect  the  high  cost  of  living?  Do  you  think  they  enter  into  the 
high  cost  of  living  to  any  great  extent  ? 

Mr,  LovETT.  Do  you  mean  as  a  fact  or  as  an  excuse  ? 

Mr.  Cooper.  Well,  as  a  fact. 

Mr.  LovETT.  As  a  fact  I  do  not  think  they  do. 

Mr.  Cooper.  The  reason  I  asked  that  question  was  that  the  pro- 
ponents of  a  certain  biU,  who  have  appeared  before  this  committee, 
maintain  that  if  their  plan  is  adopted,  that  it  will  reduce  rates  and 
thereby  reduce  the  cost  of  living.  Do  you  think  it  is  possible,  with 
a  reduction  of  rates,  to  operate  the  railroads  successfully  in  our 
country  at  this  time  ? 

Mr.  LovETT.  With  a  reduction  of  rates  ? 

Mr.  Cooper.  Yes. 

Mr.  LovETT.  I  know  it  is  not  possible. 

Mr.  Cooper.  Do  you  believe  it  would  be  human  for  any  body  of 
men  who  were  operating  the  railroads  to  make  a  reduction  in  rates 
when  by  so  doing,  they  would  be  taking  profits  out  of  their  own 
pockets  ? 

Mr.  LovETT.  Well,  I  should  say  there  might  be  unusual  circum- 
stances in  which  that  would  happen. 

Mr.  Cooper.  But  that  would  not  be  likely  to  come  to  pass,  would 
it? 

Mr.  LovETT.  Of  course  it  is  quite  possible,  in  abnormal  times,  for 
rates  to  get  so  high  that  they  ought  to  be  reduced.  Rates  ought  to 
be  flexible;  they  ought  to  be  adjusted  to  changed  conditions.  I  am 
not  speaking  now  of  any  particular  method  of  organization  for  the 
operation  of  the  railroads,  I  am  speaking  only  in  a  very  general  way. 

Mr.  Cooper.  The  point  I  was  trying  to  make  is  this;  that  I  can 
not  conceive  of  any  body  of  men  taking  over  the  railroads,  under 
this  plan  that  is  suggested,  cutting  down  profits  that  the  raiJroads 
would  make  when,  by  so  doing  they  would  be  taking  those  profits 
out  of  their  own  pockets. 

Mr.  LovETT.  I  think  that  is  true.  This  is  the  situation:  No  stock- 
holder will  voluntarily  reduce  the  rates  when  he  has  to  reduce  his 
dividend,  and  no  workman  will  voluntarily  reduce  rates  if  he  has  to 
reduce  his  wages.  They  prefer  to  keep  them  up.  That  is  an  inevit- 
able proposition. 

Mr.  Sims.  I  suppose  you  know  there  was  a  perfect  storm  of  indig- 
nation swept  over  the  country  when  the  Railroad  Administration 
increased  the  rates  25  per  cent.  One  of  the  reasons  urged  for  a 
prompt  return  of  the  railroads  to  the  owners  is  to  prevent  any  further 
mcreases  and  to  take  steps  to  reduce  the  increases  already  made. 


1353       KETURISr   OF  THE  RAILROADS  TO   PRIVATE   OWNERSHIP. 

Mr.  LovETT.  Judge  Sims,  whatever  the  pubhc  clamour  might  be 
about  the  rate  situation,  the  proposition  is  simply  this:  If  we  are 
going  to  have  transportation  in  this  country  we  have  got  to  pay 
for  it. 

Mr.  Sims.  That  seems  to  be  a  very  reasonable  statement. 

Mr.  LovETT.  Yes,  I  think  it  is,  and  I  wish  to  emphasize  it  as  such. 
The  Government  will  have  to  furnish  the  capital  or  it  will  have  to 
reward  the  private  individual  if  he  furnishes  it.  Tiie  Government 
will  have  to  pay  the  laborer  and  pay  for  the  service.     Now  it  can  be 

Eaid  for  by  putting  it  on  the  traffic  where,  in  my  judgment,  it  properly 
elongs,  or  it  can  be  paid  for  out  of  the  Treasury.  jBut  you  will  not 
have  transportation  in  tliis  country  without  paying  for  it.  You 
can  not  get  it  any  other  way.  And  that  includes  capital  as  well  as 
lator  and  material.  It  is  wholly  a  question  of  whether  you  will  have 
the  transportation  that  the  country  needs.  If  you  are  going  to 
leave  it  to  chance,  then  transportation  will  deteriorate.  But  if  you 
are  going  to  have  transportation,  the  question  is  how  shall  it  be  paid 
for'<  I  do  not  care  how  much  clamour  there  is  about  it.  That  is 
the  issue.  If  the  people  do  not  want  to  pay  the  cost  of  transporta- 
tion in  freight  rates,  then  as  long  as  the  Government  has  control  of 
the  railroads,  you  can  pay  it  by  appropriations  out  of  the  Treasury 
to  cover  deficits.  If  you  propose  to  turn  the  railroads  back  without 
making  provision  for  them  to  collect  expenses,  it  simply  means  that 
the  railroads  that  are  not  very  strong  financially  and  able  to  weather 
the  storm  will  go  to  the  wall  and  those  institutions  and  those  people 
dependent  upon  their  securities  will  go  with  them. 

Mr.  Sims.  There  was  indignation  all  over  the  country  because  of 
the  increases.  Any  further  increases  will  have  to  come  either  through 
the  Government  or  through  the  rate-making  power.  We  have  just 
passed  a  bill  restoring  the  power  to  the  Interstate  Commerce  Com- 
mission to  suspend  rates.  All  the  Government  or  anyone  can  do  is 
simply  to  initiate  the  rates,  and  then  they  will  be  suspended.  I  can 
not  see  what  we  are  going  to  do  if  the  Cummins  bill  passes.  I  think 
an  army  would  march  up  to  the  commission  and  demand  that  all 
further  increases  be  suspended. 

Mr.  LovETT.  I  do  not  think  it  is  fair  to  the  railroads  for  the  com- 
mission to  pass  the  onus  of  increasing  the  rates  onto  the  railroads 
after  they  are  returned  to  private  ownership,  even  if  they  allow  them 
to  do  it.  1  think  the  Government  itself  ought  to  make  the  increases 
necessary  under  existing  conditions  or  reduce  expenses. 

Mr.  Sims.  But  the  railroad  companies  themselves  know  better 
what  the  particular  lines  need  in  the  way  of  increases  than  the  Gov- 
ernment can  possibly  know.  If  you  are  going  to  give  the  power  of 
suspension  to  the  commission,  why  not  give  the  railroads  power  to 
initiate  increases  in  rates,  because  they  know  what  they  need  and 
wliat  the)'^  do  not  need. 

Mr.  LovETT.  There  is  not  much  doubt  in  anybody's  mind  as  to 
what  the  railroads  need  now. 

Mr.  Sims.  I  know,  but  some  railroads  need  more  than  others,  and 
some  sections  need  more  than  others. 

Mr.  LovEiT.  L'nder  Government  control  it  all  goes  into  the  same, 
pocket. 
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Mr.  Sims.  But  they  don't  trust  Government  control,  and  they  don't 
believe  in  the  single-minded  purpose  of  the  railroad  men 

Mr.  Barkley.  Was  not  a  good  deal  of  the  clamor  raised  by  people 
who  only  pay  the  freight  temporarily  and  who  pass  it  on  to  the  con- 
sumer, and  in  some  cases  charge  a  profit  on  it  ?  I  do  not  know  that 
you  care  to  answer  that  question. 

Mr.  LovETT.  I  have  no  objection  to  answering  it.  I  think  when 
rates  are  increased  a  great  many  men  use  it  as  a  pretext  for  advancing 
prices,  but  I  do  not  know  of  any  increase  of  rates  that  materially 
affected  the  actual  cost  of  the  article,  except  in  the  case  of  some  very 
heavy  comm.odity.  I  mean  affect  the  general  level  of  the  article  on 
the  market.     I  refer  to  the  price  to  the  public. 

Mr.  Rayburn.  Do  you  believe  that  the  railroads,  under  the  man- 
agement that  they  will  have  when  they  go  back  to  private  control, 
will  be  able  to  effect  any  economy  in  the  operation  of  them  ? 

Mr.  LovETT.  Speaking  for  the  Union  Pacific — I  am  more  familiar 
with  that  than  I  am  with  any  other — I  should  say  that  as  long  as 
the  present  scale  of  wages  continues  they  will  not;  but,  on  the  con- 
trary, they  will  have  to  increase  exj)enses.  For  instance,  the  Gov- 
ernment has  none  of  the  expenses  of  traffic  agencies,  the  soliciting 
agents,  that  are  such  a  large  an  expensive  it(!m  to  the  railroads. 
When  we  get  the  roads  back  we  must  go  after  business  with  our 
agencies  and  our  agents  and  must  constantly  cultivate  the  shipoer  in 
order  to  get  his  business  in  competition  with  others.  That  will  add 
to  the  expense  and  will  be  the  experience  more  or  less  of  all  the  rail- 
roads, I  think. 

Mr.  Hayburn.  That  will  be  a  very  small  item,  will  it  not  ? 

Mr.  LovETT.  It  is  not  so  small  an  item  as  you  may  think.  I  be- 
lieve it  used  to  amount  to  something  like  S50,000,000  a  year  for  the 
railroads  of  the  United  States,  did  it  not? 

Mr.  Elliott.  I  do  not  think  so. 

Mr.  LovETT.  I  do  not  know  the  amount,  but  it  was  a  large  expense. 

Mr.  Rayburn.  That  is  too  much. 

Mr.  LovETT.  I  had  that  impression. 

The  Chairman.  Of  course  the  cost  of  railroad  administration  is 
not  paid  out  of  the  revenues  of  the  road.  That  is  paid  out  of  the 
Treasury,  and  that  amounts  to  several  millions  of  dollars. 

Mr.  LovETT.  We  hope  that  we,  with  declining  price  of  materials, 
can  save  some  money  in  that  way.  But  I  do  not  see  how  we  can 
hope  to  pay  any  less  for  it  than  the  Railroad  Administration  pays 
for  it. 

Mr.  Rayburn.  Do  you  think  the  organization  is  as  good  now  as 
you  can  make  it  ? 

Mr.  LovETT.  Do  you  mean  the  organization  of  our  company  ? 

Mr.  Rayburn.  I  mean  the  transportation  system. 

Mr.  LovETT.  Of  all  the  railroads  of  the  United  States  ? 

Mr.  Rayburn.  Yes. 

Mr.  LovETT.  There  is  always  room  for  improvement.  Some  im- 
provement can  be  made,  but  I  do  not  see  how  there  can  be  any 
great  economy  effected  in  railroad  operations  under  private  control 
as  against  Government  control,  with  wages  and  prices  what  they  are. 
That  is  the  point.  The  Government  has  fixed  the  wages  and  the 
war  has  run  up  the  prices,  and  as  long  as  wages  and  prices  remain 
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at  the  present  level  I  do  not  see  how  the  companies  can  do  very 
much  better  than  the  Government  has  done. 

Mr.  Cooper.  May  I  ask  whether  or  not  you  know  whether  the 
force  of  railway  employees  has  been  materially  increased  under 
Government  control  over  what  it  was  under  private  control  ? 

Mr.  LovETT.  It  has  been  increased,  necessarily,  as  a  result  of  the 
eight-hour  law.  I  have  heard  various  wild  stories  about  increases 
beyond  that,  but  I  have  not  had  any  of  them  verified  and  I  do  not 
believe  them.  The  increase  in  force  has  been  the  result  of  the 
eight-hour  law.     That,  of  course,  largely  increased  the  force, 

Mr.  Cooper.  In  what  branches  of  the  service  have  the  forces  been 
increased  by  reason  of  the  eight-hour  law ']  It  is  not  compulsory  in 
the  train  service,  is  it  ? 

Mr.  LovETT.  That  existed  without  Federal  control,  but  you  take 
station  labor,  clerical  help,  and  work  of  that  nature,  and  that  has 
been  very  largely  increased.  The  force  has  been  increased  largely 
in  every  line  where  the  day  counts.  Of  course  in  the  train  service 
the  day  does  not  count;  it  is  all  a  question  of  mileage. 

Mr.  Cooper.  I  have  understood  that  car  inspectors,  for  instance, 
although  they  wfere  placed  under  the  eight-hour  day,  still  go  ahead 
and  make  12  hours,  and  get  time  and  a  half  for  overtime  after  the 
first  eight  hours. 

Mr.  LovETT.  I  do  not  think  they  get  time  and  a  half.  Do  they, 
Mr.  Elliott  ? 

Mr.  Ei,LiOTT.  I  think  they  do. 

Mr.  LovETT.  I  am  not  informed  whether  they  get  time  and  a  half 
or  not.  Of  course  in  many  places  they  do  work  and  get  ray  for 
overtime.  I  was  not  sure  whether  it  was  punitive  overtime  or 
regular  overtime.  In  many  places,  however,  they  do  not  do  that. 
But  with  station  labor,  station  agents,  operators  and  ticket  clerks, 
and  so  forth,  the  number  has  been  increased,  I  know. 

Mr.  Cooper.  My  observation  around  the  large  stations  of  the 
country  has  been  that  there  seems  to  be  a  great  many  more  employees 
in  those  stations  now  than  there  were  under  private  control. 

Mr.  LovETT.  Tliat  is  true,  and  that  is  the  result,  so  I  am  assured 
by  men,  in  whose  statements  I  place  great  confidence,  of  the  eight 
hour  day. 

The  Chairman.  The  director  general,  in  a  recent  statement, 
stated  that  the  increased  number  of  employees  for  1918  was  143,000, 
due  almost  wholly  to  the  application  of  the  eight-hour  law  and  the 
number  was  largely  applicable  to  the  shopmen. 

Mr.  LovETT.  i  have  no  doubt  that  is  a  fact;  it  is  in  accord  with  my 
general  understanding. 

Mr.  Rayburn.  Do  you  intend  to  say  absolutely  it  is  your  opinion 
that  the  railroads  under  private  operation,  and  under  the  manage- 
ment of  those  who  are  directly  responsible  foi-  them,  will  not  be  able 
to  effect  any  economies  ? 

Mr.  LoveTt.  I  do  not  mean  to  say  that  they  will  not  be  able  to 
effect  any,  but  I  do  say — and  this  is  oidy  my  o\\n  opinion — that  they 
will  not  be  able  to  effect  substantial  economies  as  long  as  the  present 
scale  of  prices  is  maintained. 

Mr.  Thom.  May  I  make  a  statement  in  reply  to  Mr.  Rayburn,  with 
Judge  Lovett's  permission  ? 

^Ir.  Lovett.  Certainly. 
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Mr.  Thom.  I  think  the  director  g:eneral  has  recently  testified  that 
the  increase  in  the  cost  of  materials  has  ranged  from  20  to  25  per 
cent  since  Federal  control,  that  the  increase  in  wages  has  been  51  or 
52  per  cent  and  that  the  increase  in  general  costs  has  been  55  per  cent» 

Mr.  Rayburn.  But  that  does  not  answer  my  question  at  all. 

Mr.  Thom.  It  answers  it  in  this  way:  That  the  total  cost  is  greater 
than  the  increase  in  labor  and  material.  Of  course  the  greater 
increase  must  be  due  to  the  same  cause  in  the  present  operations  of 
the  road.  I  take  a  little  different  view  from  Judge  Lovett  on  that 
question,  and  I  am  trying  to  show  you,  by  the  testimony  of  the 
director  general,  that  the  general  increase  in  cost  has  been  55  per 
cent  while  the  increase  in  the  items  that  make  up  the  general  cost 
has  been  less  than  that  by  a  great  deal.  The  increase  in  materials 
has  been  20  to  25  rer  cent,  labor  51  to  52  per  cent— and  when  you 
take  the  divisions  of  that  cost,  materials  and  labor,  there  is  an  increase 
of  55  per  cent  in  general  cost  which  is  more  than  either  one. 

Mr,  Rayburn.  But  my  question  did  not  go  to  rates  at  all. 

Mr.  Thom.  I  know  that. 

Mr.  Rayburn.  Not  at  all.  Whether  the  railroads  ought  to  have 
the  same  rates  that  they  have  now  or  whether  they  ought  to  have 
more  is  beside  my  question  entirely.  My  question  went  to  the 
proposition  whether,  under  the  management  of  the  railroads,  turned 
back  as  they  were  before  the  war,  under  whatever  management  they 
choose,  they  would  be  able  to  o]7erate  more  cheaply  than  the  Gov- 
ernment would  be  able  to  operate  them, 

Mr.  Thom.  I  thought  my  figures  answered  that  question  in  the 
affirmative. 

Mr.  Lovett.  I  am  not  prepared  to  give  percentages  or  amounts, 
but  I  deal  with  the  fact.  The  Union  Pacific  is  being  o'^erated  by 
the  same  men  who  operated  it  before  Government  control;  they  are 
now  operating  it  as  Federal  officers,  and  one  of  the  questions  that 
naturally  confronted  me  when  I  left  the  Government  service  and 
returned  to  the  company  was:  Wliat  can  we  do  to  reduce  expenses 
when  we  resume  control  of  the  road.  I  asked  the  Federal  manager 
at  the  head  of  the  property,  "How  much  are  you  going  to  be  able  to 
reduce  these  expenses,  and  how?  He  told  me  he  did  not  know  how 
he  could  reduce  them  at  all  as  long  as  the  present  scale  of  wa^^es  and 
prices  prevailed,  I  fancy  that  is  the  situation  of  most  of  the  rail- 
roads. There  may  be  cases  here  and  there,  perhaps,  where  we  can 
cut  out  a  man,  but  any  Federal  manager  who  employed  a  man  that 
he  did  not  need  under  Federal  control,  except  in  obedience  to  the 
eight-hour  law,  ought  to  be  dismissed.  I  believe  they  were  loyal 
men  and  worked  loyally  for  the  Government.  I  do  not  believe  they 
employed  men  they  did  not  believe  necessary,  except  in  obedience  to 
the  eight-hour  law. 

There  are  some  cases  here  and  there  where  we  can  effect  economies, 
but  my  proposition  is  that  these  savings  will  be  more  than  offset  by 
the  additional  demands  that  will  be  made  on  us  for  service,  for 
additional  trains,  for  faster  trains  and  better  service,  and  by  the 
necessity  of  pushing  our  competitive  work  with  the  shit)pers. 

Mr.  Lovett.  That  is  my  judgment  of  the  situation  that  confronts 
us. 

Mr.  Watson.  Is  not  the  time  fast  approaching  when  the  railroad 
systems  of  our  country  will  be  of  such  magnitude  when  they  must 
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control  enormous  activities,  immense  capital,  and  employ  a  great 
army  of  men  that  it  will  be  impossible  to  operate  railroads  under 
individual  ownership,  but  come  under  Government  control  to  save 
the  capital  invested  ? 

Mr.  LovETT.  Of  course,  the  drift  is  that  way;  but  what  are  you 
going  to  do  ? 

Mr.  Watson.  What  is  the  largest  system  in  the  United  States? 

Mr.  LovETT.  In  mileage? 

Mr.  Watson.  Take  it  altogether,  mileage  and  employment  of  men. 

Mr.  LovETT.  The  Pennsylvania,  I  should  say. 

Mr.  Watson.  How  many  men  does  the  Pennsylvania  em^doy  ? 

Mr.  LovETT,  I  am  not  able  to  give  you  the  figures.  Mr.  EUiott 
suggests  150,000.  .  I 

The  Chairman.  The  wage  scale  is  $153,000,000.  _  ^ 

Mr.  Watson,  i  recall  an  incident  where  the  Pennsylvania  Railroad 
sent  four  or  five  m_en  to  do  a  little  rer airing.  They  left  without  their 
tools.  They  were  asked,  "Are  you  not  going  to  take  away  your 
tools?"  They  re  lied,  "Oh,  no,  we  are  not  going  to  be  bothered 
about  taking  the  tools  away,  there  are  rlenty  of  them  in  the  shoo." 
The  railroads  are  losing  millions  of  dollars,  in  my  oj:inion,  through 
waste. 

Mr.  LovETT.  It  is  a  question  of  supervision  and  management.  It 
is  a  question  of  organization.  I  am  not  contending  at  all  that  a  huge 
railroad  sj'stsm  can  be  operated  with  the  same  efficiency  and  economy 
as  a  small  road  ran  by  one  or  two  men. 

Mr.  Watson.  There  is  the  Great  Western  Railroad  of  France, 
which  is  under  Government  ownership.  The  first  year  there  w^as  a 
deficit  of  over  $14,000,000.  When  a  railroad  can  not  be  operated 
so  as  to  meet  its  fixed  charges  under  private  management  elo  you  not 
think  that  the  Government  should  reneler  aid  ? 

Mr.  Lovett.  I  can  answer  you  only  by  a  statement  to  the  general 
effect  that  the  difficulty  of  railroad  operation  is  very  great.  It 
requires,  in  oreler  to  be  efficient,  a  very  thorough  organization,  and 
the  better  the  men  you  can  get  for  it  the  better  your  organization. 
It  is  a  difficult  business  uneler  any  conditions,  and  tlie  large  system 
pres:^nts,  of  coins?,  a  larger  difficulty.  But  the  uncscapable  fact  is 
that  thos3  difficulties  will  be  magnified  under  Government  ownership. 
If  the  Government  takes  over  the  railroads,  any  waste  or  loss  that 
you  speak  of  incident  to  the  magnitude  of  the  business,  of  courss,  will 
be  wors?  under  the  Government. 

Mr.  Watson.  That  is  the  history  of  all  raih-oads.     May  I  ask  you   . 
another  question ?     It  has  been  stated  here  that  all  the  railroads  since  \ 
1910  have  been  on  the  decline  financially.     Why  is  it  that  s"nce  the   ■ 
Interstate  Commerce  Comm'ssion  has  exercis^el  its  power  over  rail- 
roads, and  the  Government  is  extending  to  it  more  power  each  year, 
that  railroads  have  depreciated? 

Mr.  LovETT.  I  do  not  quite  connect  the  cause  and  effect  there  as 
you  do.  Tlie  increas3d  power  given  the  commiss'on  has  had  two 
effects:  One  is^the  power  to  siispend  rates,  which  has  been  very  disas- 
trous to  the  railroads.  They  los3  in  that  way  all  control  over  their 
revenue,  and  they  are  not  able  to  get  increased  rates  without  prac- 
tically ruining  their  financial  reputation  by  showing  their  need  for  it 
and  advertising  their  misfortimes  and  then  not  getting  it  except  at 
very  rare  intervals.     Then  simultaneously  with  that  the  activities  of 
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the  State  commissions — that  is,  the  powers  of  the  State  commis- 
sions— were  largely  increased  and  extended.  That  further  handi- 
capped the  railroads. 

Mr.  Watson.  Then  you  must  acknowledge  that  the  State  com- 
missions and  the  Interstate  Commerce  Commission  have  been 
affecting  the  financial  condition  of  railroads? 

Mr.  LovETT.  Taking  them  together,  I  give  them  the  entire  credit 
or  blame. 

Mr.  Watson.  I  wrote  to  the  secretary  of  the  Interstate  Commerce 
Commission  twice  in  1917,  asking  for  certain  information.     I  called 
upon  him,  but  the  figures  I  wanted  have  not  been  received.     I  was 
advised  to  write  to  the  Railway  Age  Gazette  for  the  information.     I 
did  so.     In  1910  there  were  4,122  miles  of  railroad  built.     Since  the 
Interstate  Commerce  Commission  has  exercised  its  authority  the 
building  of  railroads  has  decreased.     Last  year,  Mr.  Thom  stated, 
there  were  240  miles  less  in  operation  and  new  construction.     De> 
you  attribute  this  condition  to  the  Interstate  Commerce  Commission  ? 
Mr.  LovETT.  I  do  not. 
Mr.  Watson.  Not  all,  but  in  part  ? 
Mr.  LovETT.  The  decline  in  mileage  ? 

Mr.  Watson.  Yes;  in  mileage.  I  do  not  say  in  all,  of  course,  but  I 
say  in  part. 

Mr.  iLovETT.  No.  I  attribute  that  elecline  to  the  fact  that  some  of 
the  railroads  that  had  been  previously  reporting  to  the  Interstate 
Commerce  Commission  failed  to  report  last  year. 

Mr.  Watson.  But  the  mileage.  In  1910  there  were  4,122  miles 
constructed.    In  1916  there  were  1,096  miles. 

Mr.  LovETT.  I  do  not  charge  the  cessation  in  railroad  construction 
to  the  Interstate  Commerce  Commission. 
Mr.  Watson.  Not  in  all,  but  in  part. 

Mr.  Lovett.  I  do  not  know  how  much,  but  a  portion  should  be 
attributed  to  them. 
Mr.  Watson.  That  is  all. 
The  Chairman.  Proceed,  Judge. 

Mr.  Lovett.  One  other  point  in  this  connection,  Mr.  Chairman. 
I  want  to  say  a  word  further  about  the  practical  effect  of  any  law 
limiting  the  returns  on  railroad  investments.  I  am  a  very  strong 
believer,  as  you  will  find,  if  you  should  ever  happen  to  read  this 
statement  on  Government  ownership  that  I  incorporated  into  the 
record,  in  efficient  service  anei  efficient  facilities.  There  is  some  waste 
about  it,  but  the  general  advantages  more  than  oft"set  the  disadvan- 
tages in  our  judgment. 

What  will  be  the  eft'ect  of  a  law  limiting  the  return  on  a  railroad 
investment  to  6  per  cent  upon  the  efficiency  of  the  service  of  that 
road  ?  Will  the  owners  and  managers  and  employees  of  a  railroad  that 
has  been  efficient  and  prosperous  continue  their  efforts  to  make  a 
great  success,  or  to  economize,  with  the  unelerstanding  that  it  is 
going  to  be  turned  over  for  the  benefit  of  an. inefficient  railroad? 
Where  wiU  be  the  inducement  for  those  who  are  responsible  for  the 
railroads  to  take  the  financial  risks  and  urge  and  try  to  get  further 
investments  in  that  property,  in  order  to  pile  up  inore  net  that 
some  other  line  may  enjoy  ? 

How  will  you  expect  our  line,  which  has  been  struggfing  in 
competition  with  other  lines,  to  get  into  a  position  where  its  em- 
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ployees  will  take  pride  in  the  character  and  efficiency  of  their  com- 
pany to  work  for  the  success  of  that  railroad,  knowing  that  after 
they  reach  a  certain  point  it  goes  for  the  benefit  of  some  other  line  ? 

My  judgment  is  that  the  effect  upon  the  organization  will  be  dead- 
ening; and  that  the  whole  effect  of  the  scheme,  if  it  is  carried  through, 
will  paralyze  the  best  transportation  agencies  of  the  United  States. 

I  want  to  pass  for  a  moment  to  the  question  as  to  whether  Con- 
gress has  the  power  to  limit  the  net  earnings.  Those  members  of 
the  committee  who  are  lawyers  will  remember  that  m  their  early 
studies  they  were  taught  that  the  business  of  a  common  carrier  was 
subject  to  regulation;  that  some  authority,  some  government,  some 
agency,  could  prevent  a  common  carrier  from  making  extortionate 
charges.  That  was  subsequently  extended  to  a  point  where  it  was 
said  the  Government  could  even  fix  the  charges,  so  long  as  it  did  not 
confiscate  the  property  of  the  carrier.  But  none  of  you  have  been 
taught  that  if  the  common  carrier  earned  the  rate  that  had  been 
fixed,  the  carrier  was  not  entitled  to  all  it  could  save  out  of  it.  The 
first  time  I  ever  heard  that  proposition  advanced  was  when  it  was 
put  forward  by  one  of  the  plans  that  is  now  presented  before  Con- 
gress. But,  aside  from  the  mere  morality  of  it,  and  looking  at  it 
only  in  its  constitutional  aspect,  has  Congress  or  any  other  govern- 
mental authority,  the  right,  after  fixing  a  reasonable  rate,  to  go 
further,  and  take  out  of  the  pockets  of  the  carrier  who  had  saved 
its  earnings  and  divide  it  with  somebody  else?  I  do  not  believe  that 
can  be  done. 

Mr.  Sims.  There  is  a  fiction  resorted  to  that  it  never  went  into 
his  pocket  ?  / 

Mr.  LovETT.  Yes.  I  also  heard  for  the  first  time  a  ver}-  effective 
phrase  about  the  "recapture"  of  the  revenue.  It  is  dressed  up  in 
verbiage  of  that  sort.  If  the  proposal  was  to  take  a  certain  per- 
centage of  the  gross  earnings  and  turn  it  over  to  the  rival  line,  of 
course,  that  would  still  be  confiscation  but  they  are  not  content 
with  that.  They  go  further,  and  take  the  net  revenue  that  we  have 
been  able  to  make  by  improving  our  facilities  and  by  economy  and 
good  management.  As  for  recapturing  your  earnings,  it  is  captur- 
ing our  savings,  not  gross  earnings  but  our  savings. 

They  have  a  theory  that  earnings  are  intercepted  before  they 
get  into  the  treasury.  But  that  is  not  true.  If  it  were,  it  would 
not  make  any  difi'erence.  The  money  goes  into  the  treasury  cur- 
rently and  it  is  paid  out  currently,  but  net  earnings  are  unknown 
until  the  end  of  the  period,  and  we  are  able  to  see  how  much  we 
have  left,  after  payment  of  expenses.  It  is  all  in  the  treasury.  It 
would  not  make  any  difi'erence  if  there  was  some  scheme  whereby 
it  could  be  intercepted  before  it  got  into  the  treasury,  it  is  the 
amount  that  remains  after  the  payment  of  expenses. 

The  Chairman.  The  constitutionality  was  raised  when  the  matter 
was  presented.  In  justification  of  the  constitutionality  of  the  propo- 
sition, there  was  cited  a  case  arising  in  the  wState  of  Oklahoma,  based 
upon  a  security  of  banks,  known  as  the  Oklahoma  case,  whereby 
a  fund  was  developed,  and  it  was  contributed  to  by  all  banks. 

Mr.  LovETT.  I  am  familiar  with  that  case,  Mr.  Chairman.  It  is 
the  Noble  bank  case,  of  Oklahoma. 

The  Chairman.  Yes. 
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Mr.  LovETT.  That  rests  upon  the  principle  of  taxation.  It  is  no 
new  doctrine  that  the  Government  can  prescribe  regiihxtions  for  any 
particular  business  and  assess  the  cost  of  it  against  that  business. 
I  recall  a  case,  and  I  tkink  it  Nvas  the  State  of  South  Carolina  that 
assessed  the  cost  of  its  railroad  commission  against  the  raihoad 
properties  in  the  State,  and  that  '^vas  sustained.  It  'v^'as  a  proper 
charge  against  the  property,  the  court  said.  The  Government  deter- 
mined that  it  Was  necessary  to  have  bank  deposits  guaranteed,  and 
passed  a  law  practically  taxing  each  bank  a  percentage  upon  its 
average  deposits  the  same  percentage  upon  all  the  banks,  and  created 
a  fund  for  that  purpose.  I  thhik,  in  that  case,  however,  the  Supreme 
Court  went  to  the  limit;  and  if  you  will  read  the  second  opinion  in 
the  case,  I  think  you  will  find  they  modified  most  of  the  reasoning 
in  the  case.  But  that  is  a  tax  case,  and  is  not  authority,  as  I  see  it, 
for  this  case. 

Here  the  proposition  is  to  take  a  percentage  of  the  net  earnings  of 
one  company  and  turn  it  over  to  another  company.  It  is  not  a  matter 
of  taxation  at  all.  I  grant  that  Congress  may  take  the  net  earnings 
by  taxation.  We  have  had  examples  of  that  in  war.  If  the  Govern- 
ment wants  to  take  the  net  earnings  of  the  Union  Pacific  Railroad  by 
way  of  taxation,  it  may  take  them.  As  a  matter  of  taxation,  each 
man  and  each  company  may  be  made  to  contribute,  in  the  discretion 
of  the  Government,  so  long  as  rules  are  made  to  avoid  unjust  dis- 
crimination between  them.  But  to  take  property  from  one  and  give 
it  to  another  is  a  totally  different  proposition. 

I  am  not  prepared  to  say  that  you  could  not  do  it  by  taxing  the 
gross  receipts,  as  a  matter  of  taxation,  and  put  it  into  the  Treasury, 
where  it  belongs,  and  then  you  can  appropriate,  if  you  want  to,  money 
for  the  benefit  of  these  other  lines. 

Mr.  Denison.  But  the  taxes  would  be  paid  on  the  gross  receipts  of 
all  railroads  ? 

Mr.  LovETT.  I  think  so. 

Mr.  Denison.  The  bank  taxes  in  Oklahoma  were  on  all  the  banks. 

Mr.  LovETT.  Of  course,  we  had  during  the  war  the  excess  profits 
tax.  You  had  the  excess  profits  tax  during  the  war.  That  depended 
on  the  amount  that  the  company  earned.  If  it  did  not  earn  any 
profits  it  did  not  have  to  pay  any  tax. 

Taxation  is  one  thing,  but  a  law  that  will  take  from  one  and  give 
it  to  another  is  quite  a  different  thing.  That  is  simply  taking  A's 
property  and  giving  it  to  B. 

Mr.  Thom  calls  my  attention  to  the  fact  that  in  243  United  States 
Reports,  the  Noble  Bank  case  was  explained  as  being  an  exercise  of 
the  taxing  povver. 

Mr.  Thom.  I  will  put  that  into  the  record. 

Mr.  LovETT.  Congress  undoubtedly  has  the  right  to  regulate 
transportation  and  transportation  rates.  It  has  the  right  to  say 
what  the  rate  shall  be.  That  is  a  regulation  between  the  shipper  and 
the  carrier.  It  is  in  a  way  protecting  the  shipper  against  the  carrier. 
All  of  that  is  proper  and  is  the  practice.  But  bear  in  mind  this  plan  ig 
not  a  regulation  of  the  relations  between  the  shipper  and  the  carrier. 
It  is  not  making  the  carrier  refund  to  the  shipper  an  amount  charged 
him  in  excess  of  a  reasonable  rate.  But  it  is  taking  the  result  oi  a 
transaction ;  it  is  taking  the  fruits  of  the  contract  between  the  shipper 
and  the  carrier;  it  is  taking  the  revenue  which  the  shipper  paid  and  is 
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not  giving  it  back  to  the  shipper,  but  giving  it  to  a  stranger.  The 
relation  of  carrier  and  shipper  is  ended  before  this  law  operates.  The 
shipper  has  paid  the  charge.  He  has  paid  what  the  Government  has, 
through  its  agency,  the  commission,  said  to  be  a  reasonable  rate.  It 
has  ceased  to  be  a  matter  of  transportation.  It  has  ceased  to  be  a 
matter  of  carriage. 

It  has  absolutely  no  relation  to  the  question  of  the  contract  of 
carriage  upon  which  rests  the  right  of  the  Government  to  regulate  this 
subject  at  all. 

What  is  the  difference  in  morals  and  under  the  Constitution  between 
what  is  proposed  here  and  a  law  that  would  call  upon  one  company 
to  divide  a  portion  of  its  treasury  assets  with  another  company,  or  to 
turn  over  cash  or  securities,  to  another  company.  There  is  some 
difference  in  form,  but  the  principle  is  exactly  the  same. 

Only  one  word  more,  Mr.  Chairman,  on  this  matter  of  railroad 
capital,  and  I  will  leave  that  subject.  I  think  this  suggestion,  thoso 
proposals,  bring  out  rather  strikingly  the  fact  that  we  have  been 
given  in  this  country  to  a  great  deal  of  loose  thinking  and  too  much 
loose  talking  about  money  devoted  to  a  public  service. 

The  Supreme  Court  of  the  United  States  said  in  the  Granger  cas(\ 
as  all  of  you  who  are  lawyers  know,  that  a  man  who  invested  his 
money  in  a  railroad  or  a  grain  elevator  for  j)ublic  hire,  or  other 
enterprises,  was  "devoting  his  property  and  his  means  to  a  public 
use"  and  that,  having  thus  devoted  his  property  and  his  means  to  a 
public  use,  it  was  "  affected  with  a  public  interest."  Thereupon  thoso 
who  do  not  stop  to  think  very  closely,  too  many  of  them,  jumped  to 
the  conclusion,  that  that  passed  some  kind  of  a  taint  on  that  money 
that  its  rights  were  less.  It  was  not  quite  private  property.  So  the 
Supreme  Court  soon  afterwards  had  to  declare,  that  the  right  of 
public  regulation  which  existed  with  respect  to  property  devoted  to  a 
public  use,  or  which  was  affected  with  a  public  interest,  did  not  mean 
the  right  of  confiscation,  and  that,  notwithstanding  the  fact  that  it  is 
devoted  to  public  use  and  it  is  subject  to  public  regulation,  it  is  private 
property.  If  there  is  any  proposition  that  is  settled  beyond  reason- 
able dispute  by  the  Supreme  Court  decisions,  it  is  that  the  man's' 
money  invested  in  a  railroad  is  just  as  much  private  property  as  the 
money  that  he  has  in  the  bank  or  that  he  has  in  his  home.  It  is 
subject  to  regulation,  because  it  is  engaged  in  a  public  business,  but 
there  is  no  more  right,  and  no  more  justirication,  for  confiscating  that 
man's  money  than  there  is  for  confiscating  the  money  that  he  has  in, 
the  bank  or  in  his  home. 

We  forget  that  too  often  in  thinking  about  this.     It  is  not  mere! 
railroads  that  are  regulated.     Even  in  those  earlier  days  the  grai 
elevators  were  regulated.     We  see  every  day,  as  civilization  advanc 
a  widened  field  in  which  the  Government  reaches  out  and  regulatei 
private  business.     A  business  that  was  private  and  beyond  regul 
tion  50  years  ago  may,  by  the  changing  conditions,  become  subjec 
to  regulation  to-day.     The  limit  of  the  field  upon  which  the  GovernJ 
m.ent  operates  in  regulating  business  and  enterprises  is  not  define ' 
It  must  necessarily  grow  with  the  growth  of  population  and  the  gi-owt 
of  the  nation.     You  regulate  railroads  and  grain  elevators  and  similai 
institutions  to-day,  and  to-morrow  you  will  regulate  other  lines 
business,  and  rightfully,  because  it  is  affected  with  a  public  interes 

That  property  is  none  the  less  private.     It  is  entitled  to  protectio; 
under  the  constitution.     It  is  subject  to  regulation  but  not  to  co 
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fiscation.  But  here  it  is  bald  confiscation  and  nothing  else.  You 
can  regulate  a  railroad's  busine33,  but  you  are  not  entitled  to  con- 
fiscate private  property  that  is  engaged  in  the  business. 

There  never  has  been  a  law  in  the  history  of  this  Government 
that  limited  the  return  upon  a  carriers'  property.  A  State  may  make 
a  system  of  reasonable  rates,  and,  so  long  as  it  does  not  confiscate 
the  carriers'  property,  it  m.ay  make  them  as  low  as  it  likes.  But 
what  the  carrier  makes  under  that  system  of  rates,  it  is  entitled  to 
retain.  And  so  I  say  that  so  long  as  a  company's  situation  is  such 
that  the  Government  can  not  m.ake  a  system  of  rates  that  will  not 
give  it  a  liberal  reiurn,  that  is  its  unfortunate  position. 

I  take  it  that  in  fixing  a  schedule  of  rates,  the  commission,  should 
take  into  account  the  whole  territory.  In  that  territory  there  are 
poor  roads,  and  there  are  prosperous  roads.  There  is  traffic  of  various 
kinds.  Tiiere  is  no  hard  and  fast  rule  of  measuring  a  reasonable 
rate.  But,  taking  the  situation  as  a  whole,  taking  into  account  all 
the  circumstances,  and  knowing  that  there  must  be  the  same  rate  for 
all  in  that  territory,  the  Government  agency  determines  what  is  a 
reasonable  rate;  and  it  is  up  to  the  caiTiers  to  make  the  best  out  of 
that  that  they  can.  If  one  line  is  so  situated  that  it  can  make  a  large 
profit  at  the  rate  which  the  Government  does  fix  for  that  territory, 
that  fortunate  position  is  due  to  wise  developm^ent,  to  early  up- 
building of  the  line,  to  fortunate  location,  and  to  good  management 
there  is  no  reason  in  morals,  and  up  to  this  time  there  has  been  none 
in  law,  why  it  is  not  entitled  to  that  rate. 

If  the  Government  can  make  a  rate  for  that  line  alone  that  will 
limit  its  return,  it  is  then  regulating  the  relation  between  the  carrier 
and  the  shipper,  and  it  is  within  its  proper  function.  If  it  does  not 
make  the  rate  so  low  as  to  confiscate  the  carriers'  property  it  is 
within  its  power.  But  it  is  inconceivable  to  me  that  the  Govern- 
ment can  make  a  rate  and  declare  that  to  be  the  proper  rate  a  shipper 
should  pay,  and  take  a  part  of  the  net  earnings  a  carrier  makes  on 
that  rate  and  turn  it  over  to  another  company. 

If  you  wish  to  tax  the  railroads  m.ore,  that  is  another  question.  If 
Congi-ess  believes  it  is  wise  to  tax  these  excess  earnings,  so-called, 
that  is  a  matter  for  Congress  to  determine. 

My  judgment  is  when  you  limit  the  net  revenue  you  will  ruin  the 
credit  of  the  strong  roads.  You  discourage  the  investment  of  capital 
in  those  companies  whose  existence  is  essential  to  the  operation  of 
the  transportation  of  this  country. 

Mr.  Denison.  The  way  that  question  appears  to  me  is  that  the 
theory  of  the  plan  is  that  the  fact  that  the  road  earned  above  a  certain 
return  is  conclusive  evidence  that  the  rates  charged  are  unreasonable. 
That  is  based  upon  the  assumption,  or  must  be  based  upon  the  as- 
sumption that  what  wouid  be  a  reasonable  rate  for  one  road,  a  poor 
road,  for  instance,  would  not  be  a  reasonable  rate  for  the  other,  a 
prosperous  road,  for  the  same  purpose.  Can  that  assumption  be 
predicated  upon  that? 

Mr.  LovETT.  I  think  the  best  answer,  Mr.  Denison,  is  that  the 
theory  is  fallacious.  I  read  in  the  transcript  of  the  evidence  of  one 
of  the  advocates  of  this  plan,  which  proceeded  upon  the  assumption 
that  everything  a  railroad  ever  earned  in  excess  of  6  per  cent,  was 
uidawful;  it  had  gotten  something  that  it  was  not  entitled  to. 

Mr.  Denison.  Yes. 
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Mr.  LovETT.  That  theory  is  fallacious.  I  do  not  believe  there  ia 
any  authority  for  it  m  the  world.  It  takes  one  standard  of  a  reason- 
able rate,  and  one  only,  the  proposition  that  we  shall  not  save  more 
than  6  per  cent.  The  Supreme  Court,  the  case  of  Smythe  v.  Ames 
(169  U.  S.),  has  given  a  long  list  of  elements  that  enter  into  a  reason- 
able rate.  The  trouble  about  that  theory,  Mr.  Denison,  is  that  they 
are  confusing  the  question  of  a  reasonable  rate  with  the  question  of 
confiscation.  There  is  a  wide  margin  for  the  exercise  of  the  legisla- 
tive discretion  as  to  what  is  a  leasonable  rate.  A  given  rate,  25 
cents,  we  will  say,  will  pay  the  cost  of  the  business  and  yield  6  per 
cent  on  the  capital  invested,  and  that  a  rate  of  50  cents  will,  while 
allowing  the  traffic  to  move  freely,  afford  a  very  large  profit.  It  is  a 
question  of  Government  policy  as  to  how  it  will  exercise  the  rate- 
making  power  in  that  case.  The  first  question  for  the  Government 
is:  Do  we  want  good  railroads,  all  the  modem  conveniences,  and  do 
we  want  high-class  transportation  ?  If  so  we  will  put  the  rate  at  50 
cents  or  40  cents.  We  will  make  the  railroad  business  attractive. 
We  will  give  to  it  good  returns,  and  we  will  require  them  to  give  good 
service  facilities.  Or  the  Government's  policy  may  be  not  concerned 
so  much  about  the  high  character  and  grade  service  to  save  money  in 
freight,  and  to  keep  rates  down  and  allow  the  railroads  only  a  living 
rate — a  rate  merely  for  existemce.  There  is  a  very  wide  margin  for 
legislative  policy,  and  different  policies  are  pursued  in  different  States. 
I  Know  of  cases  where  those  differing  policies  really  are  observed. 

Now,  the  court  in  effest  says  to  a  commission  that  fixes  the  rate, 
"This  rate  does  not  give  the  carrier  a  fair  return  on  its  property;  it 
is  confiscatory.  It  allows  less  than  6  per  cent.  You  must  allow  at 
least  6  per  cent.  Whether  you  allow  7  per  cent  or  10  per  cent  or  15 
per  cent,  is  not  a  matter  of  concern  to  the  court.  But  whatever  you 
allow  above  6  per  cent  is  presumed  to  be  a  reasonable  rate,  when  it 
permits  the  traffic  to  move;  and  it  is  a  question  of  public  policy  for 
you  or  the  State  as  to  whether  you  allow  6  per  cent  or  15  per  cent." 

The  Supreme  Court  has  held  in  many  cases  that  a  State  statute 
that  allows  a  return  of  6  per  cent  is  not  confiscatory,  and  some  people 
lump  to  the  conclusion  that  that  is  a  maximum  that  a  carrier  should 
be  allowed  to  charge.  It  is  nothing  of  the  sort.  It  is  for  the  Gov- 
ernment to  say  whether  the  maximum  sha^l  be  6  per  cent  or  7  per 
cent  or  20  per  cent,  and  whatever  the  Government  fixes  in  excess  of 
confiscation  is  a  reasonable  rate.  It  will  not  do  to  get  the  mista'-en 
idea  that  everything  in  excess  of  a  confiscatory  rate  is  unlawful. 
Everything  below  a  confiscatory  rate  is  unlawful;  but  how  much  it 
shallbe  above  confiscation  is  a  matter  for  pubMc  policy  to  determine. 

Mr.  Cooper.  But,  setting  aside  the  constitutionality  of  this  propo- 
sition, which  you  just  spoke  of,  what  effect  do  you  believe  it  wouM 
have  on  the  eificiency  and  the  service  of  the  railroads  if  these  profits 
had  to  be  divided  with  the  other  roads? 

Mr.  LovETT.  I  think  it  wouM  be  very  disastrous,  Mr.  Cooper,  be- 
cause it  would  remove  the  incentive  to  enterprise,  economy,  and 
efficiency. 

Mr.  Cooper.  But  it  wou.M  act  in  the  same  way  as  it  would  if  this 
were  done  away  with  entirely,  would  it  not  ? 

Mr.  LovETT.  To  that  extent,  the  effect  would  be  the  same.  It 
seems  to  me  that  it  is  not  any  mere  theory,  but  it  is  the  me\  itaWe 
fact  that  a  railroad  that  is  earning  a  very  large  percentage  to  be 
turned  over  to  somebody  else  would  deteriorate  in  efficiency. 
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Mr.  Cooper.  Whi^e  you  were  speakins:  on  that  subject,  there  came 
to  my  mind  a  raih'oad  that  I  am  pretty  well  acquainted  with,  the 
P.  &  L.  E.,  and,  accoi^ding  to  the  figures  that  hve  been  submitted 
to  this  committee,  they  had  a  very  nice  return  of  their  earnings 
during  the  years  1915,  1916,  and  1917.  I  think  it  is  known  to  every- 
one that  has  had  any  experience  at  all  that  the  Pittsburgh  &  Lake 
Erie  Railroad  give  very  efficient  service,  ^7ow,  suppose  that  those 
earnings  were  taken  away  from  the  Pittsburgh  &  Lake  Erie  and 
di\  ided  among  some  weaker  roads,  I  do  not  beheve  it  would  be  pos- 
sible to  get  the  service  out  of  the  Pittsburgh  &  Lake  Erie  Railroad 
that  the}^  are  giving  to-day. 

Mr.  LovETT.  I  am  quite  sure  that  j^ou  are  right  about  that.  It  is 
one  of  the  efficient  roads.  It  is  a  railroad  that  is  very  prosperous 
ordinarily.  It  has  a  good  many  reasons  to  improve  conditions  that 
no  law  could  very  well  compel  it  to  do. 

There  is  only  one  other  point  that  I  wiU  touch  on  briefly  and  that 
is  the  proposition  that  has  been  urged  here  for  a  transportation 
board.  My  judgment  is  that  something  of  the  sort  is  acsolutely 
necessary  if  you  are  going  to  attract  priv^ate  capital  to  the  railroads. 
I  am  not  hostile  to  the  Interetate  Commerce  Commission  or  to  its 
membership.  I  think  the  Interstate  Commerce  Commission  has 
done  very  great  work,  but  it  has  also  failed  in  many  important 
particulars.  I  think  Congress,  as  well  as  the  railroads,  are  to  blame 
for  some  of  the  failures  of  the  Interstate  Commerce  Commission. 
Congress  has  put  entu*ely  too  much  upon  the  commission.  It  seems 
almost  absurd  to  one  who  knows  of  the  situation  to  suggest  that  the 
Interstate  Commerce  Commission  can  carry  efficiently  the  load  that 
is  already  upon  it,  without  putting  any  more. 

Tiie  Interstate  Commerce  Commission  will  have  all  it  can  do,  even 
with  the  aid  of  the  subordinate  commissions  that  it  has  been  suggested 
you  appoint,  in  determining  the  matter  of  rates  and  rate  controversies, 
and  leave  to  somebody  else  the  duty  that  has  never  yet  been  per- 
formed by  anybody  on  behalf  of  the  Government  of  the  United 
States,  and  that  is  see  to  it  that  this  country  is  provided  with  the 
transportation  facilities  which  it  ought  to  have.  There  is  not  a  man 
in  the  Government  of  the  United  States  and  there  never  has  been, 
charged  with  that  duty.     Personally,  I  favored  a  secretary  of  trans- 

Eortation  as  the  best  plan  for  that.  But  the  proposition  presented 
efore  the  committee  is  for  a  board  of  transportation  which,  I  think, 
is  the  next  best  to  consider  the  needs  of  the  railroads,  what  is  re- 
quired for  railroad  facilities,  where  there  should  be  double  tracks, 
where  should  the  yards  be  enlarged,  what  should  a  company  do  to 
increase  its  shop  facilities  so  that  in  winter  it  should  not  be  put  out 
of  business,  what  does  it  need  in  the  way  of  equipment,  what  does  it 
need  in  the  way  of  heavier  rails,  and  what  else  should  it  do  to  provide 
the  facilities  which  the  public  needs  and  calls  upon  it  to  ascertain 
the  fault  and  if  the  railroad  company  pleads  a  lack  of  capital,  con- 
sider its  capital  condition  and  means,  and  if  need  be  go  to  the  com- 
mission with  the  facts. 

You  must  have  a  commission  or  somebody  who  makes  a  special 
study  of  the  necessities  of  the  country  for  transportation  facilities,  to 
determine  the  question.  Do  not  take  the  railroad  man's  plea  for  more 
monee,  but  consider  his  situation,  consider  his  resources,  consider 
what  is  necessary.     It  seems  to  me  that  questions  of  that  sort  ought 
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to  be  left  to  the  transportation  board.  Let  it  determine  what  is 
necessary  in  the  way  of  transportation  and  how  the  means  can  be 
provided,  and  put  it  up  to  the  Interstate  Commerce  Commission  to 
adjust  the  rates  accordinc-ly.  Confine  the  work  of  the  Interstate 
Commerce  Commission  to  matters  of  rates  and  matters  of  complaiiit 
as  to  discriminations  and  otherwise  involving  the  reasonableness  of 
rates. 

Personally,  I  have  no  doubt  m3^self  that  that  would  enormously 
strengthen  the  confidence  of  the  investing  public  in  the  future  of  rail- 
road securities. 

As  Mr.  Thom  stated  the  other  day,  this  is  a  time  for  frank  speaking. 
I  do  not  want  to  criticize  any  of  the  commissioners,  but  I  have  seen 
statements,  some  of  them  in  the  newspapers,  where  three  or  four 
members  of  the  commission  as  now  constituted  apparently  do  not 
realize,  or  appear  not  to  be  aware  of,  the  existence  of  any  problem  of 
railroad  credit. 

Mr.  Barkley.  Are  not  aware  of  what? 

Mr.  LovETT.  Who  a]:)7iarently  do  not  realize  or  are  not  aware  of 
the  existence  of  any  problem  of  railroad  credit:  that  they  appear  not 
to  know  there  is  such  a  ])robleTi  before  the  country.  The  investors 
have  read  those  statements  and  they  know  the  views  of  the  commis- 
sioners. Why  should  the  investor  put  his  money  into  railroad  prop- 
erties when  there  are  so  many  other  things  he  can  put  it  in  with 
more  certain  return — mu?h  less  risk? 

Mr.  Merritt.  I  did  not  quite  understand  the  impression  of  the 
four  commissioners  ? 

Mr.  LovETT.  It  was  only  what  .they  have  said  in  their  public 
stateTients. 

I  thank  the  committee.  I  have  taken  mush  more  time  than  I  in- 
tended. 

Mr.  Sweet.  Do  you  think  that  the  Interstate  Commerce  Commis- 
sion should  have  the  power  to  initiate  rates  ? 

Mr.  LovETT.  I  think  that  in  normal  times  it  is  better  that  the 
carriers  shouM  be  allowed  to  initiate  rates  by  filing  proposed  tariffs. 
If  it  is  left  to  the  In t3 -state  Commerce  Commission  the  Commerce 
Commission  will  be  unab'e  to  take  care  of  all  the  special  cases  where 
some  adjustment  is  necessary.  The  rate  situation  is  constantly 
changing. 

Mr.  Sweet.  My  thought  was  whether  the  carriers  should  have  the 
povrer  of  initiation  and  a^so  the  Interstate  Commerce  Commission  ? 

Mr.  Lovett.  That  is  right.  In  order  to  take  care  of  the  thousands 
of  little  cases  all  over  the  country  arising  every  day  the  carriers  must 
have  the  power  to  initiate  rates  or  the  who.^e  system  will  become  rigid 
and  can  not  be  adjusted  to  the  changing  conditions  from  day  to  day. 
There  are  emergencies  where  there  must  be  a  general  change  in 
rates,  and  the  commission  should  a^so  have  pover  to  initiate  them. 
If  the  carrier  initiates  rates,  there  m.ight  be  a  disturbance,  some  rate 
}>ut  in  that  will  dislocate  the  rate  structure.  Of  course,  the  commis- 
sion may  suspend  that.  Then,  the  commission  might  want  to  produce 
a  rate  structure  that  woukl  not  result  from  the  voluntary  action  of 
the  carriers  and  therefore  it  shouM  have  the  right  to  jmt  in  rates. 
Let  both  the  carrier  and  the  commission  have  power  to  initiate  rates 
with  power  on  the  part  of  the  commission  to  suspend  for  not  exceed- 
ing 60  days,  the  rates  initiated  by  the  carrier. 
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The  Chairman.  Judge,  I  notice  in  the  Statistics  of  Railways  of  the 
United  States  for  the  year  ending  recomber  31,  1916,  '"'Income 
account,"  and  under  that  account  there  is  a  subtitle  "DisDosition  of 
net  income,"  and  under  that  subtitle  this  item:  "Including  appro- 
priation for  investment  in  physical  property."  Would  that  cover 
the  moneys  for  replacement  charged  to  capital  account  as  you 
explained  this  morning? 

Mr.  LovETT.  No.  I  think  that  is  explained,  Mr.  Chairman,  in 
this  way.  Som_e  companies  at  the  end  of  every  year,  after  the  pay- 
ment of  dividends,  wi^l  have  a  surplus  left  which  they  will  set  aside 
instead  of  carrying  it  to  the  profit  and  loss  surplus  account,  for  better- 
ments and  additions.  AU  companies  do  not  do  that.  That  is  a 
special  appropriation  b}^  a  carrier  for  those  purposes.  Is  that  a  very 
larre  amount? 

The  Chairman.  S68,270,10i. 

Mr.  LovETT.  For  all  of  the  railroads  in  the  United  States  you  see 
that  is  absurdedh'  small  as  representing  the  entire  amount  for  capi- 
tal expenditures.  The  capital  expenditures  amounted  to  vastly 
more  than  that  during  that  period.  Practices  diit'er  with  difi'erent 
companies.  As  I  remember,  the  Santa  Fe  usually,  after  the  pay- 
ment of  its  dividends,  instead  of  carrying  the  entire  amount  to  profit 
and  loss,  v.'ould  credit  it  to  a  fund  for  additions  and  betterments. 
That  is  simply  one  way  of  apprnpriating  the  .surplus.  Another 
company  that  did  not  do  that  rnigbt  spend  just  as  much  or  even 
more  for  improvements. 

TJie  Chairman.  I  probabl3^  ought  to  have  asked  these  questions 
at  the  beginning  of  your  statement.  This  bill  which  contains  the 
plan  of  the  railroad  executives 

Mr.  LovETT  (interposing).  Before  you  leave  that  su])ject,.  if  j'ou 
will  allow  me. 

The  Chairman.  Certainly. 

Mr.  LovETT.  There  is  no  parlicular  importance  attached  to  that 
particular  item.  It  is  just  the  practice  of  some  of  the  companies 
and  has  nothing  to  do  with  the  nsatter  of  additions  and  betterments 
or  replacements  and  renewals  really. 

The  Chairman,  fludge,  this  plan  which  you  iiave  put  in  a  bill 
form  has  tlie  indorsement  of  the  railroad  executives? 

Mr.  LovETT.  Yes. 

The  Chairman.  Has  it  ever  been  submitted  to  the  directors  of 
the  respective  roads  or  to  the  stockholders  for  any  expression  of 
view  thereon? 

Mr.  LovETT.  I  think  the  practice  has  varied  with  different  com- 
panies. Some  companies,  1  understand,  have  submitted,  not  the 
bill,  so  far  as  I  know,  but  the  general  proposition  to  their  board  of 
directors.  In  my  oMm  case  I  have  reported  to  the  directors  from 
time  to  time  the  general  ideas  and  the  concensus  of  opinion  among 
railroad  executives  as  to  what  should  be  proposed.  I  have  never 
submitted  oi'  asked  any  vote  upon  the  question.  I  have  never 
heard  any  dissent. 

The  CiJAiRMAN.  I  remember  your  testimony  before  the  Newlands 
Commission  on  the  question  of  compulsory  incorporation  and  I 
think  that  Judge  A  damson  asked  you  the  question  whether  or  not 
the  proposition  of  Federal  incorporation  had  ever  been  submitted  to 
the  directors  or  to  the  stockb  nlders  of  the  various  roads  and  I  think 
you  answered  it  had  not? 
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Mr.  LovETT,  That  is  true. 

The  CiiAiRMi^N.  hince  that  time  has  this  plan  been  submitted  to 
either  the  directors  or  the  stockholders  ? 

Mr.  LovETT.  Not  to  any  of  my  companies,  not  the  plan  in  detail, 
but  the  general  idea  of  it  has  been  discussed  many  times  by  my 
directors. 

The  Ctiairman.  The  plan  you  submit  in  so  many  of  its  parts  is  so 
different  from  the  plan  submitted  by  the  Warfield  people,  who  claim 
to  renresent  the  investors,  that  it  seems  a  little  paradoxical  that  the 
so-called  owners  of  the  roads  should  be  found  so  mconsistent  with  the 
e.cecutives  who  manage  the  roads. 

Mr.  LovETT.  That  is  not  surprising,  Mr.  Chairman.  I  can  under- 
stand your  surprise  about  it,  but  the  term  "investors"  is  a  very 
broad  one.  I  do  not  know  who  Mr.  Warfield  represents,  but  there 
are  in  his  association  and  among  the  people  w^ho  have  signed  his  ap- 
plication most  of  the  investment  bankers  in  Ncav  York,  and  most  of 
the  large  insurance  companies,  most  of  the  savings  banks,  and  people 
of  very  strong  financial  ability.  He  has  a  wonderful  following  in 
that  way  so  far  as  evidenced  by  those  who  have  signed  his  petition. 
I  have  no  observation  to  make  about  the  merits  of  the  petition.  I 
can  only  say  this,  that,  in  myjudgment,  these  billions  probably  will  be 
found  mostly  in  bonds.  So  far  as  the  Union  Pacific  is  concerned,  I 
utterly  resent  the  suggestion  of  anybody  that  any  one  else  repre- 
sents the  Union  Pacific  in  this  matter.  I  represent  the  Union  Pacific. 
No  director  has  ever  dissented  from  the  principles  that  I  advocate, 
and  as  far  as  expressions  go  they  have  advocated  them,  and  I  am  sure 
that  I  represent  the  Union  Pacific  stockholders. 
,  Mr.  Sims.  Judge,  in  the  absence  of  Government  guaranty  or  subsidy, 
if  I  understand  your  position  clearly,  it  is  that  in  order  to  give  the 
capital  to  the  service  that  it  needs  and  to  have  such  further  develop- 
ment in  railway  construction  as  is  necessary,  the  bonds  and  stocks  of 
the  railroad  companies  which  may  be  offered  on  the  markets  of  the 
world  must  bear  such  interest  and  the  stocks  such  dividends  as  will 
make  these  investments  in  competition  with  all  other  investments 
offered,  pre'"erential  to  the  extent  of  the  demand  of  the  railroads. 
That  is  a  correct  statement? 

Mr.  LovETT.  I  think  it  is. 

Mr.  Sims.  Tliat  is,  in  the  absence  of  Government  guaranty  or 
subsidy  ? 

Mr.  LovETT.  That  is  true. 

Mr.  Sims.  The  volume  of  this  demand  will  be  very  large  for  a  num- 
ber of  years.  There  has  been  a  checking  up  in  railroad  development 
in  view  of  the  war  and  for  some  years  prior  to  the  war,  and  there  ""ore 
there  should  be,  in  order  to  serve  the  country,  rather  an  excessive 
amount  of  development  in  the  next  decade.  Therefore,  there  will 
be  an  unusual  volume  of  such  securities  on  the  markets  of  the  world. 
Now,  here  is  the  point  that  I  wish  to  call  your  attention  to  —I  have 
no  doubt  that  you  have  thought  about  the  matter.  From  the  high- 
est financial  authority  that  I  have  been  able  to  get  expressions  from, 
it  appears  that  in  order  that  our  products  may  continue  to  be  de- 
manded by  Europe  especially,  that  we  are  either  going  to  have  to 
accept  their  goods  or  products,  or  we  are  going  to  have  to  invest  in 
their  securities,  and  the  present  rates  of  exchange  between  those 
several  countries  and  ours  is  so  great  in  favor  of  the  United  States,  or 
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rather  against  those  other  countries  as  to  practically  suspend  business 
between  the  two  through  the  medium  of  exchange.  The  National 
City  Bank  in  its  recent  statement  on  this  subject  said,  in  just  so  many 
words,  that  we  will  be  compelled  to  invest  in  securities  offered  by 
those  countries  if  our  volume  of  business  with  them  is  to  continue, 
and  if  we  continue  to  sell  them  our  products;  that  those  countries 
are  going  to  be  compelled  to  resort  to  that  method,  as  they  can  not 
and  will  not  produce  sufficient  products. 

Do  you  not  think  that  foreign  investments  of  the  kind  I  have 
referred  to  in  countries  like  England,  France,  Belgium,  and  Italy  and 
even  Germany,  with  the  necessity  for  the  sale  of  such  securities,  Avill 
be  so  great  in  this  country  that  it  will  cause  them  to  either  sell  the 
securities  at  a  discount  or  at  a  very  high  rate  of  interest,  and  in  that 
way  will  not  our  railroad  securities  have  to  come  in  competition  in 
the  markets  of  the  world  and  in  a  manner  that  they  have  never  here- 
tofore confronted,  and  if  so,  how  do  you  or  I  or  anybody  else  know 
what  rate  of  interest  and  what  dividends,  as  against  such  competi- 
tion will  prevail  ?  I  should  like  to  have  your  expression.  You  have, 
no  doubt,  thought  of  the  subject. 

Mr.  LovETT.  I  believe,  Judge  Sims,  that  there  will  be  very  great 
competition  in  this  country  for  money  for  some  years  to  come  and 
also  that  the  demand  from  European  countries  will  present  a  good 
part  of  that  competition.  So  it  looks  as  if  it  would  be  even  more 
difficult  than  usual  for  the  railroads  to  get  money  except  at  very  high 
rates. 

Mr.  Sims.  We  used  to  sell  a  great  man}'^  securities  in  Europe? 

Mr.  LovETT.  Yes,  sir;  but  they  were  bought  back  during  the  war. 

Mr.  Sims.  We  can  not  sell  new  securities  in  Europe? 

Mr.  LovETT.  I  think  they  v/ill  want  to  buy  other  things  more  than 
railroad  securities. 

Mr.  Sims.  Further,  it  will  be  very  hard  to  determine  what  rates 
for  passengers  and  freight  will  be  necessary  and  have  to  be  maintained 
in  order  that  the  railroads  can  not  only  exist,  but  that  they  perform 
the  service  demanded  and  provide  such  other  additional  capital 
investment  as  may  be  necessary,  and  therefore  I  do  not  see  how,  in 
view  of  all  these  conditions,  that  we  can  expect  to  reduce  rates  for 
many  years,  because  unless  the  Government  either  owns  the  rail- 
roads or  guarantees  the  securities  or  loans  them  the  money  that  they 
have  to  have  they  will  be  thrown  into  the  markets  of  the  world  in  this 
fierce  competition. 

Mr.  LovETT.  Everything  has  gone  up  enormously  except  the  pur- 
chasing power  of  what  the  railroad  gets  for  its  service. 

Mr.  Sims.  Or  the  salaries  of  Congressmen  and  other  officials  which 
were  established  many  years  ago. 

Mr.  LovETT.  That  is  all  net,  anyhow. 

The  Chairman.  Judge,  we  thank  you  for  your  expression  of  views. 

Mr.  LovETT.  I  thank  you,  Mr.  Chairman  and  gentlemen. 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Kepresentativfs, 

Friday,  August  22,  WW. 
The  Chairman.  Mr.  Elliott,  will  you  proceed  ?    Will  you  please 
give  your  name,  address,  and  whom  you  represent  ? 

STATEMENT  OF  ME.  HOWARD  ELLIOTT,  PRESIDENT  AND 
CHAIRMAN  OF  THE  EXECUTIVE  COMMITTEE  OF  THE 
NORTHERN  PACIFIC  RAILWAY  CO. 

Mr.  Elliott.  My  official  connection  with  the  raih'o.ads  is  as  follows : 
I  am.  president  and  chairman  of  the  executive  committee  of  the  North- 
ern Pacific  Railway  Co. :  chairman  committee  on  intercorporate  rela- 
tions of  the  New  York,  New  Haven  &  Hartford  Railroad  Co.,  dealing 
with  the  results  of  the  dissolution  proceedings  of  that  system ;  I  am 
also  a  m,ember  of  the  executive  committee  of  the  Chicago,  Burling- 
ton &  Quincy  Railroad;  the  Colorado  &  Southern  Railway  Co.,  those 
two  companies  being  controlled  in  part  by  the  Northern  Pacific;  of 
the  New  York,  Ontario  &  Western  Railway  Co.,  and  the  Rutland 
Railroad  Co.,  those  companies  being  controlled  in  part  by  the  New 
Haven  system. 

I  have  reduced  to  a  memorandum,  some  of  my  views  so  as  to  make 
my  statement  to  you  as  brief  as  I  can.  In  order  that  you  may  have 
some  idea  how  I  formed  my  conclusions,  at  the  risk  of  being  personal 
for  a  few  moments  I  will  state  briefly  my  experience  in  the  railway 
service. 

I  began  work  as  a  level  rodman  in  July,  1880,  on  the  Chicago,  Bur- 
lington &  Quincy  Railroad  in  northwest  Missouri  and  remained  with 
that  company  until  October,  1903.  It  was  my  good  fortune  to  have 
service  in  engineering  parties,  in  vice  president  and  general  manager's 
office,  as  cashier,  assistant  treasurer,  assistant  auditor,  general  pas- 
senger agent,  general  freight  agent,  general  manager,  and  vice  presi- 
dent. I  saw  much  of  the  development  of  the  country  and  railroad 
situation  west  of  the  Mississippi  River  from  1880  to  the  present  day, 
and  saw  much  of  the  struggle  over  rates  and  practices  that  finally 
resulted  in  the  passage  of  the  interstate  com.merce  law  and  its  amend- 
ments, and  the  more  or  less  radical  State  laws.  I  saw,  and  was  fa- 
miliar with,  some  of  the  great  strikes  from  1888  to  1894,  and  partici- 
pated in  some  of  the  earliest  "collective  bargaining"  between  large 
groups  of  the  employees  and  the  company. 

As  president  of  the  Northern  Pacific,  I  was  in  a  position  to  see  and 
take  part  in  the  great  upbuilding  of  the  Northwest  from  1903  to  the 
time;  to  deal  with  many  questions  of  construction,  operation,  rais- 
ing of  money,  rates,  relations  with  communities  and  with  regulatory 
bodies,  and  with  the  employees,  collectively  and  individually. 

Then  for  five  years  I  have  been  interested  in  the  work  of  putting 
the  New  Haven  road  and  the  very  com]  licated  New  England  trans- 
portation system  m  a  better  condition  to  serve  the  public  with  the 
hope  that  eventually  the  many  security  holders  there  will  receive 
some  return. 

From  April,  1917,  to  December  28,  1917,  I  was  a  member  of  the 
railroads  war  board — a  committee  of  five  railroad  executives  that 
was  empowered  by  the  railroad  companies  of  the  country  to  so  direct 
the  operation  of  the  roads  as  to  be  of  the  greatest  help  to  the  Govern- 
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ment  during  the  war  period.     The  board  was  automatically  abolished 
when  the  President  took  possession  of  the  roads. 

So  my  experience  of  more  than  39  years,  23  on  the  C.  B.  &  Q,,  in 
touch  with  the  develojjment  of  the  country  and  the  railroad  practices 
in  the  Middle  West,  11  years  on  the  Northern  Pacific,  seeing  the  great 
growth  and  development  of  the  Northwest  and  its  railroads,  and  five 
years  with  the  complicated  and  difficult  New  England  situation,  has 
led  me  to  form  certain  conclusions  which  I  shall  outline  to  3'ou  as 
briefly  as  I  can. 

COOPERATION    BETWEEN    RAILROAD    USERS,    RAILROAD    OWNERS,    AND 

RAILROAD    WORKERS. 

I  have  endeavored  to  shape  my  own  course  with  a  keen  realization 
that  the  ultimate  success  of  the  railroads  and  the  country  they  serve 
depends  upon  fair  treatment  to,  and  cooperation  with,  three  classes 
of  our  population: 

1.  The  general  producing,  consuming  and  traveling  public — com- 
prising practically  all  of  our  population  of  110,000,000 — the  railroad 
users. 

2.  The  very  large  number  of  people  who  are  interested  directly  as 
owners  of  securities,  and  of  those  who  indirectly  are  interested  m  the 
solvency  of  the  roads  and  soundness  of  the  securities  because  of 
savings-bank  deposits,  insurance  policies,  charitable  funds — probably 
at  least  50,000,000 — the  railroad  owners. 

3.  The  large  number  of  strong,  hard-working  men  who  manage 
and  operate  the  plans,  so  that  the  users  may  have  service,  and  the 
owners  some  return — possibly  2,250,000 — the  railroad  workers. 

In  our  complicated  modern  life,  complicated  to-day  more  than 
ever  by  the  conditions  growing  out  of  the  war,  no  one  can  get  all  he 
wants  in  life,  and  there  ought  to  be  a  spirit  of  cooperation,  forbear- 
ance, patience,  and  consideration  for  each  other,  certainly  until  the 
world  and  this  Nation  cf  n  get  back  to  more  normal  conditions. 

GOVERNMENT   OWNERSHIP    NOT   DESIRED    BY   THE    PUBLIC. 

I  believe  that  the  following  statements  are  correct: 

1.  The  American  people  in  the  first  instance  elected  to  have 
transportation  provided  through  individual  effort  and  investment, 
subject  to  governmental  regulation  rather  than  to  have  the  Govern- 
ment itself  do  the  work. 

2,  The  people  to-day  seem  to  be  convinced  that  such  plan  should 
be  continued. 

The  people  having  made  that  decision,  the  furnishing  of  transpor- 
tation is  business,  and  should  be  conducted  as  such. 

INDIVIDUAL   OWNERSHIP   AND    GOVERNMENTAL   REGULATION. 

As  a  citizen,  as  well  as  a  railroad  man,  I  personally  believe  that: 

1.  Government  ownership,  management,  and  operation  of  the 
American  railroads  is  not  in  the  long  run  for  the  best  interest  of  the 
Nation. 

2.  Ownership  by  individuals,  with  wise,  energetic,  and  honest 
management  and  operation,  under  suitable,  thorough,  and  protective 
regulation,  will  produce  the  best  results  for  the  country. 
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3.  Regulation  should  be  so  arranged  and  directed  as  to  preserve 
and  encourage  the  energy  and  initiative  of  the  American  citizen,  to 
be  prompt  and  responsive  to  changing  conditions  but,  at  the  same 
time,  provide  checks  to  prevent  any  unfair  practices  by  owners, 
employees,  and  managers,  to  prevent  unreasonable  and  conflicting 
action  by  regulatory  bodies,  and  also  to  encourage,  protect,  and 
develop  the  great  railroad  system  of  the  country. 

RESULT    OF   PAST    POLICY. 

As  a  result  of  the  governmental  policy  of  the  past,  private  indi- 
viduals have  created  a  great  system  of  railroads  tnat  up  to  the  time 
of  the  war  furnished  to  the  people  of  the  United  States  transportation 
at  the  lowest  rates  and  paid  at  the  same  time  the  highest  wages  in  any 
civilized  nation  in  the  world. 

In  creating  this  great  piece  of  industrial  machinery  under  new,  vary- 
ing, and  oftentimes  very  difficult  conditions,  the  Government,  in  its 
regulating  policy;  the  investors,  builders,  and  managers,  in  their 
financial  and  managing  policy,  and  the  leaders  of  organized  labor 
have  naturally  made  some  mistakes.  There  has  been  competition 
between  the  Nation,  the  States,  individuals  (both  in  and  out  of  legis- 
lative halls)  and  executive  commissions  representing  both  the 
National  and  State  Governments  in  proposing  plans  for  taxation, 
regulation  and  supervision.  This  competition  has  resulted  in  action 
being  taken  by  the  Nation  and  the  States  that  has  gradually  weak- 
ened the  capacity  of  the  railroads  to  live  and  grow  as  the  country 
grows.  There  have  been  some  unfortunate  and  unwise  pohcies  of 
railroad  building  and  managing  that  have  been  magnified  and  dis- 
torted and  have  aroused  some  popular  distrust.  Labor  leaders  have 
called  or  authorized,  and  sometimes  encouraged,  strikes  that  were 
unfortunate  for  the  men  and  for  the  communities  served. 

The  system  of  private  ownership  and  Government  regulation, 
however,  was  successful  on  the  whole,  and  resulted  in  the  develop- 
ment of  the  railroads  and  of  the  country  to  a  marvelous  extent.  This 
growth  and  development  were  steady  and  continuous  until  the  sys- 
tem of  regulations  failed  to  respond  promptly  to  changed  conditions, 
the  more  expensive  luxurious  methods  of  the  people,  the  increased 
wages  needed  by  employees,  the  higher  cost  of  everything  necessary 
for  keeping  the  railroads  equal  to  their  task,  including  the  higher 
cost  of  capital  and  rapidly  increasing  taxes,  and  lacked  the  necessary 
elements  of  protection  and  encouragement  to  the  business. 

What  has  been  accomplished  under  private  ownership  and  opera- 
tion in  the  past  is  to  my  mind  good  evidence  of  what  can  be  accom- 
plished in  the  future  if  private  energy  and  initiative  are  encouraged, 
repressive  and  conflicting  regulation  removed,  and  protective  meas- 
ures added  to  our  regulatory  system. 

CHANGE  METHODS  WITH  CARE. 

That  there  must  be  changes  in  methods  and  habits,  in  business  and 
in  government  as  the  world  grows  and  the  complications  of  life 
increase,  no  one  will  deny;  but  it  is  surely  unwise  to  cut  loose  hastily 
from  methods  that  have  already  accomplished  so  much  for  our  coun- 
try. 
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Is  it  wise  to  attempt  to  improTe  the  present  difficult  situation  by 

radical  measures  that  dislocate  the  machinery  that  has  in  the  last  50 

,  years  accomplished  so  much  for  the  country  and  all  the  people  in  it  ? 

Is  it  not  wiser  to  correct  the  errors  and  weaknesses  of  the  present 
system  of  private  ownership  and  governmental  regulation  rather 
than  to  "fly  to  evils  that  we  know  not  of"  ? 

I  believe  it  is.  If  so,  in  order  to  obtain  the  results  needed  for  the 
protection  and  development  of  the  Nation,  it  will  be  necessary  to 
change  and  modify  some  practices  and  ideas  that  have  long  prevailed. 

The  owners  must  assent  to  a  larger  measure  of  governmental  con- 
trol, but  they  should  also  have  governmental  protection  and  encour- 
agement. 

The  great  raUroad  labor  organizations  must  assent  to  some  orderly 
way  of  settling  disagreements  over  wages  and  working  conditions, 
so  that  the  railroads  may  continue  to  serve  the  public  pending  the 
adjustment  of  disputes. 

The  Government,  in  its  regulatory  practices,  must  be  more  respon- 
sive to  changed  conditions,  and  there  niust  be  protection  of  this  great 
industry  as  well  as  regulation,  and  there  must  be  no  twilight  zone 
between  National  and  State  authority. 

While  the  situation  is  very  difficult  and  fraught  with  danger  to  the 
integrity  of  our  institutions,  it  is  possible  that  the  way  out  has  been 
befogged  somewhat  by  the  numerous  remedies  proposed.  It  is  help- 
ful, however,  that  all  kinds  of  people  have  made  various  suggestions, 
and  Congress  has  the  great  opportunity,  duty,  and  responsibility  of 
clarifying  the  situation  and  of  considering  all  the  plans  and  producing 
by  a  process  of  elimination  a  bill  that  will  represent  the  needs  and 
thought  of  the  Nation  as  a  whole  and  not  of  any  one  particular  class 
or  idea. 

If,  as  I  believe,  it  is  for  the  best  interest  of  the  Nation  to  go  on  for 
at  least  another  generation  and  have  the  furnishing  of  transportation 
a  business  function  subject  to  governmental  regulation  rather  than  to 
turn  over  the  work  to  the  Government  itself,  then  some  general 
amendments  to  our  present  regulatory  practices  will,  I  believe,  pro- 
duce the  results  we  all  desire,  especially  if  all  those  in  authority, 
either  in  private  or  public  life,  will  advocate  patience,  forbearance, 
and  a  spirit  of  helpfulness  and  hard  work  while  all  are  going  through 
the  period  of  readjustment. 

It  does  not  seem  as  if  we  can  advance  the  cause  of  the  Nation  or 
of  any  individual  in  it  by  reducing  the  productive  effort  of  the  coimtry 
and  creating  a  chaotic  condition  while  Congress  is  at  work  on  this 
important  matter. 

CONFIDENCE   WILL   RETURN   IF   DEFINITE   POLICY   IS    ANNOUNCED. 

I  believe  that,  if  the  country  and  the  people  can  be  made  to  feel 
that  the  United  States  has  adopted  a  national  transportation  policy 
along  the  following  lines,  the  situation  will  be  vastly  improved.  Nat- 
urally, so  long  as  discussion  continues,  people  of  all  classes  will  be 
uncertain  and  unsettled. 

First.  I  believe  that  the  governmental  regulatory  machinery  that 
has  for  the  past  32  years  devoted  so  much  time  and  energy  to  correct- 
ing abuses  and  to  a  certain  extent  punishing  the  companies  for  past 
errors,  shall  now  turn  its  abilities  in  part  to  the  encouraging  of  our 
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system  of  transportation  so  that  it  shall  receive  income  enough  from 
the  rates  charged  to  pay: 

(a)  All  costs  and  expenses,  including  reasonable  wages  in  accord- 
ance with  the  constantly  improving  living  conditions  that  we  hope 
always  to  have  in  the  United  States. 

(b)  Returns  on  the  system  as  it  exists  to-day  substantially  equal  to 
the  present  "just  compensation"  until  such  time  as  the  fair  value  of 
the  property  is  determined,  when  the  return  should  be  based  on  that 
figure  as  finally  determined. 

(c)  Returns  on  new  capital  needed  to  expand  the  facilities  (so  that 
the  public  will  at  all  times  be  well  served)  sufficient  to  obtain  that 
capital  in  the  markets  of  the  world;  in  other  words,  to  put  the  policy 
and  power  of  the  Government  squarely  behind  the  idea  that  any 
regulatory  system  to  be  adopted  must  not  only  correct  abuses  and 
prevent  them,  but  foster  and  encourage  the  business  and  systain  the 
credit  of  the  enterprise. 

Second.  I  believe  that  the  present  method  of  adjusting  disputes 
over  wages  and  working  conditions  for  public  utilities  should  be 
abandoned  and  a  sane  method  of  deciding  these  questions  be  adopted 
and  the  strike  abolished  in  the  interest  of  the  people  as  a  whole  and 
the  forward  movement  of  the  country. 

Third.  That  the  Sherman  law  be  modified  so  that  consolidations 
and  mergei-s  will  be  permitted,  subject  to  the  approval  of  Federal 
authority. 

Fourth.  That  the  Federal  authority  be  supreme  as  to  all  rates  and 
regulations  about  rates,  and  as  to  securities  and  accounts;  wState  com- 
missions not  to  be  abolished,  but  the  Interstate  Commerce  Commis- 
sion to  be  the  regulatory  authority  for  these  questions. 

If  the  Congress  will  assure  the  people  that  these  principles  are  to 
be  the  law  of  the  land,  I  believe  the  support  and  good  will  of  the  people 
wiU  come  back,  and  their  mental  attitude  will  be  to  encourage  and 
build  up  the  railroads  just  as  much  as  to  encourage  and  build  up 
agriculture,  banking,  manufacturing,  and  the  various  enterprises  in 
which  the  millions  in  this  country  are  engaged. 

President  Wilson  said  some  time  ago  of  the  situation  in  Mexico: 

Peace  can  only  come  by  trust.  If  you  can  once  get  a  situation  of  trust  there,  you 
have  got  a  situation  of  permanent  peace.  Therefore  every  one  of  us,  it  seems  to 
me,  owes  it  as  a  patriotic  duty  to  his  country  to  plant  the  seeds  of  confidence  and 
trust  and  not  the  seeds  of  suspicion. 

In  order  to  have  industrial  peace  and  progress  we  ought  to  develop 
the  same  mental  atmosphere  in  the  public  Aiind  about  public  utilities 
and  all  pull  together.  Then  I  firmly  believe  we  can  arrive  at  a  result 
that  will  be  fair  to  the  employees,  the  ovaier,  and  the  user  of  the 
railroads,  and  that  will  permit  the  Nation  to  go  forward. 

RATES. 

The  rates  to  be  charged  are  the  one  vitally  important  part  of  the 
financial  problem  of  creating  conditions  that  will  permit  satisfactory 
service,  wages,  and  constant  development  of  the  properties,  and  also 
bringing  a  fair  return  to  the  owners  of  the  securities,  and  the  railroads 
should  have  the  right  to  initiate  their  rates  or  prices. 

The  roads  should  have  this  right  in  order  to  take  prompt  action 
to  protect  the  country  and  patrons  as  well  as  the  employees  and 
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owTiers.  The  owner  and  manager  of  an  enterprise  is  studying  it 
more  closely  than  anyone  else.  He  desires  to  please  his  patrons,  his 
employees,  to  develop  his  markets,  and  to  improve  his  plant.  He 
is  in  a  better  position  than  anyone  to  say  what  the  prices  will  be 
for  the  article  or  service  he  is  selling.  He  knows  what  expenses, 
complications,  and  difficulties  he  must  meet  and  he  is  constantly 
lookmg  ahead.  Public-service  corporations,  however,  must  submit 
to  some  review  of  their  prices  or  rates.  Hence  provision  is  made  in 
the  railway  executives'  plan  for  suspension  and  review  or  rates  by 
the  Interstate  Commerce  Commission.  This  will  provide  an  abso- 
lute scieguard  against  unjust  discrimination  or  extortion  and  would 
protect  the  public  fully,  while  permitting  liberty  of  action,  prompt 
decisions,  and  business  judgment  between  the  railroads  and  the  com- 
munities served  by  them.  If  the  railroads  are  to  be  managed  as 
business  enterprises,  it  seems  essential  that  they  shall  have  the  right 
to  name  their  rates,  subject  to  the  checks  described. 

The  general  level  of  rates  should  be  such  as  to  bring  to  a  railroad 
sufficient  revenue,  under  honest  and  capable  management,  to  main- 
tain the  property  in  a  progressive  manner,  pay  operating  expenses, 
including  good  wages,  taxes,  permit  proper  charges  for  depreciation 
and  obsolesence,  and  other  reserve  funds,  a  fair  return  on  the  fair 
value  of  the  property,  and  provide  the  credit  the  railroads  must  have 
in  order  to  furnish  to  the  public  the  necessary  facilities  and  service. 

LABOR. 

Another  most  important  element  in  arriving  at  a  satisfactory 
adjustment  of  the  situation  is  that  of  the  wages  and  the  working 
conditions  of  the  large  body  of  employees.  Wages  are  taking 
directly  more  than  50  cents  of  every  dollar  of  revenues,  and  indi- 
rectly, through  materials  purchased,  a  good  deal  more  than  that. 
To  arrive,  therefore,  at  any  satisfactory  net  income,  wages  must  be 
considered  in  connection  with  rates. 

The  labor  question  is,  of  course,  one  of  the  most  serious  and  im- 
portant confronting  the  whole  world,  the  railroads  in  particular,  and 
there  must  be  a  broad,  human  view  of  it  and  a  spirit  of  give  and  take 
by  all  classes  of  people.  All  good  citizens  desire  to  see  wages  and 
living  conditions  improve,  but  there  is  a  limit  to  what  commerce  and 
industry  can  pay  and  survive.  It  is  surely  better  to  have  reasonable 
wages  and  continuous  employment  than  to  force  wages  so  high  that 
industry  languishes,  for  then  the  wage  earners  themselves  will  suffer 
most  of  all.  What  is  known  as  the  Munn  case,  with  which  the 
lawyers  are  familiar,  was  decided  in  1876,  and  there  are  two  interest- 
ing paragraphs  in  it.     One  reads  as  follows: 

Property  does  become  clothed  with  a  public  interest  when  used  in  a  manner  to  make 
it  of  public  consequence  and  affect  the  community  at  large.  When,  therefore,  one 
devotes  his  property  to  a  use  in  which  the  public  has  an  interest  in  that  use,  he  must 
submit  to  be  controlled  by  the  public  for  the  common  good,  to  the  extent  of  the  interest 
he  has  thus  created.  He  may  withdraw  his  grant  by  discontinuing  the  use,  but  so 
long  as  he  maintains  the  use  he  must  submit  to  the  control. 

The  other  clause,  and  it  has  not  been  as  familiar  to  the  people  as 
the  one  I  have  just  read,  reads: 

When  one  becomes  a  member  of  society,  he  necessarily  parts  with  some  rights  or 
privileges  which,  as  an  individual  not  affected  by  his  relations  to  others,  he  might 
retain. 


1380       RETUKN   OF  THE  RAILROADS   TO  PRIVATE  OWNERSHIP. 

In  legislation  for  public  utility  companies  the  doctrine  laid  down 
in  the  first  paragraph  has  been  followed  with  an  increasing  particu- 
larity, even  to  the  extent  of  trying  to  manage  rather  than  to  control. 
But  not  so  with  the  second  paragraph — yet  in  the  interest  of  society 
as  a  whole  the  laws  must  reflect  some  control  of  those  ''members  of 
society"  who  work  for  public  utilities. 

The  man  who  puts  a  dollar  of  his  savings  into  the  transportation 
business  does  so  knowing  that  his  dollar  is  subject  to  the  power  of 
the  Government  to  make  the  rules  and  regulations  governing  the 
business.  The  man  who  decides  to  earn  his  dollar  by  working  for  the 
railroads  should  be  willing  to  submit  to  reasonable  wages,  rules,  and 
regulations,  just  as  much  as  does  the  man  who  puts  in  his  dollar 
already  earned.  It  is  in  the  public  interest  to  have  the  dollar  in- 
vested regulated  reasonably,  and  it  is  equally  in  the  public  interest 
that  the  doUar  paid  for  service  and  the  conditions  of  service  should  be 
regulated  reasonably.  In  a  complex  civilization  like  ours  in  the 
United  States,  and  with  great  concentrated  populations  to  be  served 
with  food,  fuel,  shelter,  light,  etc.,  there  must  be  continuous  service 
by  the  transportation  agencies,  just  as  much  as  a  continuous  supply 
of  water. 

To  bring  this  about  there  must  be  some  method  devised  for  fair 
and  reasonable  governmental  supervision  and  regulation  of  wages  and 
working  conditions,  and  such  regulations  should  eventually  receive 
the  final  approval  from  the  same  power  that  is  finally  responsible  for 
the  rates  of  fare  and  freight  charged  by  the  transportation  agencies, 
so  that  the  question  of  income  with  which  to  pay  will  be  considered 
at  the  same  time  and  by  the  same  final  deciding  power  as  the  outgo 
to  be  paid.  Just  as  the  Government  should  have  the  power  to  veto 
the  wasteful  use  of  the  raih'oad  doUar  to  be  invested  upon  which  the 
public  will  be  asked  to  pay  a  return  through  rates,  so  should  the 
Government  have  power  to  supervise  wages  and  conditions  of  service, 
which  ultimately  are  paid  for  by  the  public  through  these  same  rates. 

With  the  preservation  of  private  ownership  and  management  in 
individual  systems  of  railroads,  there  wiU  be  a  better  esprit  de  corps 
among  the  great  army  of  railroad  employees  than  if  all  became 
employees  of  the  Government. 

And  if  employees  can  once  become  satisfied  that  a  fair  and  impar- 
tial tribunal  is  in  existence  to  hear  important  complaints  that  can  not 
be  settled  promptly  on  the  "home  road"  between  employee  and 
employei,  there  should  be  no  need  of  strikes,  which  are  simply  a  form 
of  war.  The  w^orld  has  just  lost  millions  of  men  and  billions  of 
treasure  in  a  struggle  whether  force  lather  than  justice  and  reason 
were  to  settle  the  affairs  of  the  world. 

Mr.  Lincoln,  on  March  21,  1864,  replied  to  a  committee  from  the 
Working  Men's  Association  of  New  York  City  as  follows.  That  was  at 
the  time  of  the  riots  there: 

No  man  living  is  more  worthy  to  he  trusted  than  those  who  toil  up  from  poverty — 
none  less  inclined  to  take  or  touch  aught  which  they  have  not  honestly  earned. 

The  most  notable  feature  of  a  disturl)ance  in  your  city  last  summer  was  the  hanging 
of  some  working  people  by  other  working  people.  It  should  never  be  so.  The 
strongest  l^ond  of  human  sympathy,  outside  of  the  family  relations,  should  be  one 
uniting  all  working  people,  of  all  nations  and  tongues  and  kindreds. 

Nor  should  this  lead  to  a  war  upon  property  or  the  owners  of  property.  Property 
is  the  fruit  of  labor,  property  is  desirable,  is  a  positive  good  to  the  world.  That  some 
should  be  rich  shows  that  others  may  become  rich,  and  hence  is  just  encouragement 
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to  industry  and  enterprise.  Let  not  him  who  is  houseless  pull  down  the  house  of 
another,  but  let  him  labor  diligently  and  build  one  for  himself,  thus  by  example 
assuring  that  his  own  shall  be  safe  from  violence  when  built. 

These  words  from  one  of  our  greatest  Presidents  should  be  weighed 
carefully  by  those  considering  the  relation  between  labor  and  capital. 

Surely  the  United  States,  the  most  enlightened  and  progressive 
nation  in  the  world,  can,  if  it  takes  up  the  question  seriously,  work 
out  some  plan  for  adjusting  industrial  disputes  that  will  carry  out 
the  doctrine  of  "live  and  let  live"  and  save  the  waste,  loss,  sorrow, 
and  anguish  that,  under  present  methods,  come  to  thousands  of 
innocent  people,  a  large  proportion  of  whom  are  working  people, 
who  have  no  part  or  voice  in  the  controversy  or  its  settlement. 

CAPITAL   AND    CREDIT. 

The  results  of  the  various  forces  operating  upon  the  earning  power 
of  the  roads  for  10  years  prior  to  the  war  created  a  great  feeling  of 
uncertainty  about  railway  investments,  and  capital  has  been  turning 
to  other  fields.  During  the  five  years,  from  1910  to  1915,  there  was 
approximately  $2,900,000,000  additional  investment  made  in  railway 
facilities.  The  net  income  of  the  railroads  during  each  year  of  this 
period  was  generally  less  than  it  had  been  in  1910  and  in  1915,  after 
all  of  this  $2,900,000,000  had  been  invested  in  the  properties,  the 
return  was  only  about  $8,000,000  more  than  in  1910. 

New  capital  has  been  obtained  very  largely  by  increasing  debt, 
and  new  money  from  partners  or  stockholders  has  been  harder  and 
harder  to  obtain.  In  1900  capital  stock  exceeded  debt  by  $200,000,000, 
but  in  1916  funded  debt  exceeded  stock  by  about  $2,200,000,000— a 
most  unsatisfactory  situation. 

Capital  is  said  to  be  timid,  but  it  was  bold  enough  in  the  last  50 
and  more  years  to  create  our  great  American  railroad  system.  I 
believe  it  will  be  willing  to  go  on  with  the  work  if  it  can  be  assured 
that  the  policy  of  the  Government  will  be  to  sustain  the  railroads 
in  the  legitimate  conduct  of  thek  business  and  allow  reasonable 
liberty  of  action  and  will  encourage  and  protect  this  business  as 
well  as  prevent  any  abuses.  The  credit  of  the  roads  will  come  back 
when  people  understand  that  Congress  has  laid  down  the  rule  that 
a  reasonable  rate  is  also  an  adequate  rate,  sufficient  to  reflect  changed 
costs,  increased  wages,  and  a  fah  return  upon  the  property;  when 
Congress  insists  that  some  reasonable  method  of  adjudicatmg  con- 
troversies over  wages  and  workmg  conditions  shall  be  written  mto 
the  law  of  the  land;  and  when  the  Nation  insists  that  it  is  the  duty 
of  the  Government  to  preserve,  protect,  and  expand  the  transporta- 
tion facilities  of  the  countrj^  as  well  as  agriculture,  banks,  manu- 
factures, commerce,  or  other  forms  of  individual  activity. 

WHAT  A  NATIONAL  TRANSPORTATION  SYSTEM  SHOULD  PROVIDE. 

In  a  growing  and  still  undeveloped  country  like  the  United  States, 
with  a  population  that  will  soon  be  150,000,000,  and  with  a  future 
that  should  be  more  wonderful  than  the  past,  any  system  of  internal 
transportation  should  provide  for: 

Inducement  for  the  individual  citizen  to  engage  in  the  business 
by  permitting  reasonable  rewards  for  brains,  energy,  industry  and 
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capital  employed,  substantially  equal  to  the  same  kind  of  rewards 
in  other  forms  of  human  effort. 

Constant  development  of  the  transportation  machine  to  keep  it 
at  all  times  ahead  of  the  needs  of  the  growing  country. 

Adoption  of  improved  methods  of  carrying  on  the  business  in 
order  to  obtain  maximum  efficiency  and  economy. 

Reasonable  and  regulated  competition  and  cooperation  for  the 
purpose  of  producmg  development  of  different  sections  of  the  country 
and  improvement  in  the  methods  employed  by  the  transportation 
agencies  servmg  the  country. 

Continuity  of  service  so  that  the  transportation  machine  will 
always  be  in  a  position  to  serve  the  country  unless  prevented  by  act 
of  God  or  by  war. 

Regulation  through  suitable  Government  agencies,  which  regula- 
tion must  be  in  such  form  as: 

First,  to  attract  capital  and  permit  a  steady  improvement  in  and 
expansion  of  the  facilities. 

Second,  which  must  protect  the  interests  of  the  public  using  the 
railroads,  and  promote  the  comfort,  convenience,  and  safety  of  that 
public; 

Third,  which  must  protect  the  officers  and  emplo3^ees  who  operate 
the  roads  and  which  must  work  constantly  in  the  dhection  of  improv- 
ing working  and  living  conditions;  and  which  must  provide  some 
method  of  adjustment  of  all  controversies  over  wages  and  working 
conditions. 

Fourth  and  lastly,  and  which  must  also  ]:>rotect  the  interests  of 
those  who  have  invested  in  the  securities  of  the  railroads  and  who 
are  also  directly  interested  because  of  railroad  investments  repre- 
sented in  insurance  policies,  savings  banks,  charitable  institutions, 
etc. 

I  believe  the  plan  suggested  by  the  railway  executives  is  a  reason- 
able, business-like  and  elastic  one,  under  which  our  national  trans- 
portation sj^stem  will  grow,  and  which  can  meet  the  changing  condi- 
tions of  a  growing  country  like  the  United  States. 

It  preserves  and  encourages  the  mitiative  and  energy  of  the 
American  man  that  has  done  so  much  to  build  up  the  present  system 
of  transportation. 

It  pomts  the  way  to  having  the  transportation  system  of  the 
country  adequate  for  its  needs. 

It  suggests  the  importance  of  a  reasonable  adjustment  of  contro- 
versies over  wages  and  working  conditions  so  that  service  to  the 
public  •will  be  continuous. 

It  retains  reasonable  and  regulated  competition  as  an  incentive  to 
good  service  and  development  along  progressive  lines. 

It  permits  the  continuation,  under  suitable  regulation,  of  any  plans 
developed  under  governmental  control  that  tend  to  eliminate  waste 
and  give  improved  service  through  unification  of  facilities,  common 
use  of  terminals,  cooperative  methods,  etc. 

It  strengthens  the  regulatory  powers  of  the  Government  to  make 
certain  that  abuses  and  wrong  tendencies  may  be  corrected  and 
checked. 

It  suggests  a  method  of  placing  the  influence  and  power  of  the 
Government  back  of  the  credit  of  the  roads,  so  that  capital  may  be 
o'jqained  for  needed  improvements  and  additions. 
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It  provides  machinery  of  regulation,  through  a  transportation 
board,  Interstate  Commerce  Commission,  regional  commissions,  and 
State  commissions  that  will  be  responsive,  prompt,  and  that  will 
safeguard  the  interests  of  the  railroad  users,  the  railroad  owners,  and 
the  railroad  workers. 

GREAT   FUTURE    OF    THE    UNITED    STATES. 

I  am  an  optimist  of  the  long  future  of  the  United  States.  I  believe 
we  are  on  the  eve  of  the  most  important  50  years  in  the  history  of 
this  country,  or  of  any  other  country,  and  that  we  shall  accomplish 
wonderful  results  if  we  exercise  common  sense,  work  hard,  are  thrifty 
and  economical,  and  all  pull  together. 

At  the  same  time,  I  do  not  minimize  the  dangers  and  difficulties  of 
the  immediate  future,  due  in  part  to  the  results  of  the  world-wide  war. 
I  realize  the  importance  of  handling  these  dangers  and  difficulties 
vigorously,  promptly,  and  wisely,  if  we  are  to  obtain  all  the  benefits 
of  the  future  for  our  population  of  110,000,000,  which,  within  the 
lifetime  of  many  of  those  here,  will  be  at  least  150,000,000. 

RAILROADS    MUST    BE    PROTECTED. 

One  of  these  dangers  is  that  the  great  railroad  system  of  the  United 
States  may  not  be  protected  sufficiently  to  give  good  service  and 
prevent  a  financial  collapse,  and  so  that  necessary  developnlent  will 
continue. 

In  considering  this,  all  must  admit  that  the  interests  of  the  Nation 
are  paramount,  and  the  problem  must  be  approached  from  that 
point  of  view,  having  due  regard  to  the  rights  of  individuals  and  of 
the  railroads  under  the  fifth  and  fourteenth  amendments  of  the 
Constitution. 

I  believe  it  is  better  for  the  country  to  adjust  rates  so  that  the 
roads  shall  be  self-supporting  rather  than  to  adopt  the  plan  of  con- 
tinuing appropriations  from  the  Treasury.  Business  should  not  get 
into  the  habit  of  relying  upon  Government  aid  to  meet  obligations 
which  ought  to  be  taken  care  of  by  hard  work,  business  skill,  and 
honest  methods. 

It  is  very  important  to  come  to  a  conclusion  this  year  as  to  the  new 
railroad  legislation.  It  can  be  done.  When  done,  and  with  reason- 
able financial  protection  until  the  readjustment  between  income  and 
outgo  is  completed,  our  wonderful  American  railroad  system  will 
start  forward  again  on  a  period  of  development  and  service.  These 
great  highways,  which  are  the  arteries  through  which  the  commerce 
of  the  country  flows,  will  be  nourished  and  become  elastic  again. 
With  cooperation  between  the  railroad  users,  the  railroad  owners, 
and  the  railroad  workers,  and  with  reasonable  liberty  of  action  so 
that  the  American  citizen  can  use  his  individual  initiative  and  his 
tireless  energy,  the  country  will  go  foi*ward  to  meet  its  great  future 
better  equipped  than  ever  before. 

Now,  gentlemen,  I  would  like  to  add  to  my  formal  written  state- 
ment a  little  discussion,  if  I  may,  about  this  very  vital  and  im- 
portant matter  of  the  so-called  strong  and  weak  roads,  which  Mr. 
Thorn  briefly,  and  also  Judge  Lovett,  have  discussed,  and  I  have 
reduced  that  to  writing  also,  so  as  to  make  it  as  brief  as  I  could. 
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There  is  much  discussion  about  the  so-called  "strong  roads"  and 
the  so-called  "weak  roads;"  and  the  idea  is  advanced  that  any  sys- 
tem of  regulation  and  rates  which  may  be  adopted  must  be  so  de- 
vised that  if  reasonable  protection  is  given  to  the  weak  roads,  the 
results  will  not  produce  what  is  called  an  excessive  return  to  the 
strong  roads,  and,  if  it  does,  some  part  of  the  earnings  of  the  strong 
roads  shall  be  taken  away  from  them  in  one  form  or  another. 

No  one  has  attempted  to  state  with  accuracy  what  an  excessive 
return  is,  or  why  it  is  an  unwise  public  policy  to  permit  the  owners 
of  wisely  projected,  carefully  and  honestly  financed,  and  economically 
managed  railroads  to  receive  liberal  returns,  provided  the  country, 
property,  people,  and  business  in  the  territories  served  by  the  pros- 
perous roads  show  prosperity  also,  which  would  not  be  the  case  if 
rates  were  unfair  or  extortionate,  and  if  service  was  not  good, 
adequate,  and  satisfactory. 

Banks,  manufacturing  enterprises,  and  mercantile  establishments 
that  are  able,  after  long  years  of  hard  work,  to  build  up  a  surplus,  to 
obtain  a  line  of  business  and  have  the  good  will  of  theu'  communi- 
ties, pay  much  higher  returns  upon  their  capital  than  railroads  do, 
and  the  country  does  not  take  exception  to  this;  in  fact,  the  country 
is  rather  pleased  to  be  able  to  point  to  successful  mercantile  houses, 
banks,  etc.  A  bank  is  just  as  much  of  a  public  institution  as  is  a  rail- 
road, but  on  its  capital  the  successful  bank  earns  much  more  than 
does  the  successful  railroad,  and  generally  on  the  capital  and  surplus 
combined  much  more  than  does  the  successful  railroad  on  its  capital 
and  surplus. 

It  hardly  seems  right,  therefore,  to  have  the  question  of  remedial 
legislation  decided  on  the  theory  of  protecting  the  so-called  "weak 
road"  at  the  expense  of  the  so-called  "strong"  one,  or  to  refuse  to 
give  reasonable  protection  to  the  weak  road  because  the  result  may 
be  that  a  few  roads  get  a  larger  return  than  the  average.  A  strong 
road  is  not  owned  by  one  person,  but  by  hundreds  of  thousands  of 
people,  and  they  are  entitled  to  the  reward  of  their  patience  and 
courage  in  making  their  original  investments  and  for  their  prudent 
management.  Strong  roads  are  the  ones  that  do  the  great  bulk  of 
the  business  of  the  United  States,  and  they  must  be  encouraged  and 
built  up  to  take  care  of  future  business. 

If  a  strong  road  can  earn  more  than  its  bare  necessities,  there  is 
always  use  for  the  balance  for  improvements  and  additions  needed 
by  a  prosperous  and  growing  people,  and  if  the  issue  of  securities  is 
to  be  approved  by  federal  authority,  the  public  is  amply  protected. 

In  discussing  strong  and  weak  roads,  oftentimes  the  following 
examples  are  given:  In  the  West,  the  Chicago,  Burlington  &  Quincy 
and  the  Chicago  &  Northwestern  are  strong  roads,  and  the  Chicago 
Great  Western,  the  Chicago  &  Alton  and  the  Minneapolis  &  St. 
Louis  are  weak  roads.  In  the  South  the  Atlantic  Coast  Line  is  a 
strong  road,  and  the  Seaboard  Air  Line  is  a  weak  one.  In  the 
southwest,  the  Atchison,  Topeka  &  Santa  Fe  is  a  strong  road,  while 
the  Chicago,  Rock  Island  &  Pacific  is  a  weak  road.  In  the  East, 
the  Delaware,  Lackawanna  &  Western  and  the  Jersey  Central  are 
strong  lines,  and  the  Erie  and  the  New  York,  Ontario  &  Western  are 
weak  roads;  and  other  examples  can  be  given.  We  all  know,  how- 
ever, that  roads  that  were  called  weak  25  years  ago  have  mth  growth 
of  the  country  developed  and  have  grown  strong  under  the  business 
customs  then  permitted  to  railroads  and  to  other  people. 


KETUBN  OF  THE  RAILEOADS  TO  PRIVATE  OWNERSHIP.       1386 

With  somewhat  the  same  freedom  of  action  and  with  governmental 
encouragement  under  the  proposed  remedial  laws  no  doubt  the 
same  thing  will  occur  again,  so  that  so-called  ''weak  roads"  will  in 
time  become  stronger.  The  statement  is  made  that  if  the  country 
has,  under  existing  laws,  permitted  a  railroad  to  be  built  and  people 
have  located  upon  it  and  established  industries  and  developed 
agriculture,  it  must  in  some  way  be  kept  going  and  service  given  to 
the  public,  and  rates  must  be  made  in  order  to  produce  this  result. 
In  most  cases  service  must  be  given — because  rarely  can  the  roads  be 
torn  up  and  abandoned,  but  the  making  of  rates  sufficient  to  give 
service  to  an  unfortunate  or  weak  road  is  very  different  from  the 
making  of  rates  sufficient  to  pay  a  return  to  the  unwise  or  unfortunate 
investor  in  an  unsuccessful  enterprise. 

There  is,  however,  in  the  minds  of  some  the  fear  that  if  the  so- 
called  "weak  roads"  are  protected  through  rates,  a  few  so-called 
"strong  roads"  may  earn  too  much,  and  therefore  some  method 
must  be  devised  to  prevent  any  alleged  excessive  earnings  by  con- 
solidating the  weak  with  the  strong  roads,  or  by  taking  away  from 
the  strong  roads  earnings  above  some  figure  to  be  named  by  law. 

Before  this  policy  is  adopted,  if  it  is  right  to  adopt  it  at  all,  the 
value,  the  property  investment  account,  and  the  amount  of  capital 
issued  for  the  various  roads  should  be  analvzed  carefully.  Before 
any  effort  is  made  to  take  from  the  so-called  "strong  road"  some  of 
its  earnings  for  the  benefit  directly  or  indirectly  of  the  so-called 
"weak  road,"  the  capital  account  of  the  latter  must  be  fairly  adjusted 
to  all  conditions  and  restated  in  accordance  with  those  conditions. 
On  such  restatement  of  accounts  the  public  will  receive  the  necessary 
service  and  some  return  be  rnade  to  the  owners  of  the  property, 
although  not  as  great  as  to  the  owners  of  the  so-called  "strong  roads." 

But  surely  in  trying  to  furnish  service  to  the  public  on  railroads 
that  have  very  little  business,  are  badly  located,  or  badly  constructed, 
that  service  ought  not  to  be  obtained  by  taking  away  the  just  rewards 
of  far-sightedness,  industry,  prudence,  hard  work,  and  energy  that 
have  built  up  the  successful  railroads  of  the  past. 

Is  not  the  fear  that  some  so-caUed  "strong  roads"  wiU  earn  too 
much  magnified  ?  And  is  not  too  much  weight  given  to  this  thought 
in  considering  sound  plans  of  remedial  legislation  ? 

In  1917  the  class  1  roads  which  had  a  deficit  as  the  result  of  purely 
railroad  operations  (and  which  were  not  affiliated  with  or  controlled 
by  other  systems)  represent  only  about  1  per  cent  of  the  operating 
revenues  of  the  178  class  1  roads  of  the  country,  which  indicates  that 
the  use  of  the  weak  roads  as  represented  by  earnings  are  a  very 
small  proportion  of  the  total. 

West  of  Chicago,  for  example,  there  are  only  the  Minneapolis  & 
St.  Louis,  the  Chicago  &  Alton,  the  Chicago  Great  Western  and  the 
Rio  Grande  properties  that  may  be  classed  as  distinctly  weak  in 
comparison  with  others.  With  the  growth  of  the  country  and  with 
a  readjustment  of  rates  and  expenses,  which  must  be  made  if  any 
road  is  to  survive,  these  roads,  too,  will  improve. 

Attached  is  a  statement  showing  for  the  roads  named  the  mileage 
owned,  the  property  investment,  the  net  capital  securities,  the 
just  compensation  fixed  from  the  United  States  Railroad  Administra- 
tion, the  property  investment  per  mile  of  track,  the  capital  stock 
per  mile  of  track,  the  funded  debt  per  mile  of  track,  the  total  capita 
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per  mile  of  track,  tho  oompousation  ptM'  mile  of  track,  the  rate  ot 
return  on  property  investment,  and  the  rate  of  retm-n  on  capital 
investment. 

The  track mik^  is  used  as  a  unit,  because  it  is  obvious  that  a  road 
with  four  tracks  is  much  more  valuable  per  road  mile  than  a  road 
with  one  track:  also  because  the  number  of  second  and  third  trades, 
sidetracks,  yards,  terminals,  etc.,  on  a  road  has  a  vital  bearing  on 
its  power  to  serve  the  public  and  earn  money. 

Compare  the  results  for  the  Burlington,  a  so-called  "strong 
road."  and  the  Great  Western,  a  so-called  "weak  road": 


Cbicago, 
Burlington 
&  Quincy 
Railroad. 


Chicago 

Great 

Western 

Railroad. 


Propertv  invesrinent.  per  mile  of  track $36, 544  i  $65, 654 

Capital  ivr  mile  of  t  n\ck 21, 472  j  63, 4S6 

Compou^ation  per  mile  of  track 2, 510  1, 476 

Rate  of  return  ou  property  investment tV  87  j  2. 25 

Rate  of  return  on  capital 11.69  |  2.32 

Rate  of  return  on  Chicag  i  Great  Western  equalized  property  investment 4. 04 


The  just  compensation  of  the  Burlington  produces  6.87  per  cent 
on  the  property  investment — certainly  not  an  excessive  retm'ii;  for 
the  Great  Western  2.25  per  cent — a  low  return. 

But  in  comparing  the  Burlington  and  Great  Western,  an  analysis 
of  the  property  investment  should  be  made.  As  I  just  stated,  the 
prc>perty  investment  per  mile  of  track  on  the  Burlington  is  836. 511, 
and  on  the  Great  Western  S65.561.  Mile  per  mile,  a  track  of  the 
Great  Western  is  of  no  greater  value  to  the  owner,  or  of  greater  use 
to  the  public  than  is  a  mile  of  track  of  the  Burlington.  This  is 
evidenced  by  the  fact  that  the  just  compensation  per  mile  of  track 
based  on  results  for  the  tlirec^year  test  period  is  82,510  for  the 
Burlington  and  81,176  for  the  Great  Western.  If,  therefore,  the 
Great  Western  property  investment  account  is  put  ou  the  same 
basis  as  the  Burlington,  the  figure  is  873,121,255.01,  as  compared 
with  its  book  value  of  8131. 367.181,  or  a  difference  of  858,215,928.96, 
and.  on  this  revised  basis  a  little  over  1  per  cent  is  earned  on  its 
equj\lized  property  investment  accomit.  Four  per  cent  may' not  be 
all  that  the  o^^^lel■s  of  the  Great  Western  would  like  to  receive,  but  is 
there  any  good  reason  in  public  policy  or  in  public  morals  why 
somethmg  should  be  taken  away  from  the  Burlington  and  given  to 
the  Great  Western  ? 

If  the  rates  and  expenses  are  adjusted  so  as  to  give  to  the  Great 
Western  net  earnmgs  about  requivalent  to  its  just  compensation,  it 
will  still  have  enough  to  maintain  and  operate  its  property  and  give 
service  to  the  public  and  pay  a  moderate  return  to  its  ownei-s. 

On  the  same  basis  of  rates  and  expenses,  the  Burlington  will  earn 
6.87  per  cent  on  its  property  investment,  but  11.69  per  cent  on  its 
capitiilization,  because  its  capitalization  per  mile  of  track  is  only 
821,172,  as  compared  vdth.  863,186  for  the  Great  Western.  The 
return  to  the  Burlington  is  not  excessive  or  beyond  what  many 
wisely  planned,  carefully  financed  and  economically  managed  indus- 
trial enterprises  earn  m  the  western  States,  where  the  Burlington 
property  lies. 


RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1387 

Or,  to  put  it  another  way,  if  the  capital  account  of  the  Great 
Western  is  restated  on  the  same  basis  per  mile  of  track  as  for  the 
Burlington  the  Great  Western  capital  account  is  S42,963,540,  as 
compared  with  the  outstanding  capital  of  $127,031,115,  and  its  just 
compansation  of  S2, 953,450  is  7  per  cent  on  its  adjusted  capitalization. 

Or,  to  put  it  still  another  way,  capital  issues  per  mile  of  track  for 
the  Burlington  are  only  S2 1,472,  with  a  compensation  per  mile  of 
track  of  82,510,  or  11.69  per  cent.  If,  however,  the  Burlington 
issued  capital  to  the  same  extent  that  the  Great  Western  has — 
$65,486  per  mile  of  track — its  compensation  would  produce  only 
4  per  cent,  instead  of  11.69  per  cent.  The  latter  figure,  of  course,  is 
the  result  of  very  conservative  financing,  low  capitalization,  and 
careful  and  progressive  management  by  the  Burlington. 

Compare  again  the  results  on  the  Lackawanna,  which  is  one  of  the 
roads  which  has  been  spoken  of  frequently  in  this  investigation,  and 
the  Ontario  &  Western,  on  which  I  happen  to  be  a  member  of  the 
board  of  directors: 


Delaware, 

Lacka- 
wanna & 
Western 
Railroad. 


New  York, 
Ontario  & 
Western 
Railroad. 


Property  investment  per  mile  of  track I       $81, 434 

Capital  per  mile  of  track 53, 962 

Compensation  per  mile  of  track ■  6, 035 

Rate  on  property  investment 7.41 

Rate  on  capital 11.18 

Rate  on  Ontario  &  Western  equalized  property  investment 


$97,238 

94,291 

2,204 

2.27 

2.34 

2.70 


The  just  compensation  gives  the  Lackawanna  7.41  per  cent  on 
property  investment  and  the  Ontario  &  Western  only  2.27  per  cent, 
but  as  I  have  just  pointed  out,  the  property  investment  per  miJe  of 
track  for  the  Ontario  &  Western  is  S97.238,  as  compared  with  $81,434 
for  the  Lackawanna.  Mle  per  mile  the  track  of  the  Ontario  &  We  st- 
ern is  not  as  productive  to  its  owners  or  as  useful  to  the  countrj^  as  the 
tracks  of  the  Lackawanna,  and  this  is  shown  by  the  figures  for  the 
just  compensation,  $2,204  per  track  mile  for  the  Ontario  &  Western 
and  $6,035  per  track  mile  lor  the  Lackawanna. 

If  the  Ontario  &  Western  property  account  was  restated  on  the 
same  basis  as  the  Lackawanna,  it  would  be  $77,739,000  instead  of 
$92,826,000,  as  at  present,  and  its  just  compensation  of  82,103,589 
would  give  it  nearly  3  per  cent  return.  This  is  not  a  very  large 
return,  but  is  there  any  reason  why  an3^thing  should  be  taken  from 
the  earnings  of  the  Lackawanna  property  in  order  to  compensate  the 
owners  of  the  Ontario  &  Western  property  for  an  investment  that 
has  not  the  same  elements  of  strength  and  success  that  the  Lacka- 
wanna has  ? 

If  the  capital  issues  of  the  Ontario  &  Western  were  put  on  the  same 
basis  as  for  the  Lackawanna,  the  outstanding  capital  for  the  Ontario 
&  Western  would  be  $51,513,744,  as  compared  with  890.012,567 
capital  issued,  and  the  just  compensation  would  produce  4  per  cent 
on  the  equalized  capital  issue. 

(The  statement  submitted  by  Mr.  Ehiott  follows:) 
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And  other  examples  could  be  given,  but  those  are  the  two  that  I 
worked  out  to  emphasize  the  point  in  my  mind,  that  it  does  not  seem 
in  line  with  our  American  practice  and  with  the  spirit  with  which  we 
built  up  these  great  railroads  and  made  them  the  great  servants  of 
the  public  that  they  now  are. 

The  Chairman.  The  bill  which  you  presented  leaves  blank  the 
plan  for  adjustment  of  wage  disputes. 

Mr.  Elliott.  With  regard  to  that,  Mr.  Esch,  in  our  original  bill 
we  started  out  with  providing  a  board,  or  for  a  board,  on  which  there 
shoidd  be  equal  representation  of  the  employees,  of  the  management, 
and  of  the  public.  We  have  not  developed  in  detail  in  this  paper 
that  is  presented  to  you  a  labor  bill,  because  we  understood  that 
Members  of  Congress  were  at  work  on  that  same  proposition. 

The  Chairman.  We  are  open  to  suggestion  from  all  sources, 
however. 

Mr.  Thom.  May  I  say  a  word  ? 

Mr.  Elliott.  Certainly. 

Mr.  Thom.  I  would  like  to  explain  there  that  on  account  of  the 
delicacy  of  the  relations  between  the  railroads  and  their  employees, 
that  we  have  been  advised  by  persons  in  whose  judgment  we  have 
confidence,  that  we  had  better  wait  and  let  a  plan  come  from  some 
other  source,  that  probably  woidd  come  with  more  hope  of  ultimate 
success  than  if  we  sponsored  it,  and  it  is  for  that  reason  that  we  are 
waiting  to  see  what  we  will  get  from  some  other  source. 

The  Chairman.  Very  well. 

Mr.  Elliott.  That  emphasizes  the  great  importance  of  something 
being  done. 

The  Chairman.  And  it  is  your  conclusion  that  transportation 
must  remain  continuous  ? 

Mr,  Elliott.  I  think  so,  in  the  interests  of  the  people. 

The  Chairman.  And  to  that  end  you  believe  that  compulsory 
arbitration  is  a  necessity  ? 

Mr.  Elliott.  I  believe,  as  I  said  in  my  direct  statement,  that  the 
genius  of  the  American  people  can  devise  some  method  that  will 
produce  that  result. 

The  Chairman.  You  intimated  in  your  first  remarks  that  the  power 
that  controls  the  rate  should  be  the  power  that  regulates  the  wage  ? 

Mr.  Elliott.  Eventually,  yes;  it  should  be  taken  into  account. 

The  Chairman.  That  being  true,  it  would  be  lodged  in  the  Inter- 
state Commerce  Commission  ? 

Mr.  Elliott.  Finally,  yes. 

The  Chairman.  Do  you  believe  that  would  be  a  practical  plan? 

Mr.  Elliott.  I  believe  that  there  ought  to  be  some  intermediate 
body  to  take  up  all  of  these  questions  of  wage  disputes.  When  that 
body  certifies  a  conclusion  to  the  commission,  they  must  take  account 
of  it. 

The  Chairman.  As  I  recollect  it,  your  regional  commission  would 
be  the  primary  body  that  would  take  up  these  wage  disputes  ? 

Mr.  Elliott.  We  have  not  suggested  in  our  plan  that  the  regional 
commission  should  take  that  up. 

Tne  Chairman.  And  would  it  be  advisable  to  have  a  decision  of 
an  intermediate  commission  on  wage  disputes,  with  appeals  to  a 
central  body  here  ? 

Mr.  Elliott.  I  shoidd  doubt  the  wisdom  of  too  many  boards  dis- 
cussing the  wage  matter.     As  far  as  possible,  I  think  the  disputes 
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should  be  settled  on  the  railroads  where  the  men  are  at  work,  with 
an  appeal  to  some  central  body. 

The  Chairman.  The, tendency  in  the  last  year  or  two  with  regard 
to  wage  disputes  on  railroads  is  not  to  dispose  of  them  on  a  single 
line  or  system,  but  country  wide.     That  seems  to  be  the  tendency. 

Mr.  Elliott.  That  is  a  verj^  marked  tendency. 

The  Chairman.  Would  jou  think  that  a  reason  why  you  should 
eliminate  the  regional  commissions  or  subordinate  bodies? 

Mr.  Elliott.  I  should  eliminate  these  subordinate  bodies,  for  the 
reason  that  if  a  wage  board  is  maintained,  it  should  be  a  wage  board 
to  acquire  and  accumulate  all  information  as  to  wages,  and  sit  all 
over  the  country,  just  as  the  Interstate  Commerce  Commission  has 
been  a  body  to  acquire  and  accumulate  information  as  to  rates  and 
conditions  all  over  the  country,  so  that  when  a  decision  was  made  by 
this  national  wage  board,  it  would  take  into  account  all  parts  of  the 
country  and  make  it  harmonious  for  the  whole  country,  not  neces- 
sarily making  the  same  wage  in  northern  Maine  as  they  would  make 
in  central  Ohio,  but  they  would  take  into  account  all  the  precedents 
that  would  gradually  be  established,  and  they  could  act  more  intelli- 
gently, I  believe,  than  if  you  had  seven  or  eight  or  nine  boards. 

The  Chairman,  You  think  a  permanent  personnel  for  a  wage  board 
is  b?tter  than  one  selected  for  a  given  dispute? 

Mr.  Elliott.  I  think  there  should  be  a  permanent  personnel  which 
would  acquire  by  its  own  experience  knowledge  of  the  whole  situa- 
tion and  all  that  has  happened  in  the  past,  and  have  a  continuous 
record  of  the  whole  thing.  I  do  not  say  that  individual  disputes 
might  not  be  settled  in  a  given  territory  by  a  temporary  arbitration 
board.  There  is  nothing  to  prevent  that,  but  so  far  as  the  Govern- 
ment establishing  a  tribunal  is  concerned,  I  think  it  should  be  a 
national  tribunal. 

Mr.  Denison.  Mr.  Elliott,  do  you  believe  at  all  in  the  principle  of 
profit  sharing  on  railroads  ? 

Mr.  Elliott.  I  am  very  doubtful,  Mr.  Denison,  about  the  wisdom 
of  profit  sharing  in  producing  the  results  that  we  all  want.  I  ac- 
knowledge that  in  a  manufacturing  enterprise,  where  the  manage- 
ment and  the  men  are  very  close  together,  and  all  in  one  community, 
and  where  the  personal  touch  between  the  management  and  the  men 
is  pretty  close,  and  where  until  recently  at  least  the  change  in  em- 
ployees has  not  been  so  very  great,  that  there  is  something  to  be  said 
in  favor  of  the  profit-sharing  idea. 

I  am  inclined  to  think  that,  with  regard  to  the  great  public  utility 
companies,  who  have  a  great  many  men  employed,  the  men  would 
prefer  to  have  their  wages  fixed  and  know  what  they  are  going  to 
receive,  rather  than  to  have  some  possible  future  payment  made  to 
them.  They  do  not  know  what  it  will  be.  In  other  words,  they 
would  rather  have  their  wage  fixed  for  the  service  performed,  and  to 
know  what  their  wage  was,  rather  than  to  have  this  hypothetical 
profit. 

Mr.  Denison.  I  had  in  view,  in  asking  the  question,  only  the  idea 
of  permitting  the  employees  of  the  road  to  share  by  some  arrange- 
ment in  some  of  the  excess  earnmgs,  if  there  should  be  excess  earn- 
ings, as  a  reward  for  efficiency  and  continuation  in  service,  without 
interruption,  or  something  of  that  sort. 
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Mr.  Elliott.  I  think  that  woukl  be  very  sound,  if  you  knew  you 
would  have  the  same  employees  year  in  and  year  out,  and  if  they  were 
all  animated  by  the  same  desire  to  do  good  work  in  the  same  direc- 
tion. 

And  another  thing,  Mr.  Denison,  men  are  different  on  an  individual 
road,  and  under  any  profit-sharing  system  they  would  have,  it  seems 
to  me,  to  give  to  A  his  share,  based  on  some  plan,  as  well  as  to  give  it 
to  B,  although  A  may  have  been  a  very  inefhcient  man,  while  B  was 
a  very  strong,  hard-working  man.  So  the  poor  man  would  get  just 
the  same  reward  in  a  profit-sharing  scheme  as  a  good  one. 

Mr.  Denison.  That  is  true  as  to  the  the  compensation  that  he  gets  ? 

Ml".  Elliott.  Yes;  that  is  true  as  to  the  compensation  that  he 
gets.  I  admit  that.  And  another  thing,  in  any  general  profit-sharing 
scheme,  if  you  throw  the  roads  together,  as  some  have  suggested,  you 
would  be  taking  part  of  the  earnings  of  the  men  on  the  roads  that 
earn  well,  and  giving  them  to  the  roads,  or  the  men  on  the  roads,  that 
are  operated  at  a  loss. 

Mr.  Denison.  I  had  reference  to  applying  the  principle  to  the 
individual  roads. 

Mr.  Elliott.  I  think  it  would  be  very  difficult  in  practice.  I  have 
talked  to  a  good  many  men  about  profit  sharing  on  the  railroads, 
and  I  have  not  found  any  very  marked  desire  on  their  part  to  have 
it.  They  prefer  to  laiow  what  their  wages  are  going  to  be,  and  not 
be  expecting  something  that  they  can  not  tell  what  it  is  going  to  be, 
and  perhaps  be  asked  to  share  in  a  loss,  if  there  is  a  loss. 

Mr.  Denison.  Do  you  happen  to  know  whether  or  not  it  would 
meet  with  the  approval  of  the  brotherhoods  and  other  railroad  organ- 
izations of  employees  to  have  profit  sharing  on  one  road  that  would 
not  be  available  on  another  ? 

Mr,  Elliott.  I  do  not.  I  do  not  know  what  the  views  of  the 
brotherhoods  are  about  that  in  recent  years.  When  I  was  nearer  to 
that  subject,  five  or  six  years  ago,  some  of  the  labor  men  that  I 
talked  to  were  opposed  to  profit  sharing. 

Mr.  Denison.  Of  course,  that  would  necessarily  result  in  employees 
on  one  road  making  more  than,  employees  on  another  road  ? 

Mr.  Elliott.  Yes;  there  would  be  great  inequalities,  and  poor 
roads  could  not  pay  their  men  as  much,  under  the  profit-sharing 
scheme,  as  the  good  roads. 

The  Chairman.  If  there  are  no  further  questions,  we  thank  you, 
Mr.  Elliott. 

Mr.  Elliott.  May  I  submit  one  other  thing,  Mr.  Esch,  in  regard 
to  Burlington  stock  issue  ? 

The  Chairman.  Yes,  sir. 

Mr.  Elliott.  Mr.  Plumb  stated  that  during  the  period  from  1900 
to  1910  the  Chicago,  Burlington  &  Quincy,  the  Chicago,  Milwaukee  & 
St.  Paul,  the  Chicago  &  North  Western,  the  Great  Northern,  the  Illinois 
Central,  and  the  Southern  Pacific  Railroads  gave  away  in  bonuses  to 
their  stockholders  more  than  $250,000,000.  The  actual  dividend 
disbursements  on  this  excess  capital  for  the  year  1913  alone  amounted 
to  more  than  $11,000,000,  he  said.  I  happen  to  be  on  the  executive 
committee  of  the  Burlington,  and  I  telegraphed  our  people  in  Chicago 
to  give  me  the  facts  as  to  the  stock  issues  oi  the  Burlington,  which  are 
as  loUows : 
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The  only  changes  in  the  Burlington's  capitalization  from  June  30, 
1910,  down  to  the  present  date,  have  been  25,584  shares,  which  were 
exchanged  for  convertible  bonds  par  for  par.  They  had  to  be  taken 
that  way  under  the  wording  of  the  bonds. 

The  Chairman.  One  hundred  dollar  shares  ? 

Mr.  Elliott.  One  hundred  doUar  shares;  and  98,346  shares  were 
offered  to  stockholders  at  par  and  paid  for  at  par.  That  was  on 
January  17,  1901,  and  the  stock  was  selling  above  par.  So  that  the 
stockholder  got  in  that  exchange  about  $3.50  excess  if  he  chose  to  sell 
his  right  to  subscribe,  but  even  counting  that  the  average  dividend 
of  the  Burlington  from  1900  to  1910  was  about  7h  per  cent.  The 
right  to  subscribe  was  worth,  at  the  time  that  that  98,000  shares 
were  put  out,  from  $3  to  S4  per  share,  depending  upon  the  fluctuation 
of  the  market;  so  that  a  stockholder  who  did  not  want  to  subscribe 
could  sell  his  right  and  get  the  equivalent  of  an  added  dividend  of  $3 
or  so.  But,  addmg  that  to  the  average  dividends  of  the  company 
from  1900  to  1910,  it  brought  up  the  total  dividend  to  about  7^  per 
cent. 

And  on  the  New  Haven  I  would  like  to  make  a  brief  statement  in 
regard  to  that,  because  Mr.  Plumb  also  mentioned  that  company. 
The  New  Haven  has  a  total  capital  stock  of  8157,117,900.  It  has  been 
paid  for  in  cash,  and  $43,503,533.29  more.  Some  of  this  stock  was 
put  out  in  1904  at  125  and  some  in  1906  at  195.  In  1906  and  1907 
there  was  exchanged  for  consolidated  debentures,  $200  worth  of 
debentures  being  turned  in  for  $100  worth  of  stock,  and  in  1910  and 
1911  stock  was  put  out  at  105  and  over.  So  in  the  case  of  the  New 
Haven  the  actual  cash  paid  in  was  far  and  away  in  excess  of  the 
amount  of  stock  outstanding  on  the  company's  books. 

The  Chairman.  1  wonder  if  either  you  or  Mr.  Thom  could  present, 
as  a  part  of  your  statement,  the  same  statistics  with  reference  to  all 
the  other  roads,  included  in  Mr.  Plumb's  charge  ? 

Mr.  Bledsoe.  I  think  one  road  at  least  has  made  its  own  state- 
ment, and  1  would  say  that  1  have  sent  out  to  each  of  the  roads 
affected  a  copy  of  Mr.  Plumb's  statement,  and  there  are  two  or  three 
other  replies  in  the  office;  but  some  of  them  are  so  far  away  that  the 
replies  will  probably  not  get  here  until  some  time  next  week. 

The  Chairman.  They  can  aU  be  summarized,  then,  at  one  time  ? 

Mr.  Bledsoe,  I  think  so. 

Mr.  Thom.  Yes. 

The  Chairman.  Very  weU.  Recess  until  Monday  until  10  o'clock 
for  the  committee,  but  not  for  this  hearing.  This  hearing  will  be 
resumed  at  2  o'clock  Monday. 

(Whereupon  at  5.16  o'clock  p.  m.  the  committee  adjourned  to 
meet  at  2  o'clock  p.  m.,  Monday,  August  25,  1919.) 
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Committee   on   Interstate   and   Foreign   Commerce, 

House  of  Representatives, 

Monday,  August  25,  WW. 

The  committee  met  at  2  o'clock  p.  m.,  Hon.  Edward  L.  Hamilton 
(acting  chairman)  presiding. 
Mr.  Hamilton.  Mr.  Elliott,  you  may  now  proceed. 

STATEMENT    OF    MR.    HOWARD    ELLIOTT,    PRESIDENT    AND 
CHAIRMAN     OF     THE     EXECUTIVE     COMMITTEE     OF     THE 
'  NORTHERN  PACIFIC  RAILWAY  CO.— Resumed. 

Mr.  Elliott.  Mr.  Chairman,  you  had  six  hours  of  us  on  Friday, 
and  as  it  was  after  5  o'clock  T  did  not  finish  all  I  was  anxious  to  say, 
and  with  your  permission  I  will  make  a  few  brief  comments  on  some 
other  features  of  the  situation  that  I  did  not  discuss  on  Friday. 

In  our  plan,  and  I  think  in  a  number  of  the  plans,  it  has  been 
suggested  that  there  be  some  protective  step  taken  to  care  for  the 
welfare  of  the  roads  until  such  time  as  the  regulatory  bodies,  whoever 
they  may  be,  shall  permit  the  bringing  of  income  from  earnings  more 
nearly  up  to  the  necessary  outgo;  and  I  want  to  emphasize  to  you 
the  importance,  to  m7v"  mind,  of  that  kind  of  protection  in  the  interest 
of  preserving  the  integrity  of  the  American  railway  systems,  not 
soleh"  because  of  the  interest  of  the  owners,  but  to  keep  the  general 
system  going  and  make  it  better  and  better. 

I  have  here  a  statement  showing  the  results  for  the  first  six  months 
of  1919  of  a  number  of  important  railroads  and  the  percentage  of  the 
just  compensation  that  the  roads,  which  I  will  name,  earned  in  the 
six  months. 

The  New  Haven  earned  4  per  cent  of  its  just  compensation.  The 
Boston  &  Maine  5.3  per  cent.  The  Baltimore  &  Ohio  had  a  deficit. 
The  Central  of  New  Jersey  earned  19.6  per  cent.  The  Erie  had  a 
deficit.  The  Lehigh  Valley  earned  12.3  per  cent.  The  New  York 
Central  68.4  per  cent.  The  Pennsylvania  Lines,  east,  21.5  per  cent. 
The  Pennsylvania  Lines,  west,  21.2  per  cent. 

All  roads  in  the  L^nited  States  earned  39.8  per  cent.  The  New 
England  roads  had  a  deficit  and  I  will  comment  later  on  the  New 
England  situation  a  little  more  in  detail,  because  that  is  a  veiy  serious 
situation. 

Of  some  of  the  important  western  roads,  the  Burlington  in  the  six 
months  earned  59  per  cent  of  its  just  compensation.  The  North- 
western, 38.4  per  cent.  The  Milwaukee  had  a  deficit.  The  Great 
Northern  earned  21.2  per  cent.  The  Northern  Pacific  earned  46.9 
per  cent.  The  Santa  Fe  66.8  per  cent.  The  Rock  Island,  28.2  per 
cent.  The  Southern  Pacific,  57.5  per  cent.  The  Union  Pacific  130.3 
per  cent. 

So  of  all  those  important  roads,  only  one  earned  its  just  compensa- 
tion and  anything  over. 

In  New  England,  as  I  sav,  the  situation  is  very  serious,  and  here  is 
a  preliminary  talmlation  sTiowing  the  steam  railroads  in  New  Eng- 
land, with  the  exception  of  the  Boston  &  Albany  which  is  lumped  in 
with  the  New  York  Central  and  not  included  here.  This  statement 
includes  the  Bangor  &,  Aroostook,  the  Boston  &  Maine,  the  Central 
New  England,  Central  Vermont,  the  Maine  Central,  the  New  Haven, 
and  the  Rutland. 
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The  annual  average  operating  revenues  for  those  roads  in  the  test 
period — that  is,  the  three  }  ears  ending  June  30,  1917 — were,  in  round 
figures,  $156,280,000.  Tlieir  e^tpenses,  taxes,  and  those  joint  facility 
and  equipment  rentals'  that  the  Government  pavs  averaged  $122,- 
193,000,  leaving  a  net  income  of  $34,086,000.     ' 

Mr.  WiNSLOw.  Will  you  repeat  that,  please  ? 

Mr.  Elliott.  The  operating  revenues  for  all  of  the  New  England 
railroads  combined,  leaving  out  the  Boston  &  Albany,  for  the  test 
period  averaged  $156,280,000.  The  expenses,  taxes,  and  such  equip- 
ment and  joint  facility  rents  as  are  paid  for  by  the  Government 
totaled  $122,193,000,  leaving  a  net  railwav  income  from  operation 
of  $34,086,000,  or  21.8  cents  out  of  each  dollar. 

The  annual  result  during  Federal  control,  the  average,  has  been 
that  earnings  or  operating  revenues  increased  to  $205,374,000,  but 
the  expenses  increased  to  $200,645,000,  leaving  $4,729,449,  or  2.3 
cents  out  of  each  dollar  as  compared  with  21.8  cents  out  of  each 
dollar  during  the  test  period,  and  those  figures  are  based  on  the  rates 
and  the  rates  of  pav  up  to  July  1,  and  since  then  there  have  been 
other  increases  made,  and,  as  you  know,  other  increases  are  being 
discussed  now. 

Mr.  Thom.  Increases  in  what  ? 

Mr.  Elliott.  In  wages. 

Now,  the  railroads  have  some  nonoperating  income  from  miscella- 
neous sources,  but  even  if  we  add  that  we  get  this  situation:  As  I 
have  just  stated,  the  annual  average  for  the  test  period  for  the  New 
England  roads  was  $34,086,000.  If  we  add  in  durmg  Federal  control 
all  sources  of  revenue  for  the  New  England  roads,  we  have  the 
$4,729,000  from  operation,  we  have  a  nonoperating  income  of  $6,496,- 
000,  or  a  ^ross  income  of  $11,225,000.  The  deductions  from  gross 
income  which  the  New  England  roads  ought  to  pay  if  they  are  to  give 
any  return  is  $35,151,000,  leaving  a  deficit  after  deductions  of  $23,- 
936,250. 

This  shows  what  must  be  the  fate  of  the  New  England  railroad 
corporations  if  their  properties  are  returned  without  an  adequate  in- 
crease of  revenue  or  a  continuation  of  the  compensation  until  some 
readjustment  is  brought  about. 

Based  on  the  figures  for  the  six  months  of  1919,  the  net  results  of 
Federal  operation  of  the  New  England  railroads  during  the  present 
year  will  be  a  deficit  of  $3,000,000  over  and  above  the  total  guaran- 
teed compensation,  or  a  total  loss  to  the  Government  of  $37,000,000. 

Now,  I  emphasize  that  as  the  strongest  illustration  of  the  need 
in  this  legislation  of  considering  some  protection  while  the  readjust- 
ment is  going  on.  Some  may  say,  "Well,  your  valuations  are  all 
wrong  and  you  are  not  entitled  to  much,  if  any,  return." 

Here  you  have  nearly  8,000  miles  of  railroad  on  which  practically 
nothing  is  being  earned  to-day.  It  is  not  a  question  of  a  dividena. 
It  is  a  question  of  not  getting  any  return  at  all.  Mr.  Prouty  is  the 
best  judge  of  whether  the  capital  accounts  or  the  securities  accounts 
of  the  New  England  roads  are  overstated,  and  before  the  House 
Committee  on  Appropriations,  on  February  3  last,  he  said  this:  The 
chairman  of  that  committee  said  to  Mr.  Prouty: 

What,  roughly,  do  you  estimate  the  value  of  the  railroads  of  America  to  be? 

Mr.  Prouty.  Well,  we  have  not  gone  far  enough  so  that  I  can  make  any  estimate 
from  results.  The  capitalization  of  the  railroads  of  this  country,  reduced  to  a  normal 
basis,  I  do  not  know  exactly.     Do  you  know,  Mr.  McGinty? 


1396       RETUEN   OF  THE  RAILROADS   TO  PRIVATE  OWNERSHIP. 

Mr.  McGiNTY.  About  $20,000,000,000,  I  should  say. 

Mr.  Prouty.  It  is  less  than  that.  The  value  will  run  somewhere  between 
$15,000,000,000  and  $20,000,000,000. 

Mr.  GiLi.ETT.  Did  you  say  the  value  or  the  capitalization? 

Mr.  Prouty.  The  capitalization  is  more  than  that:  the  capitalization  is  somewhere 
between  $18,000,000,000  and  $20,000,000,000. 

Mr.  GiLLETT.  You  think  that  will  be  larger  than  the  value? 

Mr.  Prouty.  That  depends  on  the  section  of  the  country. 

Mr.  GiLLETT.  I  meant  as  a  whole. 

Mr.  Prouty.  As  a  whole  it  is  likely  to  be,  but  for  New  England  I  do  not  think  it 
will  be. 

Mr.  MoNDELL.  That  will  also  be  the  case  with  most  of  the  large  trunk  lines? 

Mr.  Prouty.  It  depends  on  where  the  trunk  line  is  located.  The  Kansas  City 
Southern  is  pretty  good  illustration  of  a  certain  kind  of  railroad.'  That  railroad  was 
built  about  1896  or  somewhere  along  there.  The  capitalization  of  that  road  was 
$99,000,000  while  the  actual  cost  of  it  was  somwehere  around  $50,000,000,  and  the 
cost  of  reproduction,  less  depreciation  and  plus  the  value  of  its  lands,  was  about  the 
same.  The  Kansas  City  f^outhern  contends  that  there  are  other  elements  of  value 
which  make  its  value  equal  its  capitalization.  Still,  in  my  own  opinion. the  value  of 
that  road  is  materially  less  than  the  capitalization.  On  the  other  hand,  taking  the 
Boston  &  Maine.  I  am  satisfied  that  the  cost  of  reproduction,  less  depreciation  and 
plus  the  value  of  lauds,  will  exceed  the  capitalization. 

Since  then  a  tentative  valuation  of  the  Boston  &  Maine  has  been 
reached,  and  it  seems  to  bear  out  the  assertion  that  it  will  be  more 
than  the  par  value  of  the  securities.  The  New  Haven  valuation  is 
not  yet  completed,  but  there  are  many  indications  that  its  valuation 
will  be  in  excess  of  the  par  of  its  securities. 

So  here  are  these  8,000  miles  of  railroad  that  to-day  are  prac- 
tically, under  present  adjustment  of  rates  and  wages,  not  receiving 
anything.  _  . 

A  few  years  ago  I  made  a  careful  computation  showing  that  there 
were  about  100,000  employees  on  the  New  England  steam  transporta- 
tion lines  at  that  time;  and  as  near  as  I  could  figure  it,  there  were 
75,000  owners.  It  does  not  seem  as  if  the  adjustment  was  right. 
Every  one  is  glad  to  have  the  100,000  employees  get  better  wages, 
but  it  does  not  seem  right  that  the  75,000  security  holders  on  these 
8,000  miles  of  railroad,  which,  in  my  judgment,  will  prove  to  be 
worth  $800,000,000  or  $1,000,000,000  should  get  nothing,  and  it 
emphasizes  the  very  great  necessity  of  some  protection  while  we  are 
going  tlu'ough  the  reconstruction  period  that  must  follow  after  our 
war  is  fhially  closed  up. 

Now,  you  go  to  a  more  so-called  prosperous  road  with  which  I  am 
familiar,  the  Northern  Pacific.  The  results  for  the  year  1919,  as 
near  as  I  can  estimate  it  to-day,  assuming  there  wiU  be  no  further 
increases  in  wages,  will  enable  that  road  to  earn  the  interest  on  its 
bonds  plus  a  very  small  contribution  to  its  dividend.  It  could  not 
keep  up  its  diviclend  if  the  relation  between  rates  taken  in  and  wages 
paid  out  continue  on  the  present  basis. 

In  our  plan,  as  you  know,  we  have  suggested  that  some  method  be 
adopted  to  cure  that  kmd  of  a  difficulty,  and  I  m-ge  it  not  because  of 
the  so-called  large  stockholder  but  for  the  small  stockholders  all  over 
the  country.  The  Northern  Pacific  has  28,493  stockholders,  an  in- 
crease of  1,135  since  the  24th  of  March.  The  New  Haven  has  over 
28,000  shareholders,  and  the  stock  is  very  widely  distributed. 

The  next  point  I  want 

Mr.  WiNSLOW.  Mr.  Elliott,  will  you  permit  an  interruption  there  ? 
Do  you  think  that  the  committee  can  look  on  the  New  England  situ- 
ation as  a  whole  in  framing  any  general  legislation  ? 
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Mr.  Elleott,  I  think,  Mr.  Winslow,  you  have  got  to  consider  the 
New  England  situation  as  a  whole.  When  it  comes  to  what  will  be 
the  ultimate  disposition  of  the  roads  in  that  territory,  you  open  the 
door  to  a  very,  very  difficult  question.  There  are  some  who  advo- 
cate gomg  back  to  the  plan  that  was  tried  out  seven  or  eight  years 
ago,  of  putting  all  the  steam  railroads  in  New  England  under  one 
company.  That  was  the  plan  that  Mr.  Mellen  advocated,  and  it 
had  some  advantages;  but  the  Government  took  the  position,  as 
you  know,  that  it  was  not  a  good  plan  and  we  had  the  long  drawn  out 
dissolution  proceedings  and  we  are  now  trying  to  get  that  finally 
wound  up  and  adjusted.  Others  take  the  position,  and  I  incline  a 
little  to  that  view  myself,  that  the  best  health  for  New  England  and 
the  best  health  for  the  New  England  roads  would  be,  if  it  could  be 
brought  about,  to  do  with  some  of  the  propeities  what  has  already 
been  done  with  the  Boston  &  Albany  road,  that  they  be  a  part  of  one 
of  the  great  trunk  lines;  that  there  would  be  greater  benefit  to  the 
people  of  New  England  if  New  England  could  have  two  or  three 
great  systems  there  which  were  closely  afiiliated  with  some  of  the 
longer-haul  roads  outside  of  New  England;  but  I  have  not  felt  that 
that  was  a  matter  that  could  be  settled  by  congressional  act.  I 
think  time  and  events  have  got  to  develop  that. 

The  pomt  I  am  making  to-day  is  that  the  situation  is  so  serious 
as  to  income  and  outgo  that  it  seems  to  me  it  puts  upon  Congress  the 
burden,  so  far  as  it  has  the  power,  of  trying  to  arrange  while  this 
reconstruction  period  is  gomg  on  so  these  roads  can  live,  of  bringing 
the  relation  of  income  and  outgo  a  little  more  as  it  used  to  be  prior 
to  the  war. 

Mr.  Winslow.  Are  you  familiar  with  the  Maine  Central  road  in 
the  last  8  or  10  years? 
'  Mr.  Elliott.  Well,  I  know  something  about  it. 

Mr.  Winslow.  How  does  its  condition  to-day  compare  with  its 
condition  before  Government  operation  ? 

Mr.  Elliott.  Very  bad,  mdeed.  The  Maine  Central,  I  am  sorry 
to  say,  has  not  been  able  to  make  any  kind  of  a  showmg  during  that 
period. 

Mr.  Wenslow.  Can  you  fairly  set  forth  the  general  changes  that 
have  taken  place  in  that  road  in  respect  of  its  financial  condition  ? 

Mr.  Elliott.  I  could  not  with  the  figures  I  have  with  me  to-day, 
]VIr.  Winslow,  but  I  want  to  ask  permission  to  submit  as  a  part  of  my 
testimony  a  very  complete  statement  about  that.  What  I  have  just 
read  is  simply  a  digest  showing  the  results  for  New  England  as  a 
whole;  but  .the  statement  to  be  filed  will  show  the  results  on  each 
one  of  the  New  England  roads  for  the  test  period  and  for  the  period 
during  Government  control,  and  that  will  set  forth  the  results  of  the 
Bangor  &  Aroostook  and  the  Maine  Central,  and  each  one  of  them 
independently.  But  I  do  Imow  of  my  own  knowledge  that  during 
governmental  control  both  the  Bangor  and  the  Aroostook  and  th 
Maine  Central's  results  have  been  extremely  unsatisfactory,  even 
more  so  than  the  Boston  &  Mame  and  the  New  Haven. 

The  statement  referred  to  by  Mr.  Elliott  is  as  follows: 


1398       RETURN   OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

The   Need   of  the  New  England  Railroads   for  Remedial   Legislation  by 

Congress. 

Data  compiled  under  the  direction  of  the  following  conference  of  representatives  of 
New  England  railroads: 

Gordon  Abbott,  chairman  reorganization  managers,  Boston  &  Maine  Railroad. 

George  W.  Anderson,  former  member  of  the  Interstate  Commerce  Commission,  and 
trustee  of  the  Boston  Railroad  Holding  Co.'s  interest  in  Boston  &  Maine  stock. 

Edward  G.  Buckland,  president  New  York,  New  Haven  &  Hartford,  Central  New 
England  &  Rutland  Railroad  Cos. 

Howard  Elliott,  chairman  committee  on  intercorporate  relations,  board  of  directors, 
New  York,  New  Haven  &  Hartford  Railroad  Co. 

John  Henry  Hammond,  acting  president  Bangor  &  Aroostook  Railroad  Co. 

Henry  J.  Hart.  \ice  president  Bangor  &  Aroostook  Railroad  Co. 

James  H.  Hustis,  temporary  receiver,  Boston  &  Maine  Railroad'. 

Morris  McDonald,  president  Maine  Central  Railroad  Co. 

James  L.  Richards,  member  of  executive  committee,  board  of  directors,  New  York, 
New  Haven  &  Hartford  Railroad  Co. 

Edward  C.  Smith,  president  Central  Vermont  Railway  Co. 

The  purpose  of  this  statement  is  to  show:  (1)  A\Tiat  mil  be  the  financial  condition 
of  the  railroads  of  New  England  if  returned  to  their  owners  without  increase  of  revenue 
or  remedial  legislation  by  Congress:  (2)  that  the  present  compensation  guaranteed 
by  the  Government  should  be  continued  until  such  remedies  have  become  effective. 

The  statistics  presented  combine  the  results  of  operation  for  the  Bangor  &  Aroostook, 
Boston  &  Maine,  Central  New  England,  Central  Vermont,  Maine  Central,  New  Haven, 
and  Rutland  roads  for  the  "test  period"  (July  1.  1914,  to  June  30,  1917,  inclusive) 
and  for  the  18  months  of  Federal  control  (Jan'.  1,  1918,  to  June  30,  1919,  inclusive). 
Similar  statistics  for  each  of  these  companies  separately  are  annexed  to  this  statement. 

Note.— The  Boston  &  Albany,  being  leased  to  and  eperated  by  the  New  York  Central,  has  not  been 
included. 

During  Federal  control  expenses  haA'e  increased  so  much  more  proportionately 
than  revenues  that  there  is  not  now  enough  left  to  keep  the  railroads  solvent. 

New  England  railroads  combined. 


Operating  revenues . 

Operating  expenses. 
Taxes. 


Equipment  and  joint  facility  rents. 
Total  operating  expenses,  etc. 


Total 

Miscellaneous  income. 


Net  Federal  income 

Percentage  net  Federal  income  to  operating  revenues. 


Annua  1 
average  for 
test  period. 


$157,931,753 


123,111,873 


34, 819, 880 
22 


Annual 
average  dur- 
ing Federal 

control. 


$207,575,037 


190,404,131 
7,183,614 
5, 142, 847 


202,730,592 


4,844,445 
363,928 


5, 208, 373 
2 


In  other  words,  out  of  every  dollar  received  from  railroad  operations  in  New  England 
the  companies  would,  if  the  properties  were  now  returned  to  them,  be  compelled  to 
pay  out  98  cents  for  operating  expenses,  taxes,  joint  facility  and  equipment  rentals, 
and  would  be  able  to  retain  only  2  cents  to  meet  interest,  rentals,  and  other  fixed 
charges. 
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Chart  I. — Distribution  of  each  dollar  of  operating  revenues  combined  New  England 

railroads. 

$1  of  operating  revenue: 

Average  of  test  period  (1915-1916-1917)—  Cents. 

Balance  available  for  fixed  charges 22 

Taxes,  joint  facility  and  equipment  rentals 8. 2 

Material  and  miscellaneous  expenses 19.9 

Fuel 9.5 

Labor 40. 4 

Average  of  18  months'  Federal  control  (Jan.  1,  1918-June  30,  1919)— 

Balance  available  for  fixed  charges 2.3 

Taxes,  joint  facility  and  equipment  rentals G 

Material  and  miscellaneous  expenses 24. 9 

Fuel 13 

Labor 53.  8 

To  help  meet  these  charges  the  railroad  corporations  have  had  non operating  income 
(received  from  investments,  rentals,  etc.)  which,  added  to  net  Federal  income,  pro- 
duced a  gross  income  as  follows: 

Neiv  England  railroads  combined. 


Net  Federal  income 

Nonoperating  corporate  income 

Gross  corporate  income. . 


Annual 
average  for 
test  period. 


$34, 819, 880 
7, 794, 948 


42,614,828 


Annual 
average  dur- 
ing Federal 

control. 


$5, 208, 373 
6,511,236 


11,719,609 


With  this  gross  income  the  companies  must,  when  the  properties  are  returned,  pay 
fixed  charges  which  can  be  closely  estimated  from  the  following  table  showing  these 
charges  for  the  "test  period"  and  for  the  18  months  of  Federal  control. 

New  England  railroads  combined. 


Gross  corporate  income 

Deductions  from  gross  corporate  income  (interest,  rentals,  and  other  fixed 
charges,  excluding  di\'idends) 

Surplus  or  deficit  after  deductions 


Annual 
average 
for  test 
period. 


$42,614,828 
32,967,506 


9, 647, 322 


Annual 
average 
during 
Federal 
control. 


$11,719,609 
35,065,632 


123,346,023 


1  Deficit. 

Chart  IL — Financial  situation  of  combined  New  England  railroads  based  on  actual 

operating  results. 
Annual  average  of  test  period : 

Gross  corporate  income $42,  614,  828 

Interest,  rentals,  and  other  fixed  charges,  excluding  dividends 32,  967,  506 

Surplus 9,  647,  322 

Annual  average  of  18  months,  Federal  control: 

Gross  corporate  income 11,  719,  609 

Interest,  rentals,  and  other  fixed  charges,  excluding  dividends 35>  065,  632 

Deficit '. 23,  346,  023 

This  means  that  the  New  England  railroads  will  be  bankrupt  if  their  properties 
are  returned  without  immediate  and  adequate  increases  of  revenues  or  a  continuation 
of  the  compensation  until  remedial  legislation  is  enacted 

The  far-reaching  effect  of  such  a  bankruptcy  is  evident  from  the  fact  that  the  total 
interest-bearing  obligations  of  the  New  England  railroads  in  the  hands  of  the  public 
are  in  excess  of  half  a  billion  dollars. 

The  present  dependence  of  the  railroads  on  the  guaranteed  compensation  is  strik- 
ingly shown  in  the  following  chart: 
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Chart  III. — Relation  of  net  Federal  income  to  guaranteed  compensation,  combined  New 

England  railroads. 
Annual  average  of  test  period : 

Annual  compensation  guaranteed  New  England  railroads,  based  on 

test  period  1915,  1916,  1917  (100  per  cent) $34,  819,  880 

Annual  average  of  18  months  Federal  control: 

Amount  by  whicli  Railroad  Administration  failed  to  earn  annual 
guaranteed  compensation 29,  611,  507 

Net  Federal  income  (15  per  cent) 5,  208,  373 

The  reason  for  the  transition  to  a  heavy  deficit  during  the  18  months  of  Federal 
control  is  apparent  from  the  following  comparison  with  the  test  period  of  the  important 
items  of  expenses  and  revenues.  For  purposes  of  comparison,  -the  chart  also  shows 
work  performed  dming  each  of  the  periods. 

Chart  IV. — Increases  in  chief  items  of  expenses,  revenues,  and  units  of  work,  combined 
New  England  railroads. 

[Flush  lines  represent  annual  averages  for  test  period.    Indented  lines  represent  amounts  and  percentages 
of  increases  of  period  of  Federal  control  over  test  period.    Total  figures  are  shown  in  appendixes  B  and  C.) 

Labor 163,  818,  703 

75.1  per  cent 47,  902,  676 

Fuel                14,960,984 

IZC  80.3  per  cent 12,  013,  429 

Material  and  miscellaneous  expenses 31,  475,  536 

64.3  per  cent 20,  232,  803 

Freight  revenues 88,  427,  633 

C:    32.8  per  cent 29,  013,  446 

Passenger  revenues 52,  501,  208 

28.13  per  cent 14,  998,  749 

Ton  miles 7,  504,  430,  273 

12.6  per  cent 949,  384,  912 

Passenger  miles 2,  741,  803,  662 

10.2  per  cent 279,  002,  980 
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Mr,  WiNSLOw.  Would  it  be  fair  to  say  that  the  Maine  Central  was 
an  illustration  of  a  road  which  was  going  along  pretty  well  and  satis- 
factorily to  all  its  creditors  and  its  stockholders  before  the  war  ? 

Ml'.  Elliott.  It  would. 

Mr.  WiNSLOw.  And  it  is  equally  true  that  now  they  are  in  the 
chutes,  so  to  speak. 

Mr.  Elliott.  They  are  in  a  very  serious  situation,  and  the  Bangor 
&  Aroostook,  in  a  way,  is  even  a  more  marked  evidence  of  that, 
because  that  is  a  little  country  road,  as  you  know,  up  in  northern 
Maine,  handling  potatoes  and  pulp  wood  and  lumber  and  a  miscella- 
neous lot  of  merchandise.  They  had  what  were  called  very  low 
wages,  but  the  living  up  there  is  very  simple,  and  with  their  wages, 
which  were  lower  than  we  pay  on  the  trunk  lines,  and  with  the  rates 
they  were  then  getting,  the  Bangor  &  Aroostook  was  developing  very 
nicely  and  they  were  looking  forward  with  a  good  deal  of  hope  and 
encouragement  to  the  future  of  that  road;  but  since  the  imposing 
upon  that  road  of  the  standardized  wages  and  the  other  costs  that 
have  flowed  from  war  conditions,  I  do  not  know  what  they  are  going 
to  do.     They  are  in  very  bad  condition. 

Mr.  WiNSLOW.  I  do  not  know  whether  you  would  have  this  par- 
ticular knowledge,  but  I  would  like  to  ask  you  the  question  never- 
theless, and  that  is,  if  it  is  a  matter  of  common  judgment  that  the 
Maine  Central,  for  instance,  has  not  had  its  property  kept  up  under 
Government  management  anything  like  as  well  as  it  was  under 
private  management  ? 

Mr.  Elliott.  I  could  not  testify  as  to  that,  Mr.  Winslow,  because 
I  have  not  been  over  the  road  since  the  Government  took  charge  and 
I  do  not  know. 

Mr.  Winslow.  But  it  does  stand  forth  as  a  road  which  under  Gov- 
ernment direction  has  gone  from  the  class  of  successful  roads  to  the 
class  of  roads  which  have  failed  to  carry  its  charges. 

Mr.  Elliott.  It  does. 

Mr.  Winslow.  Is  that  typical  of  any  considerable  number  of  roads 
of  reasonable  importance  ? 

Mr.  Elliott.  Oh,  yes.  As  I  just  read  you,  all  these  New  England 
roads  show  that,  and  you  can  pick  out  roads  through  the  Middle 
West  where  they  are  not  earning  anywhere  near  their  just  compen- 
sation, 

Mr.  Winslow.  Of  course,  some  of  us,  as  you  know,  put  a  soft  pedal 
on  the  New  England  roads  when  it  comes  to  speaking  about  condi- 
tions, even  before  Government  control. 

Mr.  Elliott.  I  understand  that. 

Mr,  Winslow.  But  I  wanted  to  draw  the  attention  of  the  com- 
mittee to  the  facts  and  to  bring  out  the  further  fact  that  such  a  road 
as  the  Maine  Central  was  going  to  be  clearly  in  bad  condition  because 
of  the  management  under  which  it  found  itself. 

Mr.  Elliott.  I  think  that  is  a  fair  statement.  The  Maine  Central 
was  a  tidy  little  local  road  getting  along  very  nicely,  my  recollection 
is  paying  6  per  cent  dividends,  and  taking  care  of  its  country  and 
giving  satisfactory  service,  and  under  the  conditions  that  have  grown 
out  of  the  war  and  grown  out  of  Government  control  they  are  not 
able  to  do  that.  Mind  you,  I  am  not  blaming  the  Railroad  Adminis- 
tration, because  they  had  a  very  difficult  problem  to  deal  with,  but 
the  result  of  the  war  conditions  and  the  Government  control  aU  com- 
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bined  turned  the  Maine  Central  from  what  was  considered  quite  a 
good  proposition  into  one  that  is  extremely  doubtful. 

Mr.  WiNSLOW.  So  that  it  raises  up  the  natural,  consequential  con- 
clusion that  if  they  get  increased  burdens  of  one  sort  and  another  it 
will  go  further  behind. 

Mr.  Elliott.  Yes. 

Mi\  WiNSLOW.  Unless  charges  are  made  to  fit. 

Mr.  Elliott.  That  is  right.  There  is  only  a  certain  amount  of 
business  in  Maine,  as  you  know,  and  you  can  not  impose  upon  those 
railroads  indefinitely  a  higher  and  higher  basis  of  cost  of  doing  the 
business  and  get  enough  out  of  the  business  to  pay. 

Mr.  WiNSLOW.  And  referring  again  to  a  little  matter  that  Judge 
Lovett  answered  the  other  day,  I  would  like  to  ask  you  if  in  your 
mind  it  is  of  vast  importance  that  this  committee  and  the  Congress 
of  the  Uiiited  States  should  have  their  eyes  wide  open  to  a  situation 
that  may  arise  of  advancing  costs  on  the  roads  with  no  provision 
made  for  increased  returns  vvhen  they  are  turned  back  ? 

Ml".  Elliott.  That  is  very  serious  and  that  is  why  I  read  these 
figures. 

Ml".  WiNSLOW.  And  as  a  result  the  Government  might  be  the  only 
one  who  would  ever  get  them  under  any  circumstances. 

Mr.  Elliott.  Yes. 

Mr.  Watson.  Can  you  state  if  more  men  have  been  added  to  your 
pay  roll  (I  speak  now  of  the  Northern  Pacific)  since  Federal  control 
than  were  previously  employed. 

Mr.  Elliott.  I  looked  up  some  figures  Saturday,  Mr.  Watson, 
that  had  a  slight  bearing  on  that.  You  understand  that  those  of  us 
who  are  on  what  is  called  the  corporate  side  are  not  in  very  direct 
touch  any  more  with  the  details  of  operation,  although  we  get  more 
or  less  reports;  but  I  did  find  in  my  office  in  New  York  a  statement 
that  has  some  bearing  on  that  situation. 

Air.  Watson.  Would  you  prefer  to  discuss  it  now  or  later? 

Mr.  Elliott.  No;  I  will  give  it  to  you  right  now  since  the  question 
has  been  asked.  It  is  a  statement  showing  the  employees  and  then" 
compensation  on  the  Northern  Pacific  Railroad  for  the  month  of 
May,  1919.  It  shows  the  class  of  employees,  the  number  of  each 
class,  the  hours  or  days  on  duty,  the  compensation,  and  the  same 
information  for  May  of  1918,  and  there  "vvere  no  particularly  different 
conditions  confronting  the  operations  of  the  Northern  Pacific  in 
May,  1919,  over  May  of  1918,  and  the  summary  of  that  statement 
is  as  follows: 

The  number  of  employees  in  1918   vas  32,764  and  in  1919,  35,082. 

The  number  of  hours  of  work  of  those  men  who  are  on  an  hourly 
basis  was  8,101,901  in  1918  and  7,096,613  hours  in  1919,  or  a  less 
number  of  hours.  The  number  of  days  on  duty  of  the  men  whose 
time  was  measured  by  the  day  was  101,848  days  on  duty  in  May, 
1918,  and  104,825  days  on  duty  in  1919.  In  other  words,  there  were 
more  men  and  less  hours  and  less  days.  The  pay  roll  in  May  1918, 
was  S3,294,262.83  and  in  May,  1919,  it  was  $4,310,462.38.  That  is 
the  best  information  I  can  give  you  as  to  the  situation. 

Mr.  Watson.  Would  you  have  been  able  to  operate  with  the  same 
number  of  employees  during  the  war  period  as  you  did  before  ? 

Mr.  Elliott.  I  do  not  know.  I  do  not  believe  we  could  have, 
because  we  lost  a  great  many  of  the  older  employees,  who  went  into 
the  war  service,  and  had  to  take  on  newer  and  greener  men. 
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Mr.  Watson.  In  the  month  of  May,  1919,  what  amount  do  you 
think  it  cost  the  road  in  excess  of  1918 — that  is,  if  you  had  been 
operating  the  road  in  1919?  In  other  words,  how  much  more  did  it 
cost  the  Government  to  operate  the  road  under  its  control  as  com- 
pared with  private  ownership. 

Mr.  Elliott.  I  do  not  beheve  anyone  can  give  you  a  definite 
answer  as  to  that,  Mr.  Watson.  We  have  had  to  assume  that  the 
war  dislocated  the  industrial  machinery,  and  I  have  no  doubt  that 
if  the  corporations  had  been  running  the  raih-oads  during  the  war 
they  would  have  found  many  of  the  same  difficulties.  I  think  the 
Kaih'oad  Administration  has  had  a  very  difficult  task  and  that  they 
approached  it  with  full  energy,  but  they  could  not  overcome  the  im- 
possible. They  did  some  good  work.  I  think  we  could  have  done  a 
little  better,  and  later  on  I  will  point  that  out,  if  you  will  give  me 
the  time,  and  I  believe  that  you  will  agree  on  that  general  subject. 

I  think  you  or  some  other  gentleman  asked  me  in  a  general  way 
Friday  some  question  about  pay  rolls  and  materials.  I  happened  to 
put  in  the  Northern  Pacific  annual  report  for  the  year  ending  Decem- 
ber 31,  1918,  some  figures,  just  as  a  rough  guide,  showing  how  the  war 
conditions  had  increased  costs.  These  figures  show  that  the  pay  roll 
in  January,  1917,  was  $2,346,820.50  and  in  January,  1919,  when  we 
had  the  cumulative  effect  of  the  various  increases  that  had  been 
forced  upon  the  administration,  S4, 156,01 1.39.  The  two  Januaries 
were  very  similar  as  to  climatic  conditions  and  volum,e  of  business. 
That  is  a  dull  month  on  the  Northern  Pacific;  there  is  not  much 
traffic  moved.  There  was  77.9  per  cent  increase  in  the  volume  of  the 
pay  roll  as  measured  by  dollars.  The  material  bill  in  January,  1917, 
was  $2,482,002.93  and  in  January,  1919,  $3,445,628.78,  an  increase 
of  $963,625.85,  or  38.82  per  cent  increase,  showing,  as  I  say,  an 
increase  in  the  labor  bill  that  one  month  of  over  77  per  cent  and  in 
the  material  bill  of  nearly  39  per  cent. 

Mr.  Sims.  The  8,000  miles  of  railroad  cover  what  you  call  the  New 
England  roads  ? 

Mr.  Elliott.  The  steam  railroads  in  New  England;  yes,  sir;  out- 
side of  the  Boston  &  Albany. 

Mr.  Sims.  What  did  you  say  the  amount  of  their  net  return  was  ? 

Mr.  Elliott.  Something  over  $4,000,000. 

Mr.  Sims.  Or  what  per  cent  ? 

Mr.  Elliott.  They  saved  2.3  cents  out  of  each  dollar. 

Mr.  Sims.  In  other  words,  the  Government  had  to  pay  the 
difference? 

Mr.  Elliott.  Yes;  97.7  cents. 

Mr.  Sims.  That  is  just  the  standard  return  and  they  did  not  get  it 
back  from  operation  ? 

Mr.  Elliott.  No. 

Mr.  Sims.  How  much  would  rates  have  to  be  increased  over  what 
they  are  now  in  order  that  the  earnings  would  be  equal  to  the  amount 
of  the  guaranty  ? 

Mr.  Elliott.  We  figured  roughly  the  other  day  that  if  there  was 
no  further  increase  m  wages  and  material  costs,  and  we  hope  that 
there  will  be  some  reduction  in  material  costs,  the  revenues  should 
be  increased  in  some  way  at  least  25  per  cent. 
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Mr.  Sims.  Over  what  they  are  now  ? 

Mr.  Elliott.  Yes,  sir. 

Mr.  Sims.  After  having  been  increased  about  25  per  cent? 

Mr.  Elliott,  There  have  been  quite  a  number  of  increases  m  rates 
in  the  last  two  years. 

Mr.  Sims.  Suppose  that  the  rates  should  be  increased  25  per  cent 
over  what  they  are  upon  the  return  of  the  railroads  to  their  corporate 
owners,  with  the  ability  that  they  would  have  for  economy  in  opera- 
tion and  in  getting  a  greater  amount  of  work  out  of  each  man  and  in 
the  buying  materials,  etc.,  do  you  think  there  would  be  any  danger 
of  bankruptcy  on  those  8,000  miles  if  the  rates  were  increased  by  the 
Government  25  per  cent? 

Mr.  Elliott.  You  would  avoid  the  danger  of  bankruptcy  on  any 
of  those  roads  if  they  got  that  much  increase,  I  think. 

Mr.  Sims.  And  the  Maine  Central,  of  course,  it  would  be  affected  ? 

Mr.  Elliott.  The  Maine  Central  would  come  out  if  they  got  25 
per  cent  increase,  I  think. 

Mr.  Sims.  I  would  trust  your  judgment  on  this  matter  as  much  as 
anybody  that  I  know  of;  do  you  think  that  a  general  increase  of  25 
per  cent  throughout  the  whole  Nation  would  solve  the  question  of 
the  solvency  of  the  roads  upon  the  theory  that  there  will  not  be  a 
further  increase  in  cost  of  supplies  and  wages  ? 

Mr.  Elliott.  I  think  it  would. 

Mr,  Sims,  Some  of  the  witnesses  have  asked  for  the  Government 
guaranty  for  1920,  what  arrangement  do  you  think  would  be  best 
for  the  country  at  large,  to  raise  the  rates  and  turn  the  roads  back  or 
to  turn  them  back  and  continue  the  guaranty  ? 

Mr.  Elliott.  I  should  prefer  to  have  the  rates  raised. 

Mr.  Sims.  From  the  standpoint  of  the  public  interest  as  well  as  the 
interest  of  the  railroad  companies  ? 

Mr.  Elliott.  Yes,  sir;  I  think  it  would  be  a  great  deal  better  if 
you  are  going  to  consider  the  railroad  business  a  business, 

Mr.  Sims.  That  would  not  mean  a  permanent  increase;  there 
might  under  conditions  come  a  reduction  without  disastrous  results 
to  the  country  ? 

Mr.  Elliott.  Yes,  sir;  you  might  find  after  you  tried  it  out  for  a 
year  or  some  period  that  there  would  be  that  tendency. 

Mr.  Sims.  And  the  rates  might  be  reduced  without  bringing  bank- 
ruptcy on  the  railroads  or  without  reducing  the  cost  of  material  and 
labor  by  arbitrary  action  ? 

Mr.  Elliott.  Yes,  sir. 

Mr.  Barkley.  As  a  general  economic  rule,  is  it  not  better  that 
transportation  should  pay  its  own  way  than  that  taxation  should  be 
resorted  to  in  order  to  make  it  remunerative  ? 

Mr,  Elliott.  That  is  my  firm  conviction,  sir, 

Mr.  Sims.  I  do  not  know  just  what  the  deficit  now  is.  Mr.  Hines 
thought  that  it  would  be,  perhaps,  reduced  below  what  it  was  for  the 
first  six  months  of  1919.  Do  you  think  it  reasonable  that  if  the  rail- 
roads continue  under  Government  control  under  guaranty  for  1920 
that  it  might  be  possible  to  wipe  out  the  deficit  and  save  the  taxpayers 
anything  by  increasing  rates  during  this  time  ? 

Mr.  Elliott.  Anything,  of  course,  is  possible.  The  administra- 
tion would  have  to  take  hold  of  it  boldly  and  raise  the  rates  to  meet 
whatever  the    rices  were 
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Mr.  Sims.  Raise  the  rates  25  per  cent? 

Mr.  Elliott.  I  think  they  probably  could. 

Mr.  Sims.  And  continue  the  guarantee  just  as  it  is  and  make  up 
what  they  lost? 

Mr.  Elliott.  I  do  not  think  they  could  make  back  the  amount  of 
the  deficit  now. 

Mr.  Sims.  I  am  assuming  that  at  the  end  of  1919,  perhaps,  the 
deficit  will  not  be  equal  to  what  it  was  for  the  first  six  months  ? 

Mr.  Elliott.  It  is  pretty  hard  to  look  ahead  in  any  business, 
particularly  the  railroad  business,  for  18  months  and  to  make  a 
forecast  as  to  what  the  results  will  be,  because  the  volume  of 
business  varies. 

Mr.  Sims.  With  labor  and  supplies  coming  down  and  with  peace 
conditions,  not  being  interfered  with  by  war  necessities,  will  neces- 
sarily work  out  better  than  they  would  when  interfered  with  by  war 
necessities— I  am  not  asking  it  in  an  inimical  way. 

Mr.  Elliott.  I  understand.  I  say  frankly  that  if  the  Railroad 
Administration  raised  all  its  rates  sufficiently  to  meet  the  increased 
cost  of  materials  and  wages  it  could  probably  make  both  ends  meet. 
I  say  that  as  a  citizen,  not  simply  as  a  railroad  man. 

Mr.  Sims.  If  they  could  only  reimburse  this  deficit. 

Mr.  Elliott.  I  want  to  detam  you  gentlemen  a  moment  on  the 
subject  of  surplus,  which  is  discussed  quite  often,  and  some  people 
have,  I  think,  an  erroneous  idea  as  to  surplus.  I  know  in  my  dis- 
cussions generally,  as  I  travel  around  the  country,  that  people  talk 
about  surplus  as  if  it  represented  a  large  fund  that  was  within  the 
control  of  the  board  of  directors  and  stockholders  and  others.  I 
want  to  give  you  an  illustration  of  that  from  the  Chicago,  Burlington 
&  Quincy,  which  is  one  of  the  roads  pointed  out  very  often  as  a  so- 
called  rich  road.  I  have  here  the  report  of  the  Chicago,  Burlington 
&  Quincy  Railroad  Co.  for  the  year  ending  December  31,  1917,  the 
last  year  of  operation  by  the  owners.  Tlieir  balance  sheet  shows  a 
total  corporate  surplus  of  $213,663,103.57,  an  enormous  sum  of 
money,  and  unless  analyzed,  might  give  the  impression  that  there 
was  a  very  large  amount  of  money  in  it  for  the  owners.  That  sur- 
plus, following  an  analysis,  is  represented  as  follows:  Excess  of  cur- 
rent assets  over  current  liabilities,  December  31,  1917,  was  $26,659,- 
174.90.  Of  that  was  mvested  in  materials  and  supplies  actually  on 
the  road  $15,694,240.51,  leaving  as  balance  of  current  assets  over 
quick  liabilities,  $10,964,934.39.  So  that  great  corporate  surplus  of 
$213,663,103.57  is  represented  by  materials  and  supplies,  $15,694,- 
240.51,  and  the  balance  of  quick  assets  over  quick  liabilities  is 
$10,964,934.39,  and  investment  in  property,  $187,003,928.67.  That 
money  has  all  been  put  back  into  the  Burlmgton  property  during  the 
last  64  years,  this  being  the  sixty-fourth  annual  report  of  the  prop- 
erty. If  you  divide  this  surplus  by  64  you  have  $3,340,000  a 
year,  which  represents  what  the  Burlington,  as  a  business  enter- 
prise, in  a  moderately  successful  career  of  64  years,  has  been  able  to 
retain  after  it  paid  its  expenses,  its  taxes,  its  interest  on  its  debts,  etc. 
It  paid  a  dividend  of  7  per  cent  and  then  8  per  cent  for  a  long  term 
of  years,  with  three  additional  dividends  in  the  last  25  years.  The 
average  dividend  from  1901  to  date  has  been  a  very  small  fraction 
over  9  per  cent  per  year. 
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Suppose  an  individual  worked  for  64  years  and  began  when  16 
yeare  old,  and  he  had  accumulated,  to  use  individual  figures,  S213.000. 
in  other  words,  he  met  his  obligations  and  had  taken  care  of  his 
family  and  been  a  good  citizen  and  had  saved  .?3,300  a  year,  I  feel 
that  he  probably  would  be  well  worth  while.  The  Burlington  has 
tried  to  do  the  same  thmg.  And  a  great  number  of  the  other  large 
companies  have  tried  to  do  the  same  thmg — put  the  money  back 
into  the  property  to  make  the  properties  better,  and  they  have.  In 
that  period  this  particular  road  has  accumulated  a  big  surplus,  as  I 
say — 8213.000,000 — but  it  is  not  in  money,  it  is  all  m  existing  prop- 
erty in  Nebraska,  Iowa.  Colorado,  Montana,  Illinois,  and  Missouri. 
All  around,  it  has  reaUv  been  a  good  citizen,  and  while  it  has  pros- 
pered, it  has  not  beo;un  to  prosper  to  the  extent  that  the  community 
of  which  it  is  a  part  has  prospered.  Practically  every  bank,  every 
manufacturing  enterprise  of  more  or  less  importance,  agriculture, 
and  all  kinds  of  pursuits  all  the  way  from  Chicago  to  the  Rocky 
Momitains  and  from  St.  Louis  to  Montana  have  prospered  far  more 
than  the  Burlington.  But  the  Bmlington  was  able  to  accumulate 
what  is  now  a  very  large  surplus  year  by  year,  essentially  a  very 
large  sum,  and  it  has  been  able  to  do  many  of  the  things  that  the  com- 
munity wanted  it  to  do,  and  by  having  something  over  and  above 
the  actual  necessities  to  do  what  it  ought  to  do  in  the  coimtry. 
Wealthy  to-day  as  the  Burlington  is  considered  to  be — and  I  know, 
because  I  was  with  it  nearly  25  years — it  believes  that  it  is  better,  if 
it  has  any  money  left  over,  to  spend  it  for  grade  separations,  better 
depots,  and  better  sanitary  conditions,  and  an  innimierable  number 
of  other  things  that  ought  not  to  be  always  provided  by  selling  a 
bond  or  selling  stock. 

The  Burlington  has  persistently  pursued  the  policy  of  trying  to 
put  back  into  its  property  a  large  amoimt  of  its  earnings,  and  so  have 
other  successful  roads  throughout  the  West  and  so  in  the  East, 
until  the  last  10  or  12  years,  when  things  became  harder  down  here. 
The  Burlington's  balance  sheets  have  been  discussed  as  one  feature 
of  remedial  legislation.  It  has  grown  strong,  little  by  little,  through 
the  operation  of  its  property.  We  can  not  stand  alone  very  well — 
it  is  just  a  part  of  the  whole.  They  have  gotten  along  and  the  coun- 
try has  gotten  better  service.  Since  my  own  connection  with  the 
Burlington  thev  have  taken  in — I  wish  Mr.  Sweet  were  here,  because 
he  would  remeinber  it— the  C.  &  I.;  C,  B.  X.:  B.  &  W.:  B.  &  X.  W.; 
J.  &  St.  L.:  C,  B.  &  X.  C;  St.  L.,  K.  &  X.  W.:  Old  Haimibal;  K.  & 
W.,  H.  &  S.,  and  I.  &  St.  L.  That  process  of  absorption  went  on  up 
to  the  time  when  it  was  deemed  contrary  to  public  policy  to  do  that 
sort  of  thing.  So  the  Burlington  was  able  to  buy  and  build  itself 
up  in  the  last  25  years  from  a  system  of  -4.200  miles  to  9,200  miles. 
Under  our  plan  we  suggest  that  permissive  consolidation  be  per- 
mitted in  the  future,  subject  to  Federal  regulation,  so  that  there  will 
be  nothing  done  that  will  be  contrary  to  public  policy,  so  that  the 
people  will  not  be  oppressed  in  any  way.  All  the  time  that  this  was 
done  the  rates  charged  were  those  permitted  by  tlie  duly  consti- 
tuted public  authorities.  I  think  that  is  testimony  that  it  is  valuable 
to  the  community  as  valuable  to  the  owners  of  the  properties  to 
permit  the  accimiulation  of  a  surplus  and  that  it  ought  to  be  allowed 
to  continue. 
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The  other  point  that  I  wish  to  direct  your  attention  to  for  a 
moment 

Mr.  Sims  (interposing).  During  the  life  of  the  Burlington  has  it 
ever  gone  through  receivership  or  reorganization  ? 

^Ir.  Elliott.  No,  sir;  it  never  has. 

Mr.  Sims.  And  it  has  never  been  managed  by  an}'  Wall  Street 
banking  house  ? 

Mr.  Elliott.  No,  sir. 

Mr.  Sims.  The  results  indicate  that. 

Mr.  Elliott.  I  do  not  think  that  necessarily  follows. 

Mr.  Sims.  It  is  strongly  indicated. 

Mr.  Elliott.  Take  the  Northern  Pacific,  with  which  I  am  some- 
what familiar;  the  failure  of  the  Northern  Pacific  was  not  due,  in  my 
judgment,  to  anything  wliich  the  Wall  Street  people  did,  but  the 
Wall  Street  people  are  the  ones  who  had  the  credit  and  came  to  the 
rescue  and  put  up  the  money  and  helped  to  make  that  the  great 
system  which  it  now  is. 

Mr.  Sims.  Nobody  has  more  credit  than  those  who  expect  a  profit  ? 

Mr.  Elliott.  They  were  willing  to  take  a  chance.  You  take  the 
New  Haven;  it  was  the  poor  stockholders  who  suffered  the  loss.  The 
pubHc  got  service  right  along. 

Mr.  Sims.  The  New  Haven  is  certainly  getting  along  better  with- 
out Wall  Street  than  it  did  with  it. 

Mr.  Merritt.  It  has  been  suggested  that  one  of  the  objects  of 
having  a  big  surplus  and  turning  the  money  back  into  the  property 
was  that  it  made  new  capital  on  which  interest  could  be  paid.  If  I 
understand  the  economics  of  the  situation  the  surplus  of  the  Bur- 
lington does  not  provide  anything  on  which  anything  is  paid  ? 

Mr.  Elliott.  No;  that  is  the  present  condition.  Many  of  us  feel 
that  the  Burlington  ought  to  have  made  a  slightly  larger  distribution 
to  its  stockholders  or  it  could  have  issued  some  capital  for  a  part  of 
these  improvements,  but  we  recognize  in  our  plan  that  any  issue  of 
securities  has  to  be  supervised  by  some  Federal  power  and  that 
question  vnll  be  thoroughly  digested  before  any  additional  securities 
are  issued.  On  the  stocks  of  the  Burlington  purchased  by  the  Great 
Northern  and  the  Northern  Pacific  there  has  been  about  8155,000,000 
paid  in  dividends  and  about  that  same  sum  put  back  into  the  property 
out  of  earnings.  Those  earnings  were,  as  already  stated,  out  of  the 
current  rates  permitted  by  the  State  and  national  commissions. 

Mr.  Sims.  What  dividends  has  the  Burlington  paid  ? 

Mr.  Elliott.  As  I  have  just  stated 

Mr.  Sims  (interposing).  I  mean  the  percentage. 

Mr.  Elliott.  For  a  long  time  they  wore  on  a  6  per  cent  basis; 
they  got  up  to  7  per  cent,  then  to  8  per  cent,  and  since  1901  they 
have  been  on  an  8  per  cent  basis  with  two  extra  dividends  of  5  per 
cent  each.  The  average  from  1901  down  to  1910  was  9  per  cent 
plus  a  small  fraction.  ^»Ir.  Williams,  in  his  report  on  all  the  national 
banks  in  the  United  States  for  the  period  of  49  years — I  think  I  have 
the  figures  right  here — in  the  49-year  period  from  1869  to  1918,  the 
average  earnings  of  all  national  banks  amounted  to  12.81  per  cent 
on  the  stock,  so  obviously  some  of  the  more  successful  banks  must 
have  earned  higher  than  12.81  per  cent,  to  bring  the  average  up  to 
12.81  per  cent. 

Mr.  Sims.  They  have  no  bonded  indebtedness? 
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Mr.  Elliott.  That  rs  what  they  got  on  their  business.  If  I 
may,  I  want  to  say  a  few  words  upon  what  I  consider  to  be  one 
of  the  great  questions  for  the  country  and  before  Congress  and  with 
which  I  happen  to  be  somewhat  famihar,  and  that  is  what  is  known 
generally  as  the  labor  situation.  It  has  been  my  good  fortune  in  my 
railroad  work  to  have  known  a  great  many  men  in  the  ranks.  I  have 
ridden  a  great  many  miles  in  the  cab  of  an  engine  and  I  have  ridden 
a  great  many  miles  in  the  caboose  car  on  freight  trains.  I  have  sat 
in  telegraph  offices  and  station  agents'  rooms  and  in  shops  up  to  10 
years  ago  and  have  seen  what  is  called  labor  and  had  relations  with 
them  and  I  know  the  kind  of  people  they  are.  They  are  fine  men. 
Some  of  them  make  mistakes,  as  we  all  do,  but  they  are  good  men 
and  they  want  to  do  their  duty. 

No  matter  what  you  do  about  this  great  railroad  question,  it  seems 
to  me  that  it  is  going  to  be  very  essential,  as  I  pointed  out  in  my 
formal  statement,  to  try  to  plan  some  device  that  will  permit  a 
fair  adjustment  of  labor  difficulties.  It  does  not  seem  as  if  it  were 
a  sound  economic  policy  for  the  nation  to  say,  ''We  will  raise  the 
rates  and  then  we  will  raise  wages,"  and  then,  "We  will  raise  the 
rates  and  then  we  will  raise  the  wages."  According  to  my  notion, 
there  ought  to  be  some  machinery  to  adjudicate  that  kind  of  a 
question  of  wages  as  well  as  of  the  rates,  as  I  stated  in  my  formal 
statement.  My  observation  has  been  that  these  strikes  never 
really  accomplish  any  good.  They  hurt  the  employees  and  their 
families,  and  the  same  results,  I  think,  could  have  been  obtained 
for  the  employees  if  we  had  some  better  machinery  for  sitting  down 
and  arriving  at  a  result  by  an  impartial  body  of  men. 

Now,  Mr.  Carter,  director  of  Division  of  Labor  for  the  United 
States  Railroad  Administration,  who  formerly  was  the  head  of  one 
of  the  great  railroad  brotherhoods,  and  whom  I  know  quite  well,  a 
very  thoughful,  careful  man,  wrote  an  article  for  the  Railroad  Age 
which  was  published  December  13,  1918,  in  which  he  commented 
in  a  good  deal  of  detail  about  the  effect  of  Federal  control  of  railroad 
labor.     He  said  among  other  things: 

Unadjusted  grievances  accumulated,  the  feeling  of  oppression  became  more  and 
more  pronounced,  and  with  this  change  of  mental  attitude  of  the  employees  came 
a  decrease  in  efficiency  of  service,  a  lowering  of  morale,  almost  a  complete  absence 
of  esprit  de  corps,  on  more  than  one  railroad. 

There  was  a  great  deal  of  demoralization  toward  the  latter  part  of 
1917.  He  goes  on  to  say  also  that  the  employees  felt  that  distant 
powers,  bankers,  and  others  were  controlling  their  wages  which,  by 
the  way,  is  not  true,  because  in  all  of  my  experience  on  the  Burlington 
and  on  the  Northern  Pacific  and  with  the  New  Haven,  I  never  knew 
the  board  of  directors  to  take  any  position  about  wages  other  than  to 
say  to  the  president  and  the  men  on  the  ground,  "That  is  your  part 
of  the  job;  you  do  what  is  right." 

He  says: 

Even  had  such  a  belief  been  based  upon  error,  the  belief  was  sincere,  and  thereby 
some  railway  employees  reached  the  conclusion  that  their  only  hope  for  relief  lay 
in  a  threatened  strike.  They  were  con\dnced  that  the  strike  alone  was  the  only 
influence  of  employees  recognized  by  those  who  dominated  the  railway  labor  situation. 

Then  he  says: 

The  Government  took  over  the  railroads  with  a  majority  of  employees  mentally 
depressed  and  educated  by  experience  to  believe  in  this  theory,  and  it  has  taken 
time  and  patience  to  convince  that  under  Federal  control  justice  will  prevail  without 
strikes  or  threats  of  strikes. 
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His  wish  was  father  to  the  thought.  That  was  written  in  Decem- 
ber, 1918.  Yet  we  find  the  Government  in  its  earnest  effort  to  give 
the  very  best  possible  working  and  living  conditions  to  the  employees 
has  managed  finally  to  become  confronted  with  just  the  same  diffi- 
culties that  the  private  owners  had.  As  long  as  the  Federal  admin- 
istration could  increase  wages,  the  men  were  happy  and  satisfied 
and  things  went  along.  When  the  time  came  that  they  did  not  think 
they  could  go  as  far  as  that  then  dissatisfaction  came.  We  have 
just  seen  one  quite  severe  strike  of  shopmen  all  over  the  country. 
We  see  to-day  quite  a  serious  upheaval  in  Southern  California  among 
men  on  the  electric  roads  and  employees  on  steam  roads  striking  in 
sympathy.  On  the  steam  railroads  of  the  New  Haven  Co.  we  are 
confronted  with  the  same  kind  of  thing.  On  the  little  New  York, 
Westchester  &  Boston,  although  the  pay  of  the  men  had  just  been 
advanced  25  per  cent,  the  men  walked  out  without  any  notice  to 
the  management  because  they  did  not  think  the  increase  was  fair — ■ 
some  75  or  more  of  them. 

We  had  on  Saturday  109  applications  to  fill  the  places  of  those 
men  at  the  rates  we  offered.  We  can  man  the  road,  but  it  is  inti- 
mated that  if  we  do  man  the  road  and  run  it  the  employees  on  the 
New  Haven  road,  over  which  the  Westchester  runs  for  a  little  dis- 
tance in  New  York  State  will  strike  because  they  do  not  think  it  is 
fail'  for  strikebreakers  to  take  the  places  of  those  men.  They  were 
not  strikebreakers.  We  were  very  particular  about  that  in  our 
advertisement,  we  simply  advertised  the  position  and  what  it  would 
pay.  We  are  running  dummy  trains  back  and  forth,  carrying  no 
passengers,  until  the"  men,  the  new  men,  get  accustomed  to  the 
signals,  rules,  and  so  forth. 

I  am  merely  pointing  out  the  fact  that  strikes  have  come  under 
Government  control,  because  there  are  strikes  in  several  parts  of  the 
country  to  a  very  marked  degree.  The  Government  is  not  safe  from 
strikes.  It  was  Mr.  Esch,  I  think,  who  asked  me  if  I  had  any  views 
as  to  what  might  be  done.  I  have  some  views  which  may  or  may 
not  have  already  been  considered,  but  I  have  seen  a  great  deal  of  the 
labor  situation  and  I  have  known  a  great  many  men,  and  I  have 
never  known  a  strike  in  which  I  participated  in  which  many  of  the 
men  whom  I  knew  did  not,  either  during  the  strike  or  afterwards, 
say,  "We  are  sorry  we  had  to  strike.  We  did  not  want  to  strike, 
but  the  power  of  our  organization  was  so  great  we  did  not  dare  not 
to."  Now,  my  thought  about  it  is  this:  You  regulate — I  say  you, 
the  Congress  regulates,  very  properly,  the  general  method  of  con- 
ducting the  railroad  business  in  so  far  as  capital  is  concerned.  I  think 
there  should  be  some  reasonable  and  proper  regulation  and  pubhcity, 
in  so  far  as  the  men  are  concerned. 

My  thought  has  been  for  a  number  of  years  that  these  great  labor 
organizations  which  are  perfectly  legitimate — there  is  no  reason 
why  they  should  not  organize  and  in  fact  every  reason  why  they 
should,  and  wisely  and  properly  directed,  they  are  a  part  of  the 
industrial  force  and  machinery  of  the  United  States  just  as  much 
as  organized  capital  is.  But  just  as  organized  capital,  we  have 
found,  has  to  be  regulated,  so  I  think  we  have  got  to  regulate  these 
great  labor  organizations,  and  my  thought  has  been  that  a  labor 
organization  should  be  incorporated  just  as  much  as  a  capital  organi- 
zation.    It  should  be  surrounded,  in  that  incorporation,  with  all 
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reasonable  safeguards,  and  all  or  its  papers  of  incorporation,  its 
charters  and  its  by-laws  and  M'hat  it  aims  to  do,  should  be  made 
public  property  just  as  in  the  case  of  a  great  railroad  or  a  great 
industrial  corporation,  and  there  should  be  a  thorough  accounting  of 
all  moneys,  all  that  Ayas  taken  in  and  all  that  was  paid  out;  and  I 
go  a  little  further;  I  think  that  should  all  be  made  public,  possibly 
it  ought  to  be  filed  with  the  Department  of  Labor,  or  somewhere, 
where  it  would  be  just  as  public  to  the  world  as  the  annual  report 
of  the  C.  B.  &  Q.  or  the  Missouri  Pacific,  or  any  other  railroad. 

I  haye  the  feeling  that  a  great  many  men  who  select  a  railroad  as 
a  liyelihood  do  it  because  it  is  an  interesting  business.  It  has  paid 
fairly  weU.  The  rates  may  be  out  of  gear  a  little  now,  but  on  the 
whole  it  has  paid  the  men  fairly  well,  and  they  like  the  business  and 
they  want  to  go  on  with  it  and  they  do  not  like  to  be  forced  out  of  it. 
I  haye  a  feeling  that  something  should  be  said — of  course,  the  men 
should  not  be  told  they  can  not  leave  the  railroad  service ;  that  is  an 
impossible  suggestion,  but  I  can  see  no  reason  why  we  should  not 
say,  "If  you  are  going  to  leave  the  railroad  service  you  must  give 
some  notice,  and  it  must  be  for  some  definite  reason.  If  you  want 
to  leave  the  railroad  service  and  run  a  store,  of  course  you  can  do 
that.  If  you  have  saved  up  enough  money  to  support  your  family, 
of  course  you  can  leave.  If  you  have  saved  up  enough  money  and 
want  to  be  a  teacher  or  something  else,  of  course,  do  that;  that  is, 
if  you  want  to  change  your  occupation,  that  is  all  right:  if  you  are 
not  going  to  work,  however,  you  must  give  us  a  reasonable  time  in 
which  to  fill  your  place;  not  on  our  account  as  owners  of  the  property, 
but  so  that  the  people  as  a  whole  can  get  the  service;  and  we  think 
you  should  not  conspire  as  a  unit  or  all  leave  at  one  time." 

I  can  not  see  why  there  is  any  very  great  conflict  against  sound 
morals  or  sound  public  policy  in  putting  some  such  restriction  on 
these  great  labor  organizations  as  well  as  on  the  great  organizations 
of  capital. 

It  is  only  a  little  while  ago,  and  I  admit  I  was  one  of  the  men  who 
took  that  position — that  is,  a  little  wliile,  it  was  25  years,  as  time  is 
passing — that  we  collected  our  freight  rates  and  said,  "We  collect 
the  money  and  if  we  want  to  give  away  that  money  in  the  form  of  a 
rebate  or  a  pass  that  is  our  business;  it  is  our  money."  The  pubhc 
said,  "That  is  not  fair,"  that  creates  unjust  discrimination,  it  does 
all  sorts  of  harmful  things,  and  the  railroad  men  themselves  came  to 
the  conclusion  that  the  unjust  discrimination  and  the  rebate  and  the 
pass  system  were  bad  things  and  they  have  practically  disappeared 
from  our  methods  of  doing  business. 

Now,  it  does  seem  to  me  that  there  is  not  any  reason  vvhy  you  should 
not  say  something  of  the  same  thing  to  labor.  The  labor  man  says, 
"I  can  do  with  my  own  as  I  would  like,"  which  is  what  we  said,  and 
"if  I  want  to  conspire  with  others  to  stop  work,  that  is  my  business, 
regardless  of  the  effect  on  others."  Now,  that  is  just  as  serious 
and  in  many  ways  more  serious  to  the  great  body  of  the  American 
people,  than  what  capital  ^^•as  doing  10  or  15  or  20  years  ago  when 
it  was  saying  that  "This  collection  from  the  public  is  mine,  and  if  I 
want  to  pay  it  out  in  rebates  or  waste  it  that  is  ni}^  business."  We 
have  got  beyond  that  now,  and  we  say  we  will  subject  oui-selves 
to  reasonable  regulation  on  the  part  of  the  Government  as  to  what 
we  shall  do  with  these  collections. 


EETUKN  OF  THE  EAILROADS  TO  PRIVATE  OWNERSHIP.       1415 

Therefore,  I  think  in  the  interest  of  all  concerned,  the  men  who 
select  these  gi-eat  public  utility  works  for  their  method  of  livelihood 
ought  to  be  willing  to  subject  themselves  to  something  of  the  same 
sort  of  restriction.  If  the  Congress,  or  if  the  country  is  not  ready  to 
go  as  far  as  that,  then  before  a  strike  is  declared,  the  question  at  issue, 
whatever  it  may  be,  should  be  framed  with  great  particularity,  and 
it  should  be  framed  and  subjected  to  some  public  authorityj  not 
simply  by  the  labor  leaders,  but  it  should  be  framed  by  some  one 
who  will  look  at  the  whole  situation  because  sometimes — I  am  not 
familiar  with  it  in  late  years,  but  in  earher  yeai-s  this  ballot  was  put 
out  in  such  a  way  that  the  man  who  got  it  did  not  get  a  clear  con- 
ception of  what  the  issue  was.  It  was  sometimes  put  up  to  him, 
"Will  you  vote  to  support  your  committee  in  the  enforcement  of 
your  just  demands,"  or  language  of  that  sort.  Naturally  he  would 
say,  "Why,  yes,  I  am  going  to  back  up  my  comnaittee,  of  course." 

So  this  question  on  which  the  so-called  strike  vote  is  to  be  taken, 
it  seems  to  me,  in  the  interest  of  the  public,  ought  to  be  framed  in 
such  a  way  that  it  sets  the  issue  out  clearly,  just  as  some  of  these 
chambers  of  commerce  send  out  their  referenda  and  show  the  whole 
situation  with  gi-eat  care.  Then  let  the  men  vote  on  that  by  a  secret 
vote.  And  I  Nvould  go  further,  and  I  would  let  every  married  man 
have  his  wife  vote  because  women  very  often  are  very  much  opposed 
to  strikes  and  they  are  the  ones  who  suffer  in  a  great  strike,  and  I 
would  say  let  the  man  vote,  and  if  he  is  married,  let  his  wife  vote, 
and  let  these  ballots  be  sent  to  some  central  authority  representing 
not  the  labor  organizations,  not  the  raih-oad  company,  but  some  one 
representing  the  pubhc;  and  then  count  them  by  that  impartial 
authority  and  announce  the  results;  and  if  you  do  not  want  to  stop 
strikes  by  law,  let  the  whole  facts  be  laid  before  the  public  and  the 
strike  take  effect  later  on,  if  there  is  a  majority  vote  for  a  strike 
That  will  give  you  time  for  public  opinion  to  act  and  for  the  heat  r.nd 
passion  which  is  always  engendered,  peihaps,  in  such  a  dispute, 
to  calm  down  a  little. 

The  Chairman.  That  is  somewhat  along  the  line  of  the  Canadian 
Trades  Arbitration  Act? 

Mr.  Elliott.  It  is  somewhat  like  that,  yes. 

The  Chairman.  I  do  not  think  they  provide  for  this  method  of 
voting  which  you  speak  of. 

Mr.  Elliott.  No;  I  do  not  think  they  do,  but  my  point  is,  give 
just  the  same  publicity  to  a  dispute  about  v/ages  and  working  con- 
ditions in  these  great  public  utilities  that  we  have  a  dispute  about 
the  port  differentials.  For  instance,  a  gi-eat  row  develops  as  to  the 
relation  of  rates  between  Mobile  and  Baltimore,  and  we  have  hear- 
ings and  we  go  through  all  kinds  of  conferences  to  try  to  get  it  settled, 
but  business  still  goes  on  while  it  is  being  settled.  Now,  when  we 
have  a  great  dispute  about  the  number  of  hours  a  man  shall  work 
or  the  conditions  under  which  he  shall  accept  service  or  the  con- 
ditions under  which  he  shall  be  relieved  from  service,  and  we  get  into  a 
dispute  about  it,  while  we  are  settling  the  dispute  things  get  all  torn  to 
pieces,  and  when  we  get  all  through  with,  to  my  mind,  we  are  no 
better  off  than  if  we  had  some  reasonable  way  of  adjusting  it;  in 
fact,  I  tliink  we  are  worse  off, 

Mr.  Hamilton.  Mi\  Elliott,  how  would  you  go  about  compelling 
the  incorporation  of  a  labor  organization  ? 
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Mr,  Elliott.  I  would  say  that  they  must. 

Mi\  Hamilton.  That  is,  there  could  be  no  aggregation  of  labor 
except  as  an  incorporation. 

Mr.  Elliott.  Yes;  that  is,  on  these  great  public-utility  corpora- 
tions, upon  which  the  life  and  health  of  millions  of  people  depend. 

Mr.  Hamilton.  Then,  as  a  part  of  that  law,  you  would  provide  for 
a  method  of  voting  as  to  whether  there  should  be  a  strike  or  not? 

Mr.  Elliott.  That  is,  if  the  Congress  decided  they  would  not  for- 
bid strikes. 

Mr.  Hamilton.  Yes ;  and  you  would  provide  also  as  to  notice  of 
quitting  employment  by  employees? 

Mr.  Elliott^  Yes. 

Mr.  Hamilton.  In  other  words,  you  would  incorporate  in  that 
law  the  general  details  that  you  have  so  far  recited  here  to  us? 

Mr.  Elliott.  I  would  endeavor  to  do  so,  yes;  some  general  prin- 
ciples.    I  do  not  know  that  you  would  put  in  every  detail. 

Mr.  Hamilton.  I  was  trying  to  get  the  general  plan,  Mr.  Elliott. 

Mr.  Elliott.  Yes. 

Mr.  Hamilton.  Now,  would  there  be  a  penalty  attaching — I  as- 
sume there  would  be — for  an  attempt  to  coerce  or  to  produce  results 
by  incorporated  methods? 

Mr.  Elliott.  I  should  think  you  would  have  to  have  that.  You 
are  discussing  in  Congress  to-day  certain  penalties  for  gentlemen  who 
may  charge  unfair  prices  for  articles  that  ever\^body  has  to  have  in 
order  to  live;  that  is,  the  so-called  profiteers.  You  are  talking 
about  a  jail  sentence  and  fine,  I  believe.  Now,  what  penalty  would 
be  wise,  I  do  not  know.  I  do  not  pretend  to  be  a  publicist  or  law- 
maker, but  it  seems  to  me  some  system  can  be  devised  that  would 
permit  these  industrial  disputes  to  be  settled  without  a  terrific  dis- 
location of  the  business  of  the  whole  countrv  through  a  strike,  with 
what  it  means  to-day  in  our  complicated  civilization.  It  seems  to 
me  it  is  a  very  vital  question,  and  I  am  not  saying  it  because  I  want 
to  have  any  conflict  with  the  great  labor  organizations.  I  have 
always  had  good  relations  with  them  except  in  one  case,  and  my 
experience  has  been  that  the  great  majority  of  men,  if  you  get  right 
next  to  them  and  talk  with  them,  do  not  want  to  strike.  They 
would  rather  work  out  their  disputes  with  their  employers  or  with 
somebody  representing  an  impartial  opinion;  and  that,  gentlemen, 
brings  me  to  another  question,  which  really  follows  the  one  we  have 
been  discussing.  It  is  one  which,  I  think,  Mr.  Watson  touched  upon 
and  perhaps  some  of  the  other  gentlemen  on  Friday,  and  that  is  the 
extent  to  which,  if  the  management  of  the  companies  was  returned 
to  the  owners,  as  was  suggested  by  the  President,  there  would  be  an 
improvement  in  the  methods  of  operation  and  in  the  results  that 
would  flow  from  those  methods.  Now,  Mr.  Merritt  and  Mr.  Win- 
slow  are  both  manufacturers,  and  maybe  some  of  the  other  members 
of  the  committee  are;  I  do  not  know;  but  let  me  suggest  to  them 
that  if  they  were  running  their  respective  manufacturing  enterprises 
at  Stamford  and  Worcester,  or  wherever  they  may  be,  and  they  had 
to  report  all  of  their  doings  to  Washington,  and  Washington  sent  to 
them  from  time  to  time  inspectors,  first  of  one  department  and  then 
of  another  department,  and  told  them  what  to  do,  and  if  there  was 
any  dispute  in  their  various  shops  as  to  methods  of  doing  business 
or  as  to  the  rate  of  wages  they  had  nothing  to  do  with  it;    that  it 
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was  referred  to  some  board,  niade  up  of  very  good  and  intelligent 
men,  but  some  board  in  Washington,  would  they  not  find  that  their 
ability  to  produce  whatever  articles  they  are  making  and  to  get  the 
very  best  conditions  for  their  own  employees  would  be  considerably 
crippled  ?     I  think  they  would. 

Now,  in  the  railroads,  we  have  come  to  the  conclusion  after  a  great 
many  years  of  trial  that  what  is  called  the  divisional  system  of 
operation  produces  the  highest  and  best  results  for  the  employee, 
for  the  public,  and  for  the  owners  as  distinct  from  the  departmental 
system;  that  is  to  say,  we  try  to  have  on  a  railroad  a  division  which 
is  officered  by  a  superintendent,  and  he  is  the  boss  on  that  division 
subject  to  his  next  superior  officer.  He  has  a  mechanical  man  who 
looks  after  the  mechanical  business,  and  he  has  a  track  man  who 
looks  after  the  tracks,  and  he  has  a  traveling  auditor  vdio  looks  after 
the  stations,  and  a  civil  engineer  who  looks  after  the  bridges  and  so 
on.  In  other  words,  he  has  a  staff.  Now,  in  all  the  ordinary  little 
affairs  of  running  that  division,  they  meet  together  and  talk  it  over 
and  try  to  produce  the  very  best  results,  and  the  general  methods  of 
operation  are  laid  down  by  some  central  authority.  If  they  have  a 
little  dispute  in  a  shop,  they  take  it  up  and  try  to  settle  it.  The 
departmental  system  which  some  railroads  have  tried,  and  they 
have  generally  discarded  it  after  they  have  tried  it,  followed  this 
line:  Tliere  was  a  head  man,  we  will  say,  in  Chicago,  if  that  was  the 
headquarters  of  the  road,  who  had  charge  of  all  mechanical  matters; 
another  head  man  had  charge  of  all  maintenance  of  way  matters, 
keeping  up  of  the  track  and  so  on ;  and  another  head  man  had  charge 
of  all  building  of  bridges,  and  another  head  man  had  charge  of  all 
station  service  questions. 

Those  head  men  were  good  men,  but  unconsciously,  each  man 
looking  after  his  department,  wanted  to  make  his  department  abso- 
lutely successful  without  any  regard  for  the  other  departments. 
He  was  a  long  way  from  a  di^'ision  out  in  Nebraska  or  Kansas,  and  I 
have  known  cases,  where  the  dej^artmental  system  was  tried,  where 
a  train  of  live  stock  was  waiting  to  go  and  where  the  superintendent 
who  was  charged  with  the  duty  of  trying  to  get  that  train  of  live  stock 
moved  to  market  asked  the  master  mechanic  in  whose  control  the 
locomotives  were,  for  a  locomotive,  and  he  would  say,  "I  do  not 
think  it  is  necessary  to  send  out  any  locomotive  and  I  won't  give  you 
any  locomotive,"  and  he  would  not,  and  they  had  to  telegraph  to 
the  general  superintendent  and  to  the  general  master  mechanic,  and 
they  had  to  refer  it  finally  to  Chicago  where  the  head  men  were,  and 
they  got  together,  and  after  48  hours  or  60  hours,  they  got  an  answer 
back  to  furnish  the  engine.  That  is  the  departmental  system  run 
wild.  With  the  very  best  men  you  can  get,  if  you  try  to  centralize 
everything  in  Washington,  you  can  not  get  away  from  that  kind  of 
difliculty,  and  that  weakens  your  efficiency  right  away.  There  was  a 
case  which  came  under  my  knowledge  in  the  last  12  months.  One 
of  the  regional  directors,  I  believe,  was  telling  me  about  it,  on  a 
certain  western  railroad  where  there  was  trouble  in  one  of  the  shops, 
a  man  was  sent  from  Washmgton,  unbeknown  to  any  of  the  managers 
of  the  railroad.  He  went  to  that  shop  and  he  sent  for  all  the  foremen 
of  the  shop,  had  them  come  to  an  office  and  excluded  the  men  in 
charge  of  the  shop,  the  division  master  mechanic;  in  other  words, 
went  over  his  head,  and  he  heard  all  the  stories  of  these  gentlemen 
as  to  what  was  wrong  or  what  they  thought  was  wrong. 
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What  was  the  result?  The  discipline  of  that  shop  was  gone. 
There  could  not  be  anything  done  effectively,  because  the  men  would 
say,  "We  are  beholden  to  Mi\  So  and  So  who  comes  from  Washington 
and  not  to  Mr.  So  and  So,  who  is  right  here  on  the  ground."  I  admit 
that  under  any  system  there  will  be  men  who  make  mistakes  if  they 
are  in  positions  of  authority,  but  that  is  much  less  serious  than  to 
try  to  have  everything  run  in  a  gi-eat  big  railroad  from  one  place,  and 
very  much  less  serious  than  to  have  it  run  all  the  way  from  Washing- 
ton. So  I  claim  that  if  the  roads  come  back,  you  may  not  immedi- 
ately get  an  increase  in  efficiency,  but  you  will  stop  the  present  tend- 
ency toward  a  decrease  in  efficiency.  If  the  railroads  come  back  at 
once,  there  is  going  to  be  the  necessity  on  the  part  of  the  owners  to 
pick  up  some  lost  motion.  The  Government  people  have  done  the 
very  best  they  could  under  the  conditions  they  had  to  meet  in  keep- 
ing these  properties  in  order,  but  they  have  not  been  able  to  do  it. 
The  freight  cars  of  the  United  States  are  not  in  good  condition,  and 
as  they  get  back  to  the  home  road,  which  they  may  some  day,  there 
is  an  enormous  amount  of  work  that  has  got  to  be  done  to  put  those 
freight  cars  in  good  condition.  The  same  thing  is  true,  only  to  a 
lesser  extent,  about  some  features  of  track.  There  has  not  been 
enough  rail  laid,  and  the  private  corporations,  if  they  take  charge, 
have  got  to  pick  up  this  lost  motion,  and  for  a  time  that  is  going  to 
mean  the  expenditure  of  a  good  deal  of  money;  but  I  claim  that  in 
the  long  run,  close  personal  supervision  and  the  great  desire  of  each 
man  to  try  to  encourage  his  neighbor  to  do  the  best  he  can,  will  give 
you  a  much  improved  efficiency,  and  in  clue  time  give  you  more 
service  to  the  public  for  less  money  than  if  you  continue  this  highly 
centralized  organization,  although,  as  some  gentleman  pointed  out 
the  other  day,  they  are  made  up  of  just  the  same  men  who  are  going 
to  do  it  if  they  go  back  to  their  private  owners.  But  we  know,  in  our 
own  experience,  that  there  will  be  two  divisions  on  a  railroad,  each 
division  with  the  same  kind  of  engines  and  the  same  kind  of  track, 
and  here  is  this  division  with  a  good  superintendent  and  a  good 
master  mechanic,  and  here  is  that  division  with  the  same  engines 
and  cars  and  tracks  which  will  not  be  as  good  while  the  other  division 
will  do  extremely  well.  Why  ?  Because  you  have  got  good  personal 
supervision  and  the  spirit  of  go  ahead,  get  together  boys  and  push 
it  along.  There  is  only  one  thing,  and  that  is  close  personal  super- 
vision and  the  desire  to  advance  and  the  desire  to  get  ahead  that 
is  going  to  do  the  trick,  and  that,  unfortiniately,  whether  it  is  right 
or  not,  but  it  is  a  fact,  unfortunately,  that  that  has  died  down  a 
good  deal  under  governmental  operation  and  I  am  afraid  can  not  be, 
under  any  system  of  governmental  operation  restored,  and  when 
you  have  2,000,000  men  the  spirit  is  the  thing  that  counts.  There- 
fore, I  claim  that  if  these  roads  come  back  there  will  be  in  time  a  very 
marked  improvement 

The  only  other  ]ioint  I  Avant  to  comment  on  briefly  is  that  I  want  to 
em]:)hasize  the  importance 

Mr.  Sims  (interposing).  Mr.  Elliott,  before  j'ou  take  uv  a  new 
subject,  do  you  or  not  think  that  an  increase  of  25  per  cent  in  freio;ht 
rates  would  seriously  handicap  the  business  of  the  country;  in  other 
words,  could  business  pay  those  rates  without  a  corresponding  set 
back  or  depression. 
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Mr.  Elliott.  There  would  be  some  business,  Judge  Sims,  prob- 
ably, without  any  doubt,  that  might  be  affected,  but  I  have  asked  that 
question  myself  within  the  last  GO  days  of  four  of  the  most  experi- 
enced traffic  men  in  the  United  States  and  they  tell  me  that  they  have 
made  ver}^  careful  revisions  of  some  of  these  rate  schedules  with  the 
idea  of  having  new  rates  put  in,  and  they  tell  me  that  with  proper 
adjustments  as  to  what  are  called  the  differentials,  that  it  can  be  done. 

Mr.  Sims.  I  did  not  mean  alone  as  to  the  freight  handled,  but  the 
effect  it  would  have  on  business  generally. 

Mr.  Elliott.  Yes;  that  is  what  I  am  saying,  that  the  rates  wculd 
not  destroy  the  movement  of  much,  if  any,  business. 

]\fr.  Sims.  In  other  words,  an  increase  of  25  per  cent  would  not 
brmg  on  a  panic  growing  out  of  a  depression  in  business. 

Mr.  Elliott.  1  do  not  think  it  would. 

Mr.  Hamilton.  Would  it  express  itself,  to  any  considerable  ex- 
tent, in  prices;  that  is,  to  an  appreciable  degree? 

Mr.  Elliott.  That  is  also  a  hard  ciuestion,  Mi\  Hamilton,  to 
answer.  I  made  some  calculations  here  that  might  be  of  some 
interest  to  you  on  that  subject.  There  was  a  question  asked  about 
that  the  other  day.  Of  course,  we  must  admit  that  your  aggregate 
freight  bill  is  going  to  be  reflected  in  the  aggregate  cost  of  living. 
There  is  not  any  doubt  about  that,  but  oftentimes  the  amount  of  the 
freight  bill  in  the  cost  of  an  article  is  exaggerated.  We  had  a 
tabulation  prepared  a  few  days  ago  along  these  lines.  In  1913  the 
total  home  trade  of  the  United  States  was  S^32, 100.000,000.  We 
paid  for  imports,  $2,700,000,000,  and  we  sent  abroad  $3,700,000,000, 
or  our  total  United  States  trade  was  $38,500,000,000.  In  1918  that 
had_  grovvn   to   $82,600,000,000. 

]Vli\  Hamilton.  That  is  interstate  and  intrastate  trade? 

Mr.  Elliott.  That  is  everything;  all  kinds  of  trade  in  the  United 
States,  the  way  the  statisticians  figured  it  out,  selling  from  A  to  B 
and  B  to  C,  the  whole  business. 

Mr.  Hamilton.  You  add  the  domestic  trade  and  the  export  and 
import  business  together? 

^Ii.  Elliott.  Yes.  The  home  trade  and  the  imports  and  exports 
amounted  to  $38,500,000,000  in  1913  and  the  volume  of  all  those 
transactions  in  1918  was  $82,600,000,000. 

Mr.  Sims.  -Does  that  include  the  sale  and  resale  of  the  same 
product  ? 

Mr.  Elliott.  I  presume  it  would.  The  total  railroad  revenues  in 
1913  were  $3,102,000,000,  and  the  freight  alone,  or  freight  and  milk, 
was  $2,178,000,000,  while  passenger,  mail,  and  express  revenue  was 
$840,000,000.  That  was  your  transportation  biU  for  doing  this 
$38,500,000,000  business.  That  had  grown  in  1918  to  $5,036,00^0,000, 
freight  and  milk,  $3,557,000,000  passenger,  $1,248,000,000.  Now, 
the  ratio  of  your  total  railway  revenues  to  the  total  trade  of  the 
country  was  8.06  per  cent  in  1913  and  6.10  per  cent  in  1918;  that  is  to 
say,  the  transportation  payment  was  relatively  smaller  in  1918  than 
it  was  in  1913.  If  you  apply  it  to  your  home  trade  alone  it  was  9.66 
per  cent  in  1913  and  7.32  per  cent  in  1918. 

If  you  assume,  as  the  compiler  of  this  statement  has,  that  you 
should  really  only  take  into  account  all  of  the  freight  collections  and 
one-half  of  the  passenger,  on  the  theory  that  the  other  half  was 
purely  pleasure,  the  figures  for  the  total  trade  dropped  down  from 
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6.75  to  5.06  per  cent  for  1918  and  from  8.09  per  cent  for  the  home 
trade  down  to  6.08  per  cent.  This  is  simply  a  rough  and  ready  way 
of  showing  that  apparently  the  total  that  is  being  paid  for  carrying 
on  the  railroads  is  relatively  smaller  to-day,  even  with  the  increases 
in  freight  rates  that  have  already  been  made,  than  in  1913.  Or  to 
put  it  in  another  way,  as  to  the  extent  to  which  your  freight  rates 
might  have  an  effect,  suppose  in  order  to  meet  the  wage  scale,  which 
I  do  not  say  is  not  a  proper  one — but  suppose  we  have  to  get  more 
money  up  to  the  extent  of  $1,100,000,000,  which  is  a  tremendous  sum. 
There  are  110,000,000  people,  roughly,  in  the  United  States.  That 
would  be  $10  a  person  if  each  person  theoretically  .bore  his  or  her 
share  of  the  charge.  If  a  family  of  five  that  would  be  $50  per  family, 
but  of  that  $50  it  would  be  fair  to  deduct  something  because  of  the 
freight  paid  on  import  and  export  stuff  which  does  not  affect  the  daily 
living  of  the  ordinary  man,  so  I  would  say  $50  was  the  maximum. 
Now,  the  request  to-day  which  is  being  considered  by  the  President 
and  Mr.  Hines  for  the  shopmen — I  believe  they  ask  for  a  25  per  cent 
increase  in  pay.  On  the  basis  of  a  68-cent  scale  for  their  machinists, 
that  would  he  17  cents  an  hour  and  with  an  eight-hour  day  that 
would  be  $1.36.  If  they  worked  250  days  in  a  year,  and  railroad 
men  work  nearly  300,  that  would  make  $340,  which  would  be  seven 
times  this  $50  item  that  we  are  talking  about. 

So  I  think  the  effect  of  the  increase  in  the  freight  rates  is  often- 
times exaggerated  in  the  public  mind.  We  must  admit,  of  course, 
that  your  total  freight  bill  has  an  effect  on  the  cost  of  your  total 
commodities,  but  it  does  not  seem  to  me  that  a  raise  of  25  per  cent, 
if  that  is  the  figure,  is  going  to  have  the  effect  that  Judge  Sims  fears 
of  seriously  choking  or  dislocating  business,  although  no  doubt  it  will 
have  some  effect. 

Mr.  Sims.  I  did  not  advance  the  idea  that  I  had  any  fear  of  that 
sort.     I  only  wanted  to  know  what  your  view  about  it  was. 

Mr,  Elliott.  Yes;  I  do  not  think  it  would. 

Mr.  Hamilton.  I  was  interested  more  in  the  effect  on  the  cost  of 
the  unit  of  production  or  consumption.  I  do  not  suppose  there  are 
any  figures  on  that.  For  instance,  take  the  item  of  nails.  Here  is  a 
man  engaged  in  building  and  nails  are  shipped  to  a  local  hardware 
man  and  sold  out  to  the  local  trade.  I  wondered  whether  this 
increase  in  freight  rates  would  express  itself  in  the  price  to  the  ulti- 
mate user  of  the  nails  to  such  an  extent  as  to  cause  a  particular  dis- 
content, or  perhaps  to  such  an  extent  as  to  make  him  conscious  of  it. 

Mr.  Elliott.  My  judgment,  Mr.  Hamilton,  is  that  it  will  not. 
Mr.  Kruttschnitt  produced  some  very  interesting  figures  which  he 
put  in  the  annual  report  of  the  Southern  Pacific  for  1918  right  along 
that  line.     He  did  not  take  nails  but  he  gave  some  other  articles. 

Mr.  Hamilton.  I  mentioned  that  because  that  was  the  first  thing 
that  came  to  my  mind.  We  might  take  pitchforks,  shovels,  or  any- 
thing else  ? 

Mi.  Elliott.  He  says  in  his  report: 

The  popular  impression  of  the  effect  of  an  increase  in  rates  on  living  costs  is  grossly 
exaggerated,  and  there  is  no  doubt  that  the  fear  of  greatly  increasing  living  costs 
influenced  the  public  and  the  Interstate  Commerce  Commission,  through  the  pressure 
of  public  opinion,  to  deny  the  petitions  of  the  carriers  for  higher  rates  to  produce  an 
increase  in  revenue  commensurate  with  the  rises  in  costs  of  labor  and  material.  To 
show  how  slight  a  foundation  exists  for  this  belief,  and  how  exaggerated  is  the  popular 
conception  of  this  influence,  the  following  figures  are  adduced: 
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In  the  period  from  1910  to  1919  the  price  of  dressed  beef  originating  in  Chicago  and 
transported  to  New  York  increased  from  22.5  cents  to  40  cents  per  pound,  or,  expressed 
in  our  smallest  unit  of  value,  175  mills,  while  the  freight  rate  increased  2.4  mills,  or 
only  1.4  per  cent. 

The  price  per  pound  of  ham  and  bacon  transported  between  the  same  points  in- 
creased 205  mills,  whereof  the  increase  in  freight  rate  was  responsible  for  1.5  mills,  or 
only  0.73  per  cent. 

The  increase  in  the  cost  of  a  suit  of  underwear  transported  from  Boston  to  Chicago 
in  the  period  1910  to  1919  was  1,250  mills,  to  which  the  increase  in  freight  rate  con- 
tributed 3  mills,  or  0.25  per  cent. 

A  pair  of  shoes,  transported  from  Boston  to  Chicago  in  the  same  period,  increased 
in  price  3,500  mills,  of  which  the  increase  in  freight  rate  was  responsible  for  6  mills 
or  0.16  per  cent. 

Now,  there  is  this  to  be  said  about  Mr.  Kruttschnitt's  calculation, 
in  fairness  to  him  and  to  everybody  else,  and  that  is  the  increase  of  the 
price  of  the  finished  article.  We  know  there  was  some  added  freight 
paid  on  the  coal  going  into  the  factory  and  the  machinery  going  into 
the  factory,  and  so  on,  which  has  some  effect  on  the  fhial  price,  and 
that  is  why  I  took  this  example.  If  you  increase  your  total  freight 
bill  $1,100,000,000,  the  maximum  you  could  figure  out  would  be  $10 
a  person,  or  possibly  $50  per  family  a  year,  but  on  any  given  unit 
like  nails  or  underwear,  the  increase  is  almost  infuiitesimal.  Of 
course  you  have  got  to  admit  that  on  coal  if  you  make  the  rate  $2 
instead  of  $1  it  is  going  to  increase  the  price  of  coal,  but  spreading  it 
all  over  the  United  States,  the  increase  in  the  freight  necessary  to 
keep  these  railroads  going  and  to  give  the  country  a  good  railroad 
system  I  think  can  be  absorbed  by  the  great  growth  of  our  population 
and  by  activities,  and  as  these  figures  show,  oiu*  total  trade  grew  from 
$38,000,000,000  to  $82,000,000,000  in  four  years,  and  we  are  going 
on  to  grow  some  more,  and  we  want  a  first-class  machine.  It  is  more 
important  to  have  a  good  machine  at  somewhat  higher  rates  than  to 
have  a  poor  machine  at  lower  rates. 

Mr.  Hamilton.  And  have  stability. 

Mr.  Elliott.  And  have  stability. 

Mr.  Sims.  That  was  more  than  an  increase  of  100  per  cent. 

Mr.  Elliott.  Yes,  sir. 

Mr.  Sims.  About  what  per  cent  was  it? 

Mr.  Elliott.  That  figure,  Judge  Sims,  was  that  for  the  calendar 
year  1913;  as  this  statistician  figured,  the  combined  trade  grew  from 
$38,500,000,000  to  $82,600,000,000.  That  is  more  than  twice. 
Twice  would  be  $77,000,000,000. 

Mr.  Sims.  In  other  words,  over  100  per  cent? 

Mr.  Elliott.  Yes. 

Mr.  Sims.  What  was  the  increase  of  the  actual  traffic  moved  by  the 
railroads  during  that  time  ?  *I  mean  the  percentage  in  production, 
and  not  in  the  value  of  production;  that  is,  not  in  the  dollar  measure- 
ment, but  in  the  actual  increased  production  compared  with  1913. 

Mr.  Elliott.  The  number  of  tons  ? 

Mr.  Sims.  The  increase  in  production,  whether  tons,  bushels,  or 
pounds. 

Mr.  Elliott.  I  do  not  know  about  that,  sir.  I  have  not  those 
figures.  I  would  say,  roughly,  that  the  number  of  units  of  transporta- 
tion furnished  had  not  doubled,  because  we  know  there  have  been 
some  increases  in  rates. 

Mr.  Sims.  And,  for  instance,  a  pair  of  shoes  that  you  said  cost  $2.50 
cmt  now  $5  and  $7.50  and  $12.50.     Now,  the  resale  prices,  if  such 
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articles  are  sold  every  time,  do  not  mean  there  would  be  a  freight 
charge  each  time  the  article  was  sold,  and  consequently,  that  is  not 
absolutely  accurate. 

Mr.  Elliott.  No;  it  is  not  absolutely  accurate,  and  I  am  just 
giving  it  as  a  rough  way  of  showing  apparently  that  an  increase  in  the 
freight  is  not  so  serious  as  some  students  of  the  situation  imply. 

Mr.  Montague.  Your  argument,  then,  is  that  an  increase  of  the 
rate  of  freight  will  not  be  reflected  in  the  cost  of  the  article  carried. 

Mr.  Elliott.  It  will  be  reflected  somewhat,  Gov.  Montague,  but 
not  to  the  extent  that  some  fear. 

Mr.  Montague.  Is  not  that  the  argument  of  the  brotherhoods, 
that  it  makes  no  difference  what  the  rate  is  as  it  will  not  be  appreci- 
ably reflected  and  therefore  an  increase  in  their  wages  will  not  be 
thus  detected  ? 

Mr,  Elliott,  I  understand  the  last  argument  of  the  brotherhoods 
is  that  they  want  an  increase  in  wages  because  the  cost  of  living  has 
gone  up,  and  they  have  intimated  that  if  the  cost  of  living  could  be 
put  do^vn,  they  would  not  be  so  insistent  about  an  increase  in  wages. 

Mr.  Montague.  I  did  not  understand  any  of  the  brotherhoods  that 
appeared  before  us  to  take  the  position  that  if  their  wages  were  in- 
creased proportionately  to  the  cost  of  living,  and  if  the  cost  of  living 
should  be  subsequently  brought  back,  they  were  willing  for  a  corre- 
sponding reduction  of  their  wages;  that  their  wages  would  still  stay 
at  the  rate  provided,  irrespective  of  the  fall  in  the  cost  of  living? 

Mr.  Elliott.  I  never  saw  myself  any  comment  by  them  on  that 
question. 

Mr.  Sims.  Their  theory  is  to  operate  without  profit  and  the  dif- 
ference between  operation  without  profit  and  operation  with  profit 
would  be  reflected  in  the  rates. 

Mr.  Elliott,  My  recollection  was  that  Mr.  Warren  Stone  in  one  of 
his  statements  intimated  that  they  felt  there  must  be  an  increase  in 
wages  because  of  the  high  cost  of  living,  and  if  the  high  cost  of  living 
comd  be  checked  or  reduced,  then  the  necessity  for  a  further  increase 
in  the  wages 

Mr.  Montague  (interposing).  You  think,  then,  an  increase  in  the 
freight  rate  is  inevitable  if  we  wish  to  carry  on  the  business  of  this 
country. 

Mr.  Elliott.  I  do,  sir.  We  have  either  got  to  run  the  railroads 
as  a  business  or  take  them  ov^er  and  let  the  Government  run  them. 
As  I  said,  I  look  with  great  apprehension  under  our  system  of  run- 
ning things  to  have  this  enormous  piece  of  machinery  run  as  a  part 
of  the  governmental  machinery,  i  think  the  people  will  get  better 
results  in  the  long  run  if  you  amend  the  regulatory  system,  in  some 
of  the  ways  ttiat  have  been  suggested,  and  let  the  native  ability  and 
the  dash  and  the  push  and  the  spirit  of  hard  work  that  used  to  exist 
in  America  go  ahead.  I  am  sorry  to  say  it  does  not  exist  as  much 
as  it  did,  in  every  direction. 

Mr.  Denison.  Mr.  Elliott,  can  the  statisticians  figure  out  in  an 
intelligible  form  the  actual  eflect  of  an  increase  in  freight  rates  upon 
various  articles  of  food  and  clothing? 

Mr.  Elliott.  Can  the}  ? 

Mr.  Denison.  Yes. 

Mr.  Elliott,  Yes.  Mr.  Kruttschnitt  did  figure  it  out  in  his 
annual  report. 
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Mr.  Denison.  I  wish  for  the  purposes  of  this  hearing  we  could  get 
a  statement  of  the  actual  increases  in  the  freight  rates  on  standard 
articles  of  food  and  clothing  for  the  benefit  of  public  opinion.  There 
was  a  speech  made  on  the  floor  of  the  House  within  the  past  10  days 
in  which  one  of  the  Members  stated  that  one  of  the  principal  causes 
of  the  high  cost  of  living  M'^as  the  increase  in  freight  rates,  and  while 
I  personally  did  not  pay  much  attention  to  that,  I  know  the  public 
will,  and  that  is  the  public  impression  about  it.  It  seems  to  me  it 
would  be  very  useful  and  very  valuable  if  we  could  have  that  kind  of 
information. 

Mr.  Elliott.  We  are  tr}^ing  for  our  own  purposes  to  make  a  tabu- 
lation on  a  certain  number  of  articles  of  just  that  character.  Whether 
we  can  get  it  done  or  not,  I  do  not  know.  It  is  quite  a  difficult  tabu- 
lation to  make. 

Mr.  Denison.  If  you  could  get  that  out,  I  think  it  would  be  very 
valuable. 

Mr.  Elijott.  Our  statisticians  are  working  on  it  now. 

Mr.  Denison.  The  trouble  is  that  the  public  looks  at  big  figures 
and  do  not  see  those  figures  translated  into  terms  that  are  ajiplicable 
to  specific  articles  which  they  have  to  buy  at  the  stores. 

Mr.  Elliott.  Exactly. 

Mr.  Denison.  And  that  is  what  is  misleading. 

Mr.  Montague.  Would  the  freight  rate  differ  in  its  effect  upon  the 
mo'rement  of  commerce  as  applied  to  articles  of  necessity  and  articles 
of  comfort  or  convenience? 

Mr.  Elliott.  Oh,  yes;  because  a  great  many  of  the  people  would 
buy  an  article 

Mr.  Montague.  They  are  compelled  to  buy  it;  meat,  for  instance? 

Mr.  Elliott.  I  mean  absolutely  regardless  of  the  price.  Here  is 
an  illustration,  Gov.  Montague,  that  shows,  to  my  mind,  how  little,  in 
certain  cases,  the  freight  rate  has  to  do  vvith  the  general  question  of 
price.  I  lived  a  great  many  years  in  St.  Louis  and  I  did  business  also 
in  Chicago.  St.  I^ouis  had  a  man  who  went  there  in  the  early  days, 
Mr.  Simmons,  and  he  was  a  wonderful  hardware  man.  Doubtless 
Mr.  Merritt  knows  of  Mr.  Simmons  ? 

Mr.  Merjiitt.  I  have  heard  of  him. 

Mr.  Elliott.  And  people  bought  his  hardware,  and  he  had  the 
largest  hardware  business  in  the  West,  much  larger  than  any  hard- 
ware business  in  the  city  of  Chicago.     He  happened  to  go  to  St.  Louis. 

Marshall  Field  happened  to  go  to  Chicago.  He  was  a  big  dry  goods 
man.  He  built  up  the  biggest  dry  goods  business  in  Chicago.  Among 
the  rate  fights  that  have  gone  on  within  the  last  25  years  in  the  West, 
has  been  the  fight  between  Chicago  and  St.  Louis  with  regard  to  what 
is  called  the  differential.  St.  Louis  has  insisted  that  its  rates  to  the 
West  must  be  a  certain  number  of  cents  less  than  Chicago.  Marshall 
Field  built  up  his  enormous  dry  goods  business  in  Chicago  in  compe- 
petition  with  St.  Louis,  and  tbe  rates  did  not  bother  him  any;  and 
Mr.  Simmons  built  up  his  business,  and  sent  his  freight  down  into  the 
East  and  into  Connecticut,  way  down  East. 

So  that  I  say  it  is  not  merely  a  question  of  rates  that  makes  a 
business  prosperous;  I  do  not  say  that  the  rate  has  not  a  bearing 
upon  the  matter,  but  the  bearing  is  small.  If  Marshall  Field  had 
landed  in  St.  Louis  he  would  have  made  a  success  there  in  his  dry 
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goods  business;  and  if  Mr.  Simmons  had  gone  to  Chicago  he  would 
have  made  a  success  there  in  his  hardware  business. 

Mr.  Sims.  Suppose  both  of  them  had  been  dealing  in  coal  and  pig 
iron. 

Mr.  Elliott.  Then  it  would  have  had  a  very  marked  effect. 
I  do  not  wish  to  give  you  gentlemen  the  impression  that  the  freight 
rate  has  not  anything  to  do  with  it,  but  that  I  have  stated  is  a  rough 
and  ready  way  of  showing  that  this  country  can  absorb  $1,100,000,000 
of  freight  earnings.  And  if  you  are  going  to  pay  these  wages,  where 
are  you  going  to  get  the  money  ?  Either  out  of  freight  rates  or  out 
of  the  National  Treasury. 

Mr.  Cooper.  An  incjuiry  has  suggested  itself  to  me  that  may  be 
so  elementary  that  perhaps  you  will  think  I  should  not  ask  it.  I 
was  wondering,  suppose  it  should  become  necessary  to  increase  rates 
and  conditions  should  change  within  a  reasonable  time,  would  rates 
then  be  probably  reduced  in  conformity  with  the  change;  or  has 
there  been  a  tendency,  so  far  as  the  history  shows,  for  rates  to  con- 
tinue where  they  have  been  placed,  or  to  advance? 

Mr.  Elliott.  The  tendency  lor  the  last  twenty-odd  years  has 
been  downward,  pretty  steadily.  I  think  one  or  two  years  the  down 
grade  was  broken.  They  gradually  dropped  and  then  they  went 
up  a  little.  The  tendency  has  been  generally  downward;  and  that 
was  due  in  part — I  am  speaking  of  average  rates,  now 

Mr.  Cooper.  Yes. 

Mr.  Elliott.  That  was  due  in  part  to  the  increase  in  the  amount 
of  the  heaviest  commodities  that  have  the  lowest  rates,  and  in  part 
to  the  introduction  on  the  American  railroads  of  the  large  engine 
and  the  large  car  and  the  low  grade  and  the  increase  in  the  train 
load,  so  that,  in  spite  of  the  fall  in  the  rates,  up  to  seven  or  eight 
years  ago  the  railroads  succeeded  pretty  well  in  overcoming  the  fall 
in  the  rate  by  the  increase  in  their  capacity  and  efficiency. 

Apparently  we  have  gotten  pretty  nearly  to  the  end  of  the  use  of 
physical  improvements  as  to  increasing  the  ability  of  one  car  and 
one  engine  and  one  piece  of  track  to  do  any  more  work.  It  seems 
that  we  have  gotten  to  the  end;  I  hope  that  we  have  not,  but  it 
looks  as  though  we  have  to-day.  So  it  seems  that  from  now  on  we 
can  not  face  a  new  fall  in  rates,  income  and  outgo  should  be  restored 
to  somewhat  the  same  relation  that  they  were  in  1916  or  in  the  test 
period.  Then  it  seems  to  me  that  they  could  not  fall  much  from  that; 
I  do  not  know.  I  know  the  tendency  of  most  modern  railroad 
managers  is  to  get  the  rate  as  low  as  they  can  and  still  give  service, 
make  improvements  and  give  a  fair  return  on  their  property. 

Mr.  Cooper.  For  the  purpose  of  the  question,  let  us  consider 
present  conditions  as  abnormal  conditions. 

Mr.  Elliott.  Yes. 

Mr.  Cooper.  And  suppose  that  rates  were  adjusted  with  reference 
to  present  abnormal  conditions,  and  therefore  advanced.  Then 
suppose  conditions  ease  off  and  reach  a  standard  which  would  approx- 
imate what  we  have  heretofore  regarded  as  normal.  Would  rates 
be  adjusted  on  a  downward  grade,  in  conformity  with  the  general 
change  of  conditions  ?  Or,  I  will  put  it  this  way,  the  change  of 
railroad  conditions  ? 
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Mr.  Elliott.  That  raises  a  very  interesting  question.  I  tliink  they 
gradually  would,  and  I  will  give  you  a  little  talk  on  that.  I  was  one 
of  those  who  favored  this  great  transportation  business,  which  touches 
the  life  of  everybody,  being  subordinate  to  a  Cabinet  officer,  on  the 
theory  that  it  was  such  an  important  thing  in  the  life  of  the  Nation 
that  there  should  be  somebody  sitting  in  the  President's  council 
chamber  who  would  look  at  it  in  the  broadest  possible  view;  but 
others  thought  that  was  not  best,  and  that  it  would  get  into  pol- 
itics, etc. 

We  have  suggested  to  you  in  the  plan  which  we  have  proposed  a 
transportation  board  for  the  very  purpose  of  surveying  just  that  kind 
of  a  thing.     So  in  our  bill  here,  on  page  11,  we  say: 

It  shall  from  time  to  time  make  reports  to  Con,£:ress,  accompanied  by  recommenda- 
tious  of  such  measures  and  policies  as  in  its  opinion  ■vvill  promote  the  interests  of  the 
public  in  respect  of  the  efficiency  of  the  transportation  ser%ice  and  the  adeqi;acy  of 
transportation  facilities. 

And  our  whole  clause  about  the  transportation  board,  the  theory 
is  that  there  will  be  an  impartial  board  that  will  look  at  every  feature. 
If  we  find,  which  seems  almost  unthinkable  to-day,  with  the  rates  as 
thej  are,  that  the  revenues  of  the  ximerican  railroads  will  become 
bountiful,  and  there  is  no  step  taken  by  the  managements  to  perhaps 
make  some  reductions  in  the  interest  of  gi-eater  expansion  of  business, 
this  board  would  have  the  power,  and  it  would  be  its  duty  to  bring  in 
a  recommendation  and  say,  "Mr.  Congress,  these  gentlemen  are 
charging  too  much." 

Mr.  Thom.  You  do  not  mean  Congi'ess,  but  the  commission. 

Mr.  Elliott.  Congress  and  the  commission.  It  would  be  in  the 
power  of  the  commission  and  the  Congress  to  cure  that  defect,  if  it 
existed;  also  to  follow  our  theory  of  having  a  number  of  great  systems 
of  railroads  in  the  United  States  rather  than  to  consolidate  all  into 
one,  under  the  desire  to  build  up  markets  and  expand  territory.  The 
competition  and  the  desire  to  protect  trade,  in  my  judgment,  will  take 
care  of  that,  but  even  if  it  does  not,  the  machinery  is  here  to  correct 
any  WTong  that  may  develop. 

I  do  not  know  whether  I  have  answered  3"our  question  or  not. 

Mr.  Cooper,  I  did  not  mean  to  interrupt  until  you  had  finished 
your  statement. 

Mr.  Elliott.  All  right.     Go  ahead,  sir. 

'Mr.  Cooper.  Why  is  it  necessary  to  have  a  commerce  board  ?  Is 
not  the  Interstate  Commerce  Commission  sufficiently  elastic  in  its 
operations  and  thinking  to  be  responsible,  'udthout  the  creation  of 
such  a  board  ? 

Mr.  Elliott.  I  do  not  say  it  is  not,  but  I  think  the  Interstate  Com- 
merce Commission  has  had  an  almost  impossible  task.  I  do  not 
criticize  any  member  of  the  commission  at  ail.  I  have  known  nearly 
all  of  the  commissioners. 

Mr.  Cooper.  I  did  not  mean  to  be  critical  in  saying  that,  either. 

Mr.  Elliott.  No,  I  understand  that  you  did  not;  but  I  think 
anyone  of  us  who  has  to  sit  on  a  board  of  directors  or  in  an  office  or 
in  a  bureau  and  90  per  cent  of  our  time  is  taken  up  ^\dth  small,  petty 
complaints,  we  unconsciously  can  not  get  the  wader  vision.  Now, 
we  want  the  wider  vision.  The  Interstate  Commerce  Commission 
has  been  loaded  up  with  boiler  inspections,  and  all  sorts  of  things. 
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We  want  them  to  be  in  a  position  to  look  over  the  whole  subject  of 
freight  rates  and  differentials;  we  want  them  to  survey  the  whole 
field.  The  transportation  board  will  not»have  that  judicial  work  to 
do,  but  they  will  have  this  other  work  to  do,  and  at  the  same  time 
they  will  watch  the  growth  of  the  country,  and  each  body  will  supple- 
ment the  other,  and  you  will  get  a  better  result  than  if  you  tried  to 
put  all  the  work  on  one;  that  is,  to  have  the  Interstate  Commerce 
Commission,  a  judicial  commission,  a  detective  commission,  a  puni- 
tive commission,  and  everythino;  else.  Let  the  administrative  board 
be  the  administrative  board,  like  all  of  the  other  administrative 
boards  here  are,  and  survey  the  situation  from  that  point  of  view. 
If  the  general  livelihood  of  the  railroads  is  suffering  because  their 
revenues  are  decreasing,  you  have  got  the  commission  and  the  board; 
the  commission  may  say  "rates  must  be  lowered  here,"  and  the 
board  may  say  "rates  must  be  raised  there,"  and  the  two  bodies  wiU 
be  much  better,  in  our  judgment,  than  the  one.  I  do  not  say  it  can 
not  be  done  with  one,  but  I  think  you  are  overloading  your  machinery. 

Mr.  CooPEE.  Is  there  any  danger,  as  civilization  advances — ^if  we 
may  use  the  term  "advance" — -of  a  multiplicity  of  commissions  and 
boards  and  various  schemos  connected  with  the  Government? 

Mr.  Elliott.  A  great  danger. 

Mr.  Cooper.  Would  it  not  be  a  step  in  the  right  direction  to 
simplify  matters  a  little '(  We  have  had  a  great  many  of  them  during 
the  war. 

Mr.  Elliott.  Yes.  Well,  you  take  the  courts.  I  am  not  a  lawyer, 
but,  in  a  general  v\^ay,  as  1  understand,  we  started  out  with  the 
Supreme  Court,  and  business  became  so  complicated  that  we  gradually 
had  to  have  subordinate  courts  all  over  the  country  in  order  to 
dispatch  business.  Nov/,  we  have  felt  that  we  wanted  to  get  the 
promptest  decisions  possible  about  all  of  these  difficult  questions, 
and  for  that  reason  we  should  have  the  regional  commissions,  for 
example,  to  take  up  certain  things  and  dispose  of  them  in  their 
territory,  very  promptly.  We  retain  State  commissions,  who  have 
certain  functions  and  they  can  dispose  of  some  atters  promptly; 
and  then  this  transportation  board;  while  it  may  be  a  new  body,  the 
subject  is  so  very  important  and  so  very  intricate  and  so  big,  my 
feeling  has  been  that  for  the  last  32  years,  since  the  interstate  com- 
merce law  was  passed,  we  have  rather  erred  in  the  direction  of  over- 
loading that  particular  body  and  this  transportation  board  will 
supplement  and  relieve  the  present  commission. 

I  agree  with  you  that  there  is  a  tendency  oftentimes  to  go  too  far, 
and  I  made  up  some  interesting  figures  about  the  Government 
departments  v/hen  I  was  looking  that  up. 

The  total  number  of  employees  of  the  Interstate  Commerce  Com- 
mission at  that  time — about  a  year  ago— was  2,262.  It  was  not  so 
very  many,  relatively.  In  the  Interior  Department  there  were 
21,218;  in  the  Department  of  Commerce,  10,219;  Department  of 
Labor,  4,612;  Department  of  Agriculture,  18,889,  not  including 
certain  field  men  all  over  the  LTnited  States ;  showing  that  we  have  not 
gone  nearly  so  far  in  the  direction  of  protecting — and  that  is  what  we 
want  the  transportation  board  for — this  great  industry  as  we  have 
gone  in  the  direction  of  protecting  agricmture  and  protecting  com- 
merce and  protecting  labor;  and  I  really  believe  that  you  will  get 
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better  results  for  all  of  the  people  by  having  these  two  great  bodies 
helping  each  other,  and  not  have  the  same  body  that  is  to  decide 
whether  you  have  done  right  or  wrong,  also  to  decide  what  you  ought 
to  try  to  do. 

Mr.  Thom.  Those  figures  that  you  gave  about  business  did  not 
include  resale. 

Mr.  Elliott.  I  would  like  to  have  my  statement  as  to  that  cor- 
rected, that  the  total  figures  of  commerce  do  not  include  resale. 

Mr.  Webster.  Mr.  Elliott,  I  can  readily  understand  how  a  large 
increase  in  freight  rates  might  not  hinder  or  retard  the  movement  of 
traffic;  particularly  would  that  be  true  if  the  traffic  should  be  the 
commodities  of  life,  that  must  move,  else  men  will  go  hungry  and  go 
naked.  But  it  seems  to  me,  too,  still  the  particular  article  that  is 
mentioned  in  the  statistics  you  gave  us  is  highly  misleading.  If  the 
rate  is  increased,  is  it  not  unescapable  that  the  cost  of  that  commodity 
to  the  community  will  be  increased  in  precisely  the  same  proportion 
as  the  elements  of  transportation  bears  to  the  entire  cost  of  the  article  ? 

Mr.  Elliott.  I  said  there  would  be  an  increase.  I  tliink  it  is  mag- 
nified in  the  making  of  the  final  price,  because  in  these  figures  that  I 
gave  it  is  shown  there  was  an  increase  of  3  mills  or  something  on  shoes 
and  the  price  of  shoes  went  up  several  hundred  mills.     For  instance 

IVIr.  Webster.  Say  we  took  a  suit  of  underwear  manufactured  on 
the  Atlantic  seaboard  and  shipped  it  to  Spokane,  Wash.,  the  element 
of  transportation  in  the  cost  of  that  suit  of  underwear  would  be  com- 
paratively small.  So  that  increasing  that  rate  would  not  prevent 
the  shipment  of  the  suit  of  underwear  from  the  Atlantic  seaboard  to 
Spokane.  At  the  same  time,  when  tjiat  suit  of  underwear  arrived 
at  Spokane  its  cost  would  have  increased  precisely  in  the  same  pro- 
portion that  the  element  of  transportation  bears  to  the  aggregate 
cost  of  the  suit  of  underwear. 

Mr.  Elliott.  That  is  right. 

Mr.  Cooper.  But  my  line  of  questions  was  about  how  much  would 
be  expressed  in  the  cost  to  the  final  purchaser. 

Mr.  Webster.  Just  exactly  the  proportion  that  the  element  of 
transportation  bears  to  the  entire  cost. 

Mr.  Cooper.  We  understand  that,  provided  the  middleman  don't 
lie  about  it. 

Mr.  Montague.  That  relates  to  the  question  of  profits.  The  judge 
is  carrying  him  to  the  actual  cost  of  the  thing. 

Mr.  WiNSLOW.  Have  you  finished,  Judge  ? 

Mr.  Webster.  Not  quite. 

If,  now,  for  instance,  it  costs  $7.50  to  take  out  of  the  mine  in  the 
State  of  Washington  a  ton  of  magnesite,  and  the  freight  rate  of  mag- 
nesite  from  Washington  to  the  Atlantic  Seaboard  is  $7.50  a  ton,  that 
tone  of  magnesite  can  be  laid  down  on  the  Atlantic  seaboard  at  $15, 
plus  a  reasonable  profit.  If  you  increase  the  shipping  rate  on  that 
mineral  to  $15  a  ton,  then  when  it  is  laid  down  at  the  Atlantic  sea- 
board, it  must  be  laid  down  at  $22.50  a  ton,  plus  a  reasonable  profit. 
So  that  the  increase  of  cost  is  precisely  in  the  proportion  that  the 
element  of  transportation  bears  to  the  actual  cost  of  laying  the  article 
down  at  the  point  of  consumption. 

jVIr.  Cooper.  That  is  my  idea. 

Mr.  Elliott.  That  is  what  I  have  said  aU  along. 

Mr.  Merritt.  When  you  used  possibly  10  per  cent  of  your  magne- 
site in  something  else,  of  course,  you  divide  it  by  10  ? 
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Mr.  Webster.  The  same  principle  is  followed,  exactly. 

Mr.  Merritt.  Then  j^^ou  will  have  to  follow  it  to  find  out  how  the 
cost  is  affected  by  the  rate  ? 

Mr.  Yv'ebster,  It  is  my  contention  that  an  increase  in  the  rate  of 
transportation  necessarily  increases  the  cost  of  the  article  in  precisely 
the  same  proportion  as  the  element  of  transportation  bears  to  the 
entire  cost  of  the  thing  itself  to  the  consumer. 

Mr.  Denison.  And  that  is  why  I  wanted  those  statistics  translated 
into  the  actual  articles  sold. 

Mr.  Elliott.  We  are  at  work  on  some  of  those,  and  we  will  try 
to  get  them  to  you.  I  do  not  want  Judge  Webster  to  think  that  I 
think  freight  rates  do  not  have  anything  to  do  with  prices;  I  think 
they  do.  Suppose  you  divide  $1,000,000,000  among  a  hundred  mil- 
lion people,  and  it  is  $10  a  year. 

IVIr.  Montague.  You  could  apply  the  same  figures  to  the  labor  cost  ? 

^Ir.  Elliott.  Just  the  same. 

Mr.  Webster.  I  think  if  you  would  apply  those  figures  to  the 
necessities  of  life  and  sorae  other  articles  it  would  show  a  very  dif- 
ferent result  than  is  shown  on  the  figures  read  by  you. 

Mr.  Elliott.  Heavier  commodities  make  a  big  difference  right 
away ;  no  doubt  about  that. 

Mr.  Sims.  Mr.  Chairman,  may  I  ask  the  gentleman  a  question? 

The  Chairman.  Yes. 

Mr.  Sims.  This  25  per  cent  increase  in  freight  rates  to  enable  the 
railroads  to  operate  and  do  business  without  any  payment  from 
the  Government,  you  did  not  mean  a  horizontal  25  per  cent  ? 

^ii-.  Elliott.  That  would  be  v/orked  out  with  a  great  deal  of  care. 
When  you  said  25  per  cent,  I  suppose  you  mean  approximately  ? 

Mr.  Sims.  Yes.  That  would  be  an  amount  in  addition  to  the 
freight  rates  paid  now,  but  some  manufacturers  and  business  men 
have  claimed  to  us  that  when  the  Government  puts  up  a  rate  25  per 
cent,  that  they  were  not  able  to  pass  it  on  to  their  consumers. 

Mr.  Elliott.  That  may  be  the  case. 

Mr.  Sims.  The  amount  was  such  that  they  had  to  absorb  it  all, 
and  therefore  it  was  a  very  great  loss  to  them.  Now,  I  did  not 
know  whether  they  were  criticising  the  manner  of  dividing  up  the 
rates,  or  whether  that  was  inherent  in  the  business  they  were  doing. 
f.  s:  Mr.  Elliott.  I  do  not  know.  There  no  doubt  would  be  cases 
where  a  freight  rate  could  not  be  advanced  to  that  extent. 

Mr.  Sims.  But  there  might  be  something  where  it  could  be  advanced 
abou  t  25  per  cent,  to  go  above  25. 

Mr"  Elliott.  There  might. 

M'.  Sims.  Mr.  Elliott,  we  of  course  now  are,  and  hope  to  remain, 
a  very  great  exporting  country  ? 

Mr.  Elliott.  Yes,  sir. 

Mr.  Sims.  In  rates  that  are  charged  on  properties  shipped  from 
some  interior  point  to  the  seaboard  would  such  rates  affect  very 
largely  our  ability  to  compete  in  foreign  markets  with  our  exports  ? 
In  other  words,  would  not  export  rates  possibly  have  to  be  made, 
that  would  not  be  exactly  what  the  rate  would  be  from  the  interior 
to  the  seaboard  for  domestic  commerce  ? 

Mr.  Elliott.  It  might  have  to  be  if  you  wanted  to  engage  in  ex- 
port business.  That  used  to  be  the  custom  10  or  15  years  ago.  We 
tried  to  take  stuff  from  the  manufacturing  district   of   Pittsburgh 
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through  to  the  Orient,  via  Seattle,  and  lower  rates  were  rnade  on  that 
oriental  business  than  the  local  rates  to  Seattle,  but  they  were  after- 
wards canceled,  because  the  Interstate  Commerce  Commission  thought 
that  was  not  the  right  way  to  make  rates. 

]VIr.  Sims.  Before  the  great  war  which  has  just  ended,  was  it  not 
to  some  extent  practiced  in  German}^  to  put  the  property  of  the 
manufacturer  back  in  the  interior  on  the  seaboard,  at  a  rate  that  he 
coidd  compete  with  the  manufacturer  in  England  and  France,  whose 
manufacturing  plant  was  located  on  the  seaboard  ? 

Mr.  Elliott.  In  Germany  ? 

Mr.  Sims.  Yes. 

Mr.  Elliott.  I  do  not  know. 

IVIr.  Sims.  I  have  understood  that  was  the  case,  however.  The 
Government  owning  the  railroads  managed  it  in  some  way  that  the 
interior  manufacturer  might  put  his  goods  on  the  seaboard  just  as 
though  his  manufacturing  plant  was  on  the  seaboard,  so  as  to  com- 
pete with  like  manufactured  goods  in  other  countries,  that  did  not 
have  to  pa}^  any  interior  freight  charge.  It  seems  that  with  our 
great  country,  3,000  miles  wide  and  nearly  2,000  miles  the  other  way, 
ought  to  enable  manufacturers  in  the  interior  to  compete  in  South 
America,  or  anyv/here  else,  with  other  countries,  and  that  we  would 
not  have  to  make  a  freight  rate — that  would  have  to  be  reflected  in 
ocean  rates;  they  would  have  to  consider  that. 

Mr.  Elliott.  They  certainly  would. 

Mr.  Sims.  Whether  the  roads  were  owned  privately  or  by  the 
public. 

Mr.  Elliott.  Whether  owned  privately  or  by  the  public,  and  that 
is  one  reason  why  we  have  felt  that  there  should  be  some  competi- 
tion left  in  the  roads,  because  energetic  men  would  be  trying  to 
expand  the  markets. 

Mr.  Sims.  But  an  arbitrary  increase  generally  would  have  to  give 
way  to  these  exceptional  conditions  ? 

Mr.  Elliott.  Yes,  sir;  all  of  those  are  questions  of  detail,  and  have 
to  be  taken  up  with  great  care.  In  a  very  general  way  you  have  got 
to  have  more  money  if  you  want  a  good  railroad,  and  you  can  only 
do  it,  it  seems  to  me,  by  advancing  rates  for  transporting  freight  or 
passengers,  or  out  of  the  Treasury  of  the  country. 

Northern  Pacific  Railway  Co., 

Office  of  the  President, 
New  York  City,  September  3,  1919. 

My  Dear  Mr.  Esch:  ^Tien  I  was  a  witness  before  your  committee  a  few  days  ago, 
a  number  of  members  asked  some  questions  about  the  effect  of  freight  rates  on  the 
cost  of  living.  Of  course,  the  total  amount  paid  for  transporting  freight  of  various 
kinds  enter  into  the  price  of  articles  consumed,  just  as  the  cost  of  rent,  of  wages,  of 
fuel,  of  power,  etc.,  does,  but  as  I  pointed  out  to  you  the  total  freight  l)ill  per  year 
for  an  individual  is  not  a  large  sum,  and  the  effect  of  the  freight  rate  on  the  final  price 
of  any  given  article  is  exaggerated.  It  is  desirable,  in  a  country  with  great  distance 
like  the  United  States,  to  transport  commodities  as  cheaply  as  possible,  and  the 
railroads  recognize  this  and  for  years  have  been  working  to  this  end,  so  that  our  freight 
rates  are  lower  than  in  any  other  country  and  have  risen  much  less  than  have  the 
prices  of  commodities  generally  and  to-day  almost  any  article  oi  commerce,  at  its 
going  value,  can  be  exchanged  for  a  greater  amount  of  transportation  than  ever  before. 

For  example,  a  bushel  of  wheat  at  $2,  a  ton  of  steel  rails  at  $47,  a  dozen  pair  of  shoes 
at  $72,  a  dozen  eggs  at  60  cents,  a  barrel  of  flour  at  $10,  can  be  exchanged  for  far  more 
transportation  to-day  than  was  the  case  a  few  years  ago. 

It  IS  the  desire  of  railroad  owners  and  managers  to  have  rates  as  low  as  is  consistent 
with  good  ser\'ice,  good  wages,  return  on  present  property,  and  margin  enough  to 
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obtain  new  capital.  If  this  new  capital  can  be  obtained  the  work  of  perfecting  the 
American  railroads  can  go  on  and  this  in  itself  will  tend  in  the  future  to  check  any 
increase  in  the  cost  of  li\ing  by  permitting  development  and  greater  efficiency.  One 
of  the  most  potent  elements  in  producing  efficiency  is  the  amount  of  energy  and  in- 
telligent work  contributed  by  the  2,250,000  men  on  the  railroad. 

As  a  result  of  the  war,  the  changes  in  methods  of  supervision,  the  spirit  of  unrest 
all  over  the  world,  the  desire  to  do  less  work,  that  efficiency  is  not  what  it  used  to  be. 
It  affects  other  forms  of  business  as  v.'ell  as  the  railroads  and  has  done  far  more  to 
increase  the  cost  of  living  than  any  increase  in  freight  rates  has  or  can. 

What  do  people  do  in  a  crisis  that  reduces  the  number  of  working  members  of  a 
family,  a  store,  on  the  farm,  in  the  office,  in  the  factory?  Those  who  are  left  turn  in 
and  work  harder  than  ever  before  to  overcome  the  difficulty. 

Now  the  world  has  been  and  is  in  a  crisis  and  is  short  of  workers.  For  example,  at 
least  10,000,000  men  have  been  eliminated  from  the  world's  productive  force  Ijy  the 
war  and  the  influenza — probah'ly  more,  but  call  it  10.000,000.  What  work  can  that 
number  of  men  do?  At  10  hours  a  day  it  is  100,000.000  work  hours,  or  .§25.000,000,000 
work  hours  for  a  work  year  of  only  250  days;  on  an  8-hour  basis  it  is  80,000.000  per  day 
or  20,000.000,000  work  hours  for  a  250-day  year.  That  lost  work  must  be  done  all  or 
part  by  those  of  us  who  are  here,  or  we  must  have  less,  and  pay  more  for  what  we  have, 
and  progress  toward  better  and  cheaper  methods  will  be  checked. 

Now  the  United  States  is  the  one  Nation  in  the  world  that  ought  to  turn  in  and  do 
more  work  then  ever  before  to  help  out  humanity,  the  world,  and  our  own  ])enple. 
Instead  of  doing  less  work  every  strong  man  ought  to  do  more  until  the  v^'orld  crisis 
has  passed.  Most  men  in  good  health  can  work  10  hours  a  day  from  the  age  of  20  to  50. 
Where  would  the  development  of  the  great  counti*}-  vv'est  of  the  Aliegheney  Mountains 
be  to-day  if  our  forefathers  worked  8  or  6  hours  a  da;,-?  They  worked  10  and  12  and 
endured  hardships  that  we  knew  little  about  in  these  days  of  increased  comforts  and 
even  luxuries  for  nearly  all.  let  us  see  what  this  would  mean  in  helping  out  the 
world  in  its  present  upset  condition.  Assume  that  there  are  a'nout  30.000,000  pro- 
ducers in  the  United  States,  .it  8  hours  a  day  this  means  240.000,000  work  hours 
per  day,  and  if  they  work  250  days  tlie  total  hours  of  work  in  a  vear  is  60.000.000.000. 
If  they  work  9  hours  the  result  is  270,000.000  work  hours  per  dav.  or  67.500,000,000 
per  year  of  250  days;  if  10  hours.  300.000,000  per  day.  or  75.000.000.000  work  hours  per 
year.  A  gain  in  work  hours  per  year  in  the  ca?'^  of '.)  liours  as  against  8  of  7.500,000,000; 
of  10  hours  as  against  8  ot  15,000,000,000.  In  this  latter  case  overcoming  a  substantial 
part  of  the  loss  of  work  hours  per  year  due  to  the  destruction  of  10.000,000  men  in  the 
last  few  years. 

Let  us  apply  this  same  idea  to  the  railroad  with  its  2,250.000  employees;  at  8  hours 
a  day  there  are  18,000,000  work  hours,  and  for  300  davs,  in  the  case  of  the  railroad,  the 
annual  work  hours  are  5,400.000,000;  at  9  hours,  20,250,000  per  day  and  6,075,000.000 
per  year;  at  10  hours,  22,500,000  per  day  and  6,750,000,000  per  year. 

If  the  railroads  could  be  run  on  a  10-hour  basis  and  the  men  would  respond  to  the 
world  call  for  help,  the  5,400,000,000  hours  of  work  now  being  done  by  2.250,000 
men  could  be  done  by  1,800,000;  a  saving  of  450,000  men;  if  on  a  9-hour  basis  there 
would  be  a  saving  of  250,000  men.  At  $1,000  per  vear  this  means  in  one  case  a  saving 
of  $450,000,000  per  year,  and  in  the  other  $250,000,000  per  year. 

;Make  the  same  calculation  for  the  30,000,000  producers  in  the  United  States — on  a 
10-hour  basis,  6,000,000  men  would  be  released  for  other  work;  on  a  9-hour  day  3,333,333 
men  would  be  released. 

Think  of  the  work  to  be  done  in  the  United  States  that  will  cheapen  the  cost  of 
living  and  add  to  the  comforts,  and  even  luxuries  of  our  children.  Work  that  these 
men  could  begin  to  do:  Draining  of  the  swamps;  increased  irrigation;  development  of 
water  power;  development  of  gas  engines  for  using  low  grade  coals;  greater  application 
of  electricity  both  from  water  power,  and  development  of  electric  energy  at  the  mines, 
and  transmission  for  long  distances;  reforesting  cut  over  areas;  increased  crop  out- 
put due  to  improved  methods  of  agriculture,  a  larger  production  of  cattle  and  sheep 
for  food  and  clothing,  and  other  developments  that  can  not  be  obtained  without 
many  men,  hard  work  and  lots  of  it,  but  all  of  which  would  increase  the  capacity  of 
the  coimtry  to  serve  all  the  citizens,  rich  and  poor  alike,  and  thus  prevent  the  cost 
of  living  from  rising  further  and  bring  about  in  time  a  reduction. 

The  poet  says,  "Men  must  work  and  women  must  weep."  In  this  great  crisis,  if 
men  would  work  more  there  would  be  less  cause  for  women  to  weep. 

While  freight  rates  have  some  effect  on  the  cost  of  living  it  is  small  compared  with 
the  savings  and  improvements  that  can  be  made  if  during  the  present  serious  world 
condition  every  man  gives  all  that  he  can  to  increasing  his  output  and  his  efficiency. 

To  fail  to  give  the  railroads  a  living  wage  will  not  in  the  long  run  reduce  the  cost 
of  living  but  will  increase  it,  because  development  will  be  checked  and  it  takes  time 
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to  catch  up.     As  it  is,  we  are  several  years  behind  in  having  our  transportation  machine 
adequate  for  the  needs  of  the  country. 

The  encouragement  of  a  spirit  of  hard  work,  economy,  and  care  will  do  far  more  to 
reduce  the  cost  of  li\ing  than  can  be  accomplished  by  keeping  our  railroads  close  to 
the  starvation  line  by  refusing  them  a  living  wage. 
Respectfully,  yours, 

Howard  Elliott. 
Hon.  John  J.  Esch, 

Chairman  House  Committee  on  Interstate  and  Foreign  Commerce,  Washington, 
D.  C. 


Committee  on  Interstate  and  Foreign  Commence, 

House  of  Kepresextatives, 

Wednesday,  August  27,  1919. 
The  Chairman.  "We  will  now  hear  Mr.  Bledsoe. 
Mr.   Bledsoe,   your   testimoii}?'  will  be   printed   as  following  Mr. 
Thorn's  so  there  will  not  be  any  interruption  in  the  testimony  of  the 
railroad  executives. 
Mr.  Bledsoe.  I  thank  you. 

STATEMENT  OF  MR.  S.  T.  BLEDSOE,  GENERAL  COUNSEL  OF 
THE  ATCHISON,  TOPEKA  &  SANTA  FE  RAILROAD  CO., 
CHICAGO,  ILL. 

The  Chairman.  Please  give  your  name,  address,  and  whom  you 
represent  ? 

Mr.  Bledsoe.  S.  T.  Bledsoe,  general  counsel  of  the  Atchison, 
Topeka  &  Santa  Fe  Railroad  Co.;   residence,  Chicago,  111. 

Mr.  Chairman  and  gentlemen  of  the  committee,  a  statement  has 
been  submitted  to  this  committee  in  reference  to  land-grant  aid  to 
railway  companies.  The  matter  has  been  much  in  public  discussion 
and,  in  my  judgment,  there  is  very  grave  misapprehension  as  to  the 
facts  in  respect  to  this  matter,  and  certainly  a  very  strong  implica- 
tion, inconsistent  with  the  facts,  in  the  statement  that  Mr.  Pkunb 
made  to  this  committee.  Therefore,  I  want  to  make  a  brief  state- 
ment on  that  subject  before  beginning  with  the  consideration  of  the 
other  matter. 

Mr.  Plumb  stated  to  the  committee  that  during  the  week  ending 
August  12,  1919,  there  had  come  into  the  possession  of  the  railroad 
brotherhoods  a  state  of  facts  never  spread  before  the  American  peo- 
ple, or  submitted  to  the  jury  of  public  opinion  and  that  he  desired  to 
submit  these  facts  to  the  committee. 

He  then  charged  that  the  records  disclosed  that  on  an  area  of 
land  exceeding  190,000,000  acres,  or  296,875  square  miles  had  been 
given  by  the  United  States  to  the  various  State  governments  and 
by  them  to  the  railroads  or  to  the  railroads  directly,  in  aid  of  the 
construction  of  national  highways;  of  which  113,000,000  acres  had 
been  patented  and  35,000,000  acres  forfeited  up  to  June  30,  1910.  He 
also  charged  that  the  Interstate  Commerce  Commission  was  not 
properly  discharging  the  duty  imposed  upon  it  by  the  Federal 
valuation  act  in  respect  to  reporting  information  with  regard  to  land- 
grant  aid. 

I  do  not  know  that  there  is  now  available  any  method  by  which  it 
can  be  definitely  determined  the  acreage  of  land  granted  to  States  or 
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to  railways  directly  to  induce  railroad  construction.  These  grants 
began  in  1850  and  practically  ceased  in  1872.  The  authorities  which 
I  have  consulted  state  that  in  this  period  approximatel}^  109,000,000 
acres  of  public  lands  were  granted  which  become  effective  in  aid  of 
and  to  induce  railway  construction,  most  of  the  grants  being  to 
States  and  requiring  State  action  to  make  the  same  available  as  an 
inducement  to  railway  construction. 

For  many  years  to  1850,  when  the  first  of  these  grants  was  made, 
the  Government  had  been  making  a  continuous  and  persistent 
effort  to  secure  settlers  upon  its  public  lands.  Apparently  land 
sales  reached  a  maximum  in  1836  and  thereafter  declined.  In  1842  a 
quasi-homestead  law  was  enacted  to  induce  settlement.  It  was  also 
thought  that  if  a  settler  could  be  found  for  one  quarter  section  of 
land,  while  the  Government  retained  the  adjoining  quarter,  such 
adjoining  quarter  section  would  be  very  much  enhanced  in  value. 
By  far  the  greater  part  of  the  area  granted  to  railroads  was  not  only 
uninhabited  but  unsurveyed;  not  only  unproductive,  but  a  great 
part  of  the  area  granted  was  incapable  of  being  made  productive  for 
agi'icultural  purposes. 

Indeed,  in  the  territory  between  the  Mississippi  Valley  and  the 
Pacific  coast  where  by  far  the  larger  area  of  lands  gi anted  we  e,  but 
little  land  was  undei  cultivation  at  the  time  of  the  grant,  the  popula- 
tion sparse  and  there  was  an  absence  of  traffic.  A  very  substantial 
part  of  the  area  granted  was  desert  and  perhaps  fully  one-half  of  the 
total  area  was  semiarid.  In  1850  there  was  only  9,000  miles  of 
railway  in  operation  in  the  United  States.  It  had  been  found  practi- 
cally impossible  to  induce  settlement  of  public  lands  beyond  the  reach 
of  transportation  facilities.  Such  settlements  had  been  lar^ley 
along  streams  where  some  form  of  water  transportation  was  available. 

What  is  known  as  the  Illinois  Central  grant,  which  was  made 
effective  by  act  of  Congress  of  September  21,  1850,  granted  land  to 
the  State  of  Illinois  for  the  construction  of  a  railroad  in  that  State. 
That  grant  was  of  alternate  sections,  odd-numbered  sections  going 
to  the  State  and  the  even-numbered  sections  being  reserved  by  the 
Government,  the  minimum  sale  price  of  the  reserved  sections  being 
doubled  so  that  the  Government  would  be  fully  reimbursed  by  the 
enhanced  value  resulting  from  the  construction  of  the  railroad  and 
the  enhanced  sale  price  which  it  was  enabled  to  put  thereon.  This 
policy  of  gi'anting  alternate  odd-numbered  sections  and  preserving 
even-numbered  sections  became  an  established  practice  in  the  making 
of  land  grants,  both  as  to  States  in  aid  of  railway  construction  and  as 
to  those  made  du-ect  to  railroad  companies. 

Senator  Calhoun  said  in  explaining  the  purpose  of  the  Illinois 
grant : 

The  question  in  this  case  is  a  very  simple  one.  We  are  authorized  by  the  Consti- 
tution to  dispose  of  the  public  lands.  Here  is  a  public  improvement  *  *  *  by 
which  the  Aalue  of  the  public  land  would  be  enhanced.  If,  then,  it  ^vill  add  to  the 
value,  ought  we  not  to  contribute  to  it?  I  do  not  think  that  there  is  a  principle  more 
perfectly  clear  from  a  doubt  than  this  one  is.  It  does  not  belong  to  the  categorj^  of 
internal  improvements  at  all.  It  is  not  a  bare  claim  upon  the  Government  as  a 
government.  It  belongs  to  the  Government  as  a  land  proprietor.  I  will  add  that 
it  is  not  only  a  right,  but  a  duty  and  an  important  duty. 

Mr.  Montague.  Is  that  John  C.  Calhoun  ? 
Mr.  Bledsoe.  Yes,  sir. 
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It  is  obvious  that  lands  accessible  to  a  railroad  could  be  much 
more  readily  disposed  of  at  $2.50  per  acre  than  could  the  same  land 
without  a  railroad  at  $1.25  an  acre,  and  therefore  without  market 
facilities.  It  may  be  aldded  that  before  the  land  grant  passed  to  the 
Illinois  Central  it  was  required  after  a  period  of  years  to  pay  to  the 
State  of  Illinois  annually  in  perpetuity  a  sum  equal  to  5  per  cent  of 
its  gross  earnings.  This  involves  the  payment  by  the  Illinois  Cen- 
tral to  the  State  of  Illinois  of  several  millions  of  dollars  per  annum. 

I  will  say  that  for  the  year  1917  the  gross  eiirnings  of  the  Illinois 
Central  were  reported  as  $87,000,000.  Wliether  taxes  attached  to 
all  of  that  amoimt  or  whether  there  was  some  limitation  to  those 
earned  within  the  State,  I  am  not  certain,  but  if  that  amount  was 
paid  it  would  be  about  $4,300,000  for  the  year. 

Returning  to  the  consideration  of  the  general  question,  it  may  be 
noted  that  in  addition  to  the  full  compensation  secured  by  the  Gov- 
ernment in  doubling  the  minimum  price  of  the  even-numbered  se- 
tions,  every  carrier  accepting  a  land-grant  was  required  to  make  cer- 
tain concessions  in  its  charges  for  the  transportation  of  property, 
officers,  and  employees  of  the  United  States. 

In  1861  the  Secretary  of  War  prescribed  66|  per  cent  of  the 
standard  freight  and  passenger  rates  as  the  amount  which  the  Gov- 
ernment of  the  United  States  would  pay  land-grant  roads  applicable 
to  land-grant  mileage.  In  1862  the  compensation  to  land-grant 
roads  for  the  transportation  of  the  property  of  the  United  States, 
and  of  its  officials  and  employees  traveling  on  its  account,  was  fixed 
at  not  to  exceed  50  per  cent  of  the  laA^^fulIy  established  rates  for  the 
transportation  of  the  property  of  individuals  and  of  other  pereons. 
This  maximum  was  increased  by  Congress  in  1891  to  60  per  cent,  not- 
withstanding which  the  Government  has  continued  to  pay  land-grant 
roads  only  50  per  cent  of  the  established  tariff  rates.  In  making 
the  original  land  grants  Congress  imposed  no  obligations  with  respect 
to  United  States  mails.  However,  in  1876  the  compensation  of 
land-grant  roads,  where  Congress  had  preserved  the  right  to  prescribe 
conditions  upon  which  mail  was  transported,  was  fixed  at  80  per  cent 
of  the  compensation  to  be  paid  other  roads  for  similar  service.  Sub- 
secpiently  this  requirement  was  imposed  on  all  land-grant  roads. 

There  was  not  the  slightest  element  of  donation  involved  in  any 
federal  land  grant.  It  was  a  clear-cut  trade  between  the  United 
States  and  the  railway  company,  or  between  the  United  States 
through  the  instrumentality  of  the  State  and  the  railway  company, 
whereby  the  Government  agreed  to  grant  so  much  land  in  considera- 
tion of  the  construction  of  so  many  miles  of  railroad  and  its  operation 
by  the  grantee.  Each  and  every  grant  was  highly  beneficial  to  the 
Government  and  the  great  majority  of  the  grants  proved  extremely 
burdensome  to  the  roads  receiving  the  same. 

The  Chairman.  Can  you  tell  the  committee  how  much  the  Gov- 
3rnment  has  saved  during  the  current  war  by  reason  of  the  lates 
made  on  land-grant  roads  for  the  haulage  of  men  and  war  supplies  ? 

Mr.  Bledsoe.  I  could  not,  Mr.  Chairman,  but  it  is  a  very  large  sum. 

The  Chairman.  Are  those  figures  available  ? 

Mr.  Bledsoe.  I  would  think  they  should  be  by  this  time. 

The  Chairman.  WiU  you  incorporate  them  as  a  part  of  your 
hearing  ? 
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]Mr.  Bledsoe,  I  will  endeavor  to  get  the  information  and  incor- 
porate it  as  a  part  of  my  statement. 

That  is  to  say  (1),  the  Government  fully  reimbursed  itself  for  the 
value  of  the  lands  granted  by  doubling  the  selling  price  of  the  alter- 
nate sections  reserved;  (2)  every  land-OTant  railroad  of  the  United 
States  is  now  transporting  over  its  land-gi'ant  mileage  the  property 
of  the  United  States  and  its  officers  and  employees  at  50  per  cent  of 
the  established  tariff  rates  and  must  continue  to  do  so  in  perpetuity; 
and  (3)  land-gi-ant  roads  are  now  carrying  and  must  carry  in  per- 
petuity the  mails  of  the  United  States  over  the  land-grant  miles 
at  80  per  cent  of  the  compensation  fixed  for  nonland-grant  roads. 
In  addition  to  the  obligations  imposed  by  the  Government  the  States 
in  many  instances  imposed  further  obligations,  as  a  condition  to  pass 
the  grant  received  by  it  to  the  railway  company,  which  it  was  intended 
should  receive  the  same.  An  instance  of  this  is  the  5  per  cent  gross 
receipts  tax  imposed  by  the  State  of  Illinois  on  the  Illinois  Central 
Railroad  Co. 

The  amount  which  the  Government  has  received  from  various 
land-grant  roads  in  the  form  of  reduced  transportation  and  in  re- 
duced mail  costs  has  not  been  ascertained  and  can  only  be  estimated. 
It  has,  however,  probably  been  substantial!}'  in  excess  of  $65,000,000. 

Now,  ^h\  Chau-man,  that  is  purely  an  estimate.  However,  it  is 
an  estimate  based  upon  my  own  careful  consideration  of  the  road 
with  which  I  am  interested  and  the  mileage  which  it  owns,  which  was 
originally  land-grant  mileage,  and  I  think  that  estimate  is  a  very 
conservative  one. 

The  Interstate  Commerce  Commission  is  now  requiring  each  car- 
rier which  owns  a  piece  of  railroad  property  in  aid  of  the  construction 
of  which  land  was  granted  to  report  in  the  most  complete  details  the 
information  required  by  the  Federal  valuation  act.  How  far  this 
work  has  progressed  I  am  not  able  to  say,  though  I  do  know  that  it 
is  being  done  thoroughly  and  exhaustively,  and  I  am  sure  as  rapidly 
as  consistent  vrith  accuracy.  However,  the  process  must  be  some- 
what slow,  because  only  a  few  railroad  companies  were  able  to  finan- 
cially survive  the  efforts  and  expenditures  necessary  to  construct 
the  mileage  requu'ed  to  secure  the  benefit  of  the  lands  granted  to 
them.  The  acceptance  of  the  several  grants  in  almost  every  instance 
mvolved  the  construction  of  a  raih'oad  into  a  territory  which  afforded 
no  substantial  traffic.  Each  land-grant  railway  company,  before  it 
could  reasonably  expect  to  have  a  volume  of  traffic  sufficient  to  pay 
operating  expenses,  was  compelled  to  secure  the  settlement  and 
development  of  the  country  adjacent  to  its  lines. 

The  sale  of  the  lands  granted  was  frequently  slow  and  therefore 
the  development  of  the  country  was  slower  than  was  expected. 
As  a  result  of  complying  with  the  obligations  imposed  in  the  several 
land  grants,  in  building  into  new  territory  without  traffic  and  the 
operation  of  such  roads  for  a  substantial  period  of  time  with  merely 
nominal  traffic,  there  were  many  failures,  reorganizations,  receiver- 
ships and  foreclosures.  As  the  land  grants,  therefore,  passed  in 
many  instances  from  the  company  to  which  they  were  made  to  other 
companies,  and  frequently  there  was  a  second  failure,  reorganization, 
or  sale  and  they  passed  into  the  hands  of  a  third  company.  To 
compile  the  information,  therefore,  required  by  the  Federal  valuation 
act  is  a  tedious  and  difficult  task. 
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Some  people  who  discuss  the  subject  of  railroad  landgrants  dis- 
regard these  facts  and  take  into  consideration  only  the  value  of  the 
land  granted  as  of  the  present  date.  They  either  overlook  or  inten- 
tionally forget  the  obligations  imposed  upon  railroad  companies 
accepting  land  grants  and  the  financial  disaster  visited  upon  the 
companies  and  the  stocldiolders  as  a  result  of  the  construction  of 
lines  of  railway  in  nontrafhc  producing  territories. 

A  consideration  of  the  congressional  history  of  land  grants  other 
than  what  we  may  term  "  the  Pacific  land  grants" — that  is,  those  to 
induce  construction  of  railway  to  the  Pacific  coast — discloses  that 
the  dominant  purpose  in  the  mind  of  Congress  was  to  dispose  of,  to 
the  best  advantage  and  with  the  most  direct  financial  results  to  the 
United  States,  the  enormous  acreage  of  public  lands  then  owned 
by  it  and  as  to  which  all  other  means  had  been  substantially  exhausted. 
There  was,  in  the  making  of  these  grants,  governmental  foresight 
and  an  appreciation  of  the  commercial  advantages  thereof  that  w  as 
fully  sustained  and  justified  by  the  results  of  the  grants. 

As  to  the  so-called  Pacific  grants  and  the  acreao'e  included  in  these 
grants  was  a  very  substantial  j^art  of  the  whole  oi  the  lands  [^ranted, 
there  were  added  reasons,  the  bill  in  which  a  number  of  thess  grants 
was  entitled,  ''To  aid  in  constructing  a  railroad  and  telegraph  line 
from  the  Missouri  River  to  the  Pacific  Ocean  and  to  secure  to  the 
Government  the  use  of  the  same  for  postal,  military,  and  other  pur- 
poses." The  principal  argument  in  support  of  this  bill  was  that  it 
constituted  a  means  of  settling  up  the  territor}"  between  the  Atlantic 
and  the  Pacific  States,  affording  them  means  of  communication  and 
excliange  and  that  it  Y\^as  an  essential  element  of  the  national  defense 
and  security  and  would  be  of  inestimable  value  in  the  internal  de- 
velopment of  the  country  and  of  trade  and  commerce. 

A  brief  summary  of  the  more  important  reasons  for  the  enactment 
of  the  bill  is  found  in  the  report  of  Senator  Stewart,  United  States 
Senate,  Februar}^  19,  1869,  was  the  saving  in  cost  and  time  by  rr.il- 
road  transportation  as  against  wagon  or  ocean  transportation, 
necessity  to  give  distant  territories  railroad  transportation,  influence 
of  railroads  in  increasing  domestic  and  foreign  commerce,  military 
necessity,  settlement  of  the  Indian  question,  reduction  in  the  cost 
of  transportation  charges  to  military  posts,  bring  to  the  market 
hundreds  of  millions  of  acres  of  good  land,  and  millions  of  popula- 
tiian  to  present  producers  and  taxpayers,  cause  vast  increase  of  pro- 
duction of  precious  metals,  vast  increase  in  customs  revenues  from 
imports  from  Asiatic  countries,  greatly  stimulate  manufacturing 
and  trade  in  the  States  to  supply  wants  in  the  new  regions. 

Mr.  Chairman,  there  is  not  a  suggestion  in  that  report  that  there 
was  an  element  of  donation  in  the  grant.  It  sets  forth  the  benefits 
accruing  to  the  United  States;  in  other  words,  what  the  Government 
will  accomplish  by  making  the  grants,  its  acceptance  by  the  several 
railroad  companies,  and  the  construction  of  the  railroad  mi'enge 
provided  for. 

Tiie  Chairiman.  You  are  referring  to  the  Stewart  report? 

Mr.  Bledsoe.  Yes;  nor  have  I,  in  the  discussions  I  have  read  of 
the  subject,  been  able  to  find  anything  that  would  indicate  that 
Congress  considered  that  it  was  granting  this  land  to  a  railroad  com- 
pany as  a  donation,  or  that  the  transaction  represented  other  than  a 
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bargain  in  which  the  interest  of  th.e  United  States  was  fully  pro- 
tected and  for  which  it  was  gettmg  the  fullest  consideration. 

Mr.  Sweet.  Mr.  Bledsoe,  in  connection  with  your  statement,  I 
would  like  to  have  you  give  the  names  of  all  the  land-grant  railways 
and  also  all  roads  that  have  been  organized  under  an  act  of  Congress. 

Mr.  Bledsoe.  That  would  be  a  very  large  task  which  I  am  afraid 
I  would  not  be  able  to  accomplish. 

The  Chairman.  Mr.  Bledsoe,  the  General  Land  Office  has  gotten 
out  a  report  giving  all  the  land  grants  in  aid  of  railroad  construction. 

Mr.  Bledsoe.  Yes. 

Tiie  Chairman.  Is  that  so  voluminous  as  to  prohibit  us  from 
printing  it  as  a  part  of  your  hearing? 

Mr.  Bledsoe.  I  have  not  it  with  me  and  I  do  not  recall  just  how 
much  there  is  in  it.  I  think  the  best  resume  of  the  situation  is  a 
rather  long  one  prepared  at  the  instance  of  the  University  of  Wis- 
consin, and  probably  you  have  seen  that. 

The  CiLiiRi\L\N.  In  view  of  the  fact  that  Mr.  Plumb  has  made  this 
one  of  the  charges,  I  think  this  would  be  an  opportune  time  to 
supply  some  of  the  evidence,  at  least,  with  reference  to  these  grants. 

Mr.  Bledsoe.  Mr.  Chairman,  I  will  see  if  I  can  get  that  and  submit 
it,  and  if  you  think  it  worth  while  to  include  it,  I  will  be  glad  for  you 
to  do  so. 

The  Chairman.  It  is  an  official  publication. 

Mr.  Bledsoe.  Yes,  sir. 

Mr.  Sims.  But  none  of  these  publications  include  the  lands  given 
to  the  roads  in  the  State  of  Texas. 

The  Chairman.  No;  of  course,  that  was  not  public  domain. 

Mr.  Sims.  But  Mr.  Cowan  referred  the  other  day  to  the  very  large 
grants  by  the  State  of  Texas  to  the  Texas  Pacific  Railroad. 

Mr.  Bledsoe.  The  pamphlet  to  which  I  made  reference  is  entitled 
''Bulletin  of  the  University  of  Wisconsin  No.  30."  It  was  prepared 
by  Prof.  John  BeU  Sanborn  and  published  at  Madison,  Wis.,  August, 
1899.  It  is  entitled  "Congressional  Grants  of  Land  in  Aid  of  Rail- 
ways." 

Mr.  Hamilton.  There  is  altogether  too  much  of  that  to  incorporate 
in  the  hearings. 

Mr.  Bledsoe.  Yes;  there  are  some  200  or  300  pages. 

The  Chairman.  But  the  reference  is  valuable. 

Mr.  Bledsoe.  The  reference  is  valuable  and  there  is  in  the  back  of 
it  a  digest  by  States,  I  think,  of  the  lands  granted,  and  I  presume  it 
is  made  by  States  because  the  grants  were  usually  to  the  States  and 
were  distributed  by  the  States  to  the  various  railroads.  The  Pacffic 
land  grants  were  made  direct,  as  I  recall  now,  but  most  of  the  others 
were  made  to  the  States. 

I  may  add  from  information  gathered  from  the  companies  in 
which  I  am  interested  that  it  required  a  long  period  of  time  to  dispose 
of  the  gi'ant  lands.  In  one  instance  28  years  and  in  another  50 
years  has  elapsed  and  with  only  about  60  per  cent  of  the  land  dis- 
posed of.  The  amount  therefore  realized  by  any  company  from  the 
the  sale  of  land  grants  affords  very  slight  evidence  of  the  value  of  the 
lands  at  the  time  the  grants  were  made. 

Mr.  Chairman,  the  State  of  Kansas  was  perhaps  the  recipient  of  as 
large  a  land  grant  as  any  State  of  moderate  size,  and  Mr.  Spring,  in 
his  History  oi  Kansas,  discusses  these  grants  and  the  benefits  accruing 
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to  the  State  and  the  burdens  imposed  on  the  raihoad  companies,  and 
I  want  to  read  into  the  record  three  short  paragraphs  from  Mr. 
Spring's  History  of  Kansas,  at  page  308: 

The  making  of  this  great  State,  in  which  the  ordinary  processes  of  development 
have  been  so  much  abbreviated,  was  mainly  an  achievement  of  the  railroad.  "If 
this  invention,"  said  Emerson,  "hasredu'  ed  England  to  a  third  of  its  size  by  bringing 
people  so  much  nearer,  in  this  country  it  has  given  a  new  celerity  to  time,  or  antici- 
pated for  50  years  the  planting  of  tracts  of  land." 

By  a  system  of  advertising  which  skillfully  seized  upon  all  avenues  of  communica- 
tion— newspapers,  pamphlets,  traveling  agents,  national  and  international  exhibi- 
tions— the  railroad  corporations  greatly  abridged  the  ordinary  coasre  of  events.  They 
had  received  vast  grants  of  land  for  which  a  population  must  be  furnished  if  their 
enterprises  were  to  thrive.  Numerous  foreign  colonies  were  successfully  located  in 
the  State — Swedish,  Scotch,  Welsh,  Mennonite,  and  Russian.  There  was  scarcely 
an  important  city  in  the  United  States  or  Europe  in  which  offices  for  the  dissemination 
of  information  were  not  to  be  found.  Without  the  adventurous  forecast  and  energy 
of  railroad  corporations  the  settlement  of  Kansas,  like  that  of  older  States,  would  have 
stretched  over  a  much  longer  period. 

This  remarkable  development  has  been  accomplished  in  spite  of  some  rather  serious 
ojbstacles  and  calamities.  From  1864  to  1870  and  later  in  1874  and  1878  the  State  was 
embarrassed  by  Indian  hostilities,  in  which  at  least  a  thousand  citizens  lost  their  lives 
and  a  large  amount  of  property  was  destroyed.  In  1874  came  the  invasion  of  locusts. 
So  extensive  was  the  devastation  of  the  pests  that  a  relief  committee  was  organized  and 
a  general  appeal  for  help  issued.  But  it  was  not  until  the  disastrous  half  decade  of 
1888-1892,  with  its  serious  decline  in  population,  that  the  progress  of  the  State  was 
materially  checked.  Wlien  Oklahoma  was  opened  for  settlement  in  1889,  not  less 
than  50,000  dissatisfied  Kansans  migrated  thither. 

Ml".  Sims.  Mr.  Bledsoe,  are  you  through  with  the  land-gi'ant  features 
of  your  remarks  ? 

Mr.  Bledsoe.  I  was  going  to  add  one  suggestion,  Mr.  Chairman, 
and  that  is  I  have  read  the  reports  of  the  directors  of  the  Atchison, 
Topeka  &  Santa  Fe  Railway  Co.  to  the  stockholders  of  that  com- 
pany during  the  years  they  were  endeavoring  to  construct  the  .rail- 
road from  Atchison  to  the  western  line  of  Kansas,  which  was  the 
principal  land-grant  section  accruing  to  that  company  in  the  State, 
and  it  is  a  story  of  reverses,  disappointments,  difficulties,  and  finan- 
cial losses,  with  always  a  hopeful  expression  for  the  future  in  each 
annual  report,  but  in  the  following  one  postponed  until  the  coming 
year.  In  one  year  the  locusts,  referred  to  there,  simply  ate  up  every- 
thing. This  resulted  in  the  enactment  of  a  law  in  Kansas,  known  as 
the  overseer  of  gi-asshoppers,  which  created  that  officer  and  directed 
him  to  summon  the  people  of  the  State  together  with  instruments 
of  destruction  to  destroy  the  grasshopper.  We  hauled  people  into 
that  State,  we  hauled  them  out,  and  we  hauled  seed  to  plant  their 
farms  with  the  next  year  without  charge.  In  other  words,  the  pio- 
neer railroad  and  the  pioneer  citizen  of  the  West  suffered  alike  and 
ought  to  share  alike  in  the  prosperity. 

Mr.  Sims.  The  question  I  wanted  to  ask  you,  Mr.  Bledsoe,  was  this: 
The  furnishing  of  proper  railroad  facilities  being  a  Government  func- 
tion and  a  Government  duty  and  a  Government  obligation,  was  it 
entirely  in  line  with  that  obligation  for  the  Government  to  disp)Ose 
of  its  own  lands  in  aid  of  those  very  transportation  facihties  which, 
as  a  sovereign,  it  was  under  obligation  to  aid  and  assist  ? 

Mr.  Bledsoe.  It  was  undoubtedly  a  proper  appropriation  of  the 
lands,  but  the  remarkable  thing  about  it,  Mr.  Chairman,  is  that  that 
phase,  except  in  the  Pacific  land  grants,  does  not  seem  to  have  been 
given  controlhng  consideration  in  the  discussions.     The  earlier  dis- 
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cussions  centered  upon  some  means  of  converting  these  unused  public 
lands  into  money.  The  States  were  protesting  that  the  Government 
by  retaining  the  ownership  lands  within  the  States,  the  State  was  de- 
prived of  its  power  to  tax  such  lands  and  that  the  Government  was 
deprived  of  any  revenue  therefrom,  and  therefore  the  underlying 
thought  in  the  earlier  grants  was  not  so  much  to  encourage  railroad 
construction  as  to  find  an  avenue  for  the  beneficial  disposition  of 
public  lands. 

Mr,  Montague.  Would  the  railroads  which  were  built  in  that 
period  have  been  built  if  these  grants  had  not  been  made  ? 

Ml'.  Bledsoe.  I  do  not  think  so. 

Mr.  Montague.  They  would  have  waited  a  good  many  years  ? 

Mr.  Bledsoe.  It  would  have  been  many  years  before  that  country 
would  have  been  developed. 

Mr.  Hamilton.  There  are  some  wr-iters,  I  think  Bryce  suggests  it 
in  his  American  Commonwealth,  that  if  it  had  not  been  foi  the  ex- 
tension of  the  transcontinental  railroads  this  Government  might  not 
have  preserved  its  continuity,  and  there  might  have  been  a  separate 
entity  on  the  Pacific  coast. 

Ml'.  Bledsoe.  I  think  undoubtedly  that  fear  existed  from  1863  to 
about  1869,  and  it  was  one  of  the  important  factors  inducing  what  is 
known  as  the  Pacific  land  grants — the  grants  to  the  roads  to  induce 
construction  westward  to  the  Pacific  Ocean, 

Mr.  Montague.  What  was  the  name  of  Mr.  Huntington's  road? 

Mr.  Bledsoe.  The  Southern  Pacific.  I  may  say,  in  response  to 
your  suggestion  suggesting  the  Southern  Pacific  Co.,  that  the  Atchi- 
son, Topeka  &  Santa  Fe  Railway  Co.  now  owns  240  miles  of  road 
constructed  from  Needles  to  Mojave  which  probably  carried  the 
largest  land  grant  area  per  mile  of  any  road  in  the  country  and  I  do 
not  believe  at  that  time  there  was  a  single  acre  of  land  included  within 
the  grant  that  was  capable  of  being  made  productive  for  agricultural 
purposes.  It  was  a  desert  then  and  is  a  desert  to-day,  except  in  a 
very  few  places  where  water  has  been  gotten  at  some  depth  that  can 
be  used  above  the  surface.  But  there  is  practically  nothing  along 
the  line  of  railway  between  those  two  stations,  and  yet  the  grant  that 
went  with  that  line  probably  exceeded  the  area  of  tlii'ee  or  four  of  the 
New  England  States.  I  do  not  know  what  was  realized  for  it — I  have 
not  been  able  to  find  out — but  I  doubt  if  anything  was  ever  realized. 
You  will  understand  that  all  mineral  was  reserved  in  these  grants. 

Mr.  Montague.  The  mineral  rights  did  not  go  with  the  grants. 

Mr.  Bledsoe.  No,  sir. 

Mr.  Hamilton.  Does  your  line  substantially  follow  the  Old  Santa 
Fe  Trail  ? 

Mr.  Bledsoe.  Yes,  sir;  for  a  very  substantial  part  of  the  way, 
and  then  we  have  a  branch  down  to  Santa  Fe.  The  main  line, 
however,  passes  north  of  Santa  Fe. 

Now,  Mr.  Chairman,  I  want  to  discuss  very  briefly  the  railway 
executives'  plan,  not  for  the  purpose  of  dealing  with  the  matter  in 
detail  but  merely  to  say  that  I  most  heartily  indorse  what  Mr.  Thom 
has  said  with  respect  to  that  plan.  I  think  it  is  the  most  flexible, 
workable  plan  that  has  been  presented.  It  is  the  only  one  in  which 
an  effort  is  made  to  define  what  constitutes  a  reasonable  rate.  Some 
of  the  other  plans  fix  maximums  and  minimums.  We  feel  that  the 
definition  of  a  rate  and  the  specifications  of  the  purposes  for  which 
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money  shall  be  raised  in  that  bill  are  all  measured  from  the  stand- 
point of  the  public  interest  and  are  in  accord  with  the  public  interest, 
and  that  is  the  prmcipal  reason  we  ask  their  adoption. 

Mr.  Chairman,  I  am  also  a  most  hearty  believer  in  the  transporta- 
tion board.  At  the  present  time  in  order  to  secure  an  increase  in 
rates  or  relief  of  any  character,  from  the  Interstate  Commerce  Com- 
mission we  must  present  to  that  commission  a  state  of  facts  that  dis- 
credits our  roads  as  being  entitled  to  fhiancial  aid  or  financial  support 
through  the  sale  of  stock  or  the  sale  of  securities.  In  other  words, 
to  secure  an  increase  in  rates  we  must  prove  beyond  any  question 
that  we  can  not  survive  without  the  increase.  Our  thought  is  that 
the  transportation  board  in  the  interest  of  the  public  should  keep 
in  touch  with  this  situation,  should  determine  whether  or  not  we 
are  in  need  of  additional  revenue.  If  it  decides  that  we  are  entitled 
to  additional  revenue,  then  it  would  be  a  buffer  between  us  and  the 
public.  If  it  decides  we  are  not  entitled  to  it,  it  would  practically 
mean  we  would  not  be  able  to  secure  the  revenue;  but  we  would 
have  an  impartial  public  body  charged  with  serving  the  public 
interest  to  ascertain  and  report  these  facts,  and  we  believe  that  would 
bo  of  enormous  help  in  the  solution  of  the  railway  problem. 

Mr.  Chairman,  Mr.  Thom  has  suggested  to  you  the  necessity  for  the 
continuance  of  the  standard  return  pending  an  adjustment  of  the 
relations  between  income  and  outgo  of  the  railroads.  I  want  to 
urge  upon  you  the  very  great  necessity  for  doing  something  of  this 
kind  in  any  legislation  that  may  be  enacted. 

The  President  has  indicated  that  he  does  not,  for  the  time  being 
at  least,  contemplate  an  increase  in  rates.  You  are  familiar  with  the 
relation  of  the  earning  power  of  the  roads  to  their  operating  expenses. 
Considered  solely  from  the  standpoint  of  the  public,  it  seems  to  me 
it  is  more  vital  to  maintain  the  integrity  of  the  transportation  facilities 
than  to  make  a  small  saving  in  the  readjustment  period.  I  say 
small;  of  course,  it  is  large,  but  it  is  relatively  small  compared  witn 
the  interest  involved.  And  then,  Mr.  Chairman,  it  must  not  be 
forgotten  that  the  stockholders  of  a  railway  company  have  had  no 
increase  during  the  years  when  the  increase  in  the  cost  of  living  has 
been  feo  great.  It  was  stated  here  that  the  earning  power  of  the 
dollar  has  been  reduced  to  about  43  cents.  If  that  is  true,  the  rail- 
road stockholder  who  is  receiving  a  dividend  of  6  per  cent  of  course  is 
receiving  less  than  3  per  cent,  measured  by  the  prewar  standard 
when  that  dividend  was  established  and  found  to  be  reasonable  in 
connection  with  the  earnings  of  the  property. 

Mr.  Montague.  Do  you  mean  the  earning  power  of  the  dollar  has 
been  reduced  by  43  cents  or  to  43  cents? 

Mr.  Bledsoe.  To  43  cents. 

Mr.  Montague.  In  other  words,  57  cents  out  of  the  dollar  is  lost? 

Mr.  Bledsoe.  Yes. 

Mr.  Sanders  of  Indiana.  Interest  rates  generally,  however,  have 
not  advanced  ? 

Mr.  Bledsoe.  Interest  rates  have  advanced. 

Mr.  Sanders  of  Indiana.  To  that  extent  on  other  securities  or  on 
other  investments? 
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Mr.  Bledsoe.  My  guess  would  be  that  the  interest  rates  have  ad- 
vanced in  the  neighborhood  of  40  per  cent  on  the  same  character 
of  security. 

Mr.  PIamilton.  Do  you  mean  the  country  over? 

Mr.  Bledsoe.  Yes,  sir. 

Mr.  Sims.  In  the  ordinary  lenciing  of  money? 

Mr.  Bledsoe.  No;  not  in  the  ordinary  term  loans  from  the  bank 
to  the  individual,  but  I  am  talking  about  the  large  funding  processes 
through  which  money  has  to  be  secured  for  the  large  institutions. 
A  great  many  of  the  very  best  loans  in  the  country  have  been  sold 
on  the  basis  of  from  7  to  74  per  cent  during  the  years  1918  and  1919. 

Mr.  Sims.  I  do  not  know  of  a  single  mortgage  that  has  been  taken 
in  my  country  for  anything  more  than  the  ordinary  legal  rate  of 
interest. 

Mr.  Bledsoe.  That  may  be  true. 

Mr.  PIamilton.  Take  the  ordinary  municipal  bond;  the  interest 
has  not  advanced,  has  it? 

Mr.  Bledsoe.  No;  the  interest  has  not  advanced,  but  the  price  has 
gone  down. 

Mr.  PIamilton.  Not  very  much;  they  are  considered  rather  desir- 
able, I  am  told,  although  I  am  not  a  financier. 

Mr.  Bledsoe.  They  are  desirable,  because  of  their  nontaxable 
feature. 

Mr.  Hamilton.  Precisely. 
Mr.  Bledsoe.  But  all  the  loans  or  all,  of  course,  except  Government 
and  State  loans,  were  taxable,  and  so  are  the  new  loans  taxable. 

Mr.  Hamilton.  But  the  rate  of  interest  is  only  7  per  cent,  and  I 
think  it  has  been  raised  to  that  from  about  6  per  cent. 

Mr.  Bledsoe.  I  think  real  estate  loans  have  remained  practically 
normal,  but  if  you  take  the  commercial  loans  that  have  been  made 
in  large  sums,  you  will  find  they  have  advanced  from  about  5  to  7 
per  cent. 

The  Ciiaii'vMAN.  What  about  the  rate  on  short-term  certificates 
issued  by  railroad  companies  for  equipment,  and  soon?  What  has 
been  the  increase  in  the  rates  on  short-time  certificates? 

Mr.  Bledsoe.  About  the  only  certificate  I  know  of  was  the  eT|uip- 
ment  certificate,  and  those  certificates  were  prior  to  the  war  financed 
on  the  basis  of  from  4  per  cent  to  6  per  cent,  depending  to  some  extent 
upon  the  financial  condition  of  the  road.  No  certificates  have  been 
issued,  so  far  as  I  know,  during  Federal  control,  other  than  those 
provided  for  prior  to  Federal  control.  We  are  now  considering  the 
forming  of  an  equipment  trust  for  the  flotation  of  the  equipment 
allocated  to  the  carriers  by  the  Government,  and  the  proposed  basis 
for  that  is  6  per  cent,  and  I  am  not  sure  that  even  with  the  (xovern- 
ment  behind  it  we  will  be  able  to  float  it  on  that  basis,  although  I 
hope  we  will. 

Mr.  Watson.  May  I  say  that  real  estate  loans  in  Philadelphia  have 
increased  1  per  cent?  One  can  not  obtain  a  mortgage  loan  in  Phila- 
delphia for  less  than  6  per  cent,  which  is  1  per  cent  more  than  it  was 
previous  to  the  war. 

Mr.  Sims.  Is  that  due  to  taxation? 

Mr,  Watson.  No  ;  the  high  cost  of  living,  I  suppose. 

Mr.  CoADY.  And  gilt-edged  4  per  cent  securities  are  selling  on  a  6 
per  cent  basis  right  now,  and  higher  than  that. 
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Mr.  Bi-EDSOE.  Yes.  Mr.  Chairman,  take,  for  instance,  the  Atchi- 
son, Topoka  &  Santa  Fe  general  mortgage  bond,  which  I  regard  as 
good,  as  far  as  the  security  is  concerned,  as  the  obligation  of  the 
United  States,  that  bond  is  selling  at  77  on  the  market  now. 

Mr.  Sims.  Do  vou  mean  a  first-mortgage  bond  on  the  Atchison, 
Topeka  &  Santa  Fe  1 

Mr.  Bledsoe.  Yes,  sir;  77. 

Mr.  Sims.  How  long  has  it  got  to  run  ? 

Mr.  Bledsoe.  Until  1995. 

Mr.  Sims.  What  is  the  rate  of  interest  ? 

Mr.  Bledsoe.  Four  per  cent. 

Mr.  Sims.  Do  you  know  of  any  for  sale  at  that — oh,  4  per  cent; 
that  is  where  the  trouble  comes  in.  The  bond  is  also  taxable.  I 
thought  they  were  6  per  cent  bonds. 

Mr.  Bledsoe.  In  normal  times  that  bond  was  around  par,  some- 
times below  and  sometimes  above. 

Mr.  Sims.  But  if  you  had  had  this  income  tax  and  excess-profits  tax, 
you  would  have  seen  where  it  would  have  been  in  normal  times.  It 
would  have  been  just  like  it  is  now. 

Mr.  CoADY.  That  makes  the  bond  yield  about  6  per  cent  ? 

Mr.  Bledsoe.  It  yields  shghtly  over  5  per  cent — about  5i,  I 
think. 

Mr.  Sims.  In  other  words,  it  is  this  taxation  that  is  affecting  the 
price  of  your  bonds,  instead  of  the  increased  cost  of  the  money  ? 

Mr.  Bledsoe.  No;  Mr.  Chairman,  it  is  not  taxation  that  controls, 
although  that  is  a  factor.  It  is  because  you  can  invest  your  money, 
if  you  have  it,  in  high-grade  securities  running  for  a  ])eriod  of  10 
years,  that  will  pay  you  from  7  to  7^  per  cent. 

Mr.  Sims.  Your  bonds  run  much  longer  than  that. 

Mr.  Bledsoe.  Oh,  yes;  of  course  they  do,  but  I  am  talking  about 
the  factors  involved.  I  know  a  number  of  people  who  have  sold 
these  high-grade,  long-term  bonds,  taken  their  sacrifice,  and  put  the 
money  into  7  per  cent  or  better  10-year  notes. 

Mr.  Sims.  In  other  words,  they  regard  that  as  a  better  investment 
and  they  sold  their  bonds  and  put  the  money  in  that  ? 

Mr.  Bledsoe.  They  put  the  money  not  in  a  better  investment, 
because  I  do  not  think  there  could  be  a  better  investment,  but  they 
put  it  in  one  that  paid  a  higher  rate  of  interest. 

Mr.  Sims.  They  put  their  money  in  what  they  considered  a  more 
remunerative  investment  for  a  period  of  10  years? 

Mr.  Bledsoe.  Yes.  Of  course,  4  per  cent,  with  the  present  re- 
duced value  of  money,  is  a  very  low  return. 

Mr.  Sims.  I  think  perhaps  6  per  cent  is  a  very  low  return  for  a 
poor  widowed  woman  who  has  a  mortgage  to  live  on,  which  is  taxed. 
Why  not  do  something  for  them,  as  well  as  for  the  railroad  people  ? 
They  have  got  to  get  the  necessaries  of  life. 

Mr.  Bledsoe.  We  have  all  got  to  get  the  necessaries  of  life — the 
railroad  and  the  individual  alike. 

Mr.  Sims.  There  are  so  many  more  widows  who  do  not  own  rail- 
road securities  than  those  who  do  that  they  should  be  considered. 

Mr.  Bledsoe.  I  have  not  discussed  that,  but  45  per  cent  of  the 
stockholders  of  the  Atchison,  Topeka  &  Santa  Fe  are  women. 

Mr.  Sims.  But  not  all  are  widows  ? 

Mr.  Bledsoe.  Oh,  no;  I  should  hope  not. 
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Now,  Mr.  Chairman,  I  want  to  discuss  for  a  few  minutes  the  con- 
flict between  State  and  interstate  rates,  and  I  have  prepared  a  brief 
statement  showing  the  relation  of  the  volume  of  traffic  and  some  of 
the  conflicts  which  we  think  it  is  necessary  to  remove  before  there 
can  be  peace  and  harmony  and  an  established  railway  income. 

Of  the  thousands  of  railway  trains,  freight  and  passenger,  operated 
each  day  in  the  United  States,  except  as  to  suburJDan  service — 99  per 
cent  or  more  are  engaged  indiscriminately  and  concurrently  in  the 
transportation  of  persons  and  property  in  interstate  and  State  com- 
merce. Of  the  freight  transported  over  the  railways  of  the  United 
States,  about  85  per  cent  of  the  tons  1  mile  are  moved  in  interstate 
commerce  and  about  15  per  cent  in  State  commerce. 

Practically  every  freight  train,  in  every  journey,  carries  both  State 
and  interstate  freight,  sometimes  in  different  cars  and  sometimes  in 
the  same  car.  The  average  freight  train  consists  probably  of  35  cars, 
24  loaded  and  1 1  em]3ty.  Of  the  loaded  cars,  on  an  average  of  20  are 
loaded  with  commodities  moving  in  intrastate  commerce  and  2  with 
commodities  in  both  interstate  and  intrastate  commerce.  The  empty 
cars  are  being  hauled  to  accommodate  interstate  and  intrastate  trans- 
portation somewhat  in  proportion  to  the  movement  of  commodities 
m  interstate  and  State  commerce,  respectively.  All  the  freight  in 
these  trains,  whether  interstate  or  State,  is  drawn  over  the  same  road 
by  the  same  engines,  and  carried  in  the  same  or  similar  cars.  Com- 
pensation for  hauling  the  interstate  freight  in  the  20  cars  and  that 
part  thereof  mixed  with  State  freight  in  the  2  cars  is  prescribed  by 
one  authority,  on  one  basis,  and  at  one  rate,  and  the  compensation 
for  moving  the  State  freight  in  the  2  cars  and  that  mixed  with  the 
interstate  freight  in  the  2  cars  is  prescribed  and  regulated  by  another 
authority,  upon  another  basis,  and  at  a  different  rate. 

The  passenger  travel  in  State  and  interstate  transportation  is  about 
equal. 

That  is,  so  far  as  the  passenger  service  is  concerned,  the  number  of 
passengers  traveling  1  mile  in  State  and  interstate  service  are  almost 
absolutely  equal,  whereas  on  the  freight  side  it  is  85  per  cent  inter- 
state and  15  per  cent  State.  Therefore,  discrimination  in  State  pas- 
senger traffic  against  interstate  passenger  traffic  is  much  more  effec- 
tive, much  more  pronounced,  and  much  better  evidenced  than  as  to 
the  freight. 

Passengers,  both  State  and  interstate,  are  found  in  practically  every 
coach,  every  chair  car,  and  every  Pullman  car  of  every  train.  They 
enjoy  identically  the  same  facilities  in  service,  and  make  a  common 
use  of  every  dollar's  worth  of  property  employed  in  the  passenger 
transportation  service.  Notwithstanding  this,  the  fare  for  haulmg 
the  interstate  passenger,  as  fixed  after  fuU  hearing  by  the  Interstate 
Commerce  Commission  in  the  Central  Western  States,  is  from  2.4  to 
3  cents  per  passenger  per  mile,  while  the  fares  established  by  State 
authorities  in  the  same  States  are  almost  uniformly  2  cents  per  pas- 
senger per  mile. 

That  was  the  condition  prevailing  at  the  beginning  of  Federal 
control. 

The  interstate  passenger  can  never  be  made  to  understand  why  the 
State  passenger  shoiild  pay  only  2  cents  per  mile  for  the  same  facilities 
and  service  for  which  he  pays  2.4  to  3  cents  per  mile.  This  disparity 
exists,  not  only  between  passengers  who  ride  on  different  trains,  but 
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passengers  who  ride  upon  the  same  train  and  in  the  same  seat  on  the 
same  train.  The  interstate  passenger  is  convinced  beyond  contro- 
versy that  he  is  being,  discriminated  against  and  that  he  will  be 
justified  in  going  to  any  extreme  to  avoid  the  payment  of  25  to  50 
per  cent  more  for  transportation  service  than  is  contemporaneously 
paid  for  the  same  service  by  the  State  passenger.  He,  therefore, 
purchases  his  ticket  to  the  first  station  across  the  State  line  at  which 
the  train  stops,  gets  ofip  and  purchases  a  ticket  to  his  destination  within 
the  State,  or,  if  going  across  the  State,  to  the  nearest  State-line  station 
on  the  opposite  side  thereof,  and  in  either  event  at  the  State  rate  of 
2  cents  per  mile,  and  thereby  deprives  the  railroad  company  of  its 
lawfully  established  interstate  fares. 

The  Chairman.  That  was  the  trouble  with  the  Illinois  rate  case. 
What  is  the  status  of  it  now  ? 

Mr.  Bledsoe.  The  status  is  that  the  director  general  has  pre- 
scribed a  uniform  rate  of  3  cents  a  mile,  but  the  actual  status  at  the 
end  of  Federal  control  will  be  a  statutory  provision  of  Illinois  impos- 
ing a  2-cent  passenger  fare  as  against  the  interstate  passenger  fare 
of  3  cents  per  mile. 

The  Chairman.  Would  not  the  Shreveport  case  decide  that  in 
favor  of  the  people,  notwithstanding  the  Illinois  rates  were  statutory  ? 

Mr.  Bledsoe.  The  people  of  St.  Louis,  Mo.,  endeavored  to  secure 
some  relief  against  that  discrimination  and  the  commission  made  an 
order.  That  order  was  reversed  by  the  Supreme  Court  of  the  United 
States. 

Mr.  Chairman,  it  is  next  to  impossible  to  find  the  point  where  jrou 
can  mark  the  limit  of  control  if  you  must  rest  on  discrimination 
alone.  For  eight  years  I  lived  in  the  State  of  Oklahoma,  where  the 
Interstate  Commerce  Commission  had  determined  that  a  3-cent 
passenger  fare  for  all  transportation  was  a  reasonable  one,  yet  vState 
transportation  was  compelled  to  be  conducted  on  a  2-cent  basis. 
Nobody  was  able  to  secure  relief  against  that  charge  on  the  ground 
of  discrimination.  After  10  years  of  litigation  the  courts  declared 
that  the  2-cent  passenger  fare  was  confiscatory  and  hold  that  it  had 
been  confiscatory  for  the  whole  period  of  time  involved,  but  the  10 
years  were  behind  us.  There  had  been  10  years  of  operation  under 
the  2-ccnt  passenger  fare.  The  State  of  Kansas,  when  in  1915  the 
Interstate  Commerce  Commission  determined  that  2.4  cents  was  a 
reasonable  interstate  rate,  had  a  2-cent  State  rate.  We  have  a  station 
called  Argentine,  right  at  the  Missouri-Kansas  State  line,  and  the 
Kansas  passengers  uniformly  buy  their  tickets  to  Argentine  and 
avoid  the  interstate  fare.  Coming  back  into  Kansas  they  take  a 
street  car  over  to  Argentine  and  buy  their  tickets  from  Argentine  to 
the  point  of  destination  in  Kansas.  Kansas  is  a  State  of  magnificent 
distances  and  the  inducement  was  very  strong  and  the  saving  very 
substantial.  My  recollection  is  that  the  volume  of  tickets  sold  at 
this  station  of  Argentine  increased  nearly  a  thousand  per  cent  follow- 
ing the  increase  in  the  interstate  passenger  fare  above  the  level  of 
the  State  passenger  fares. 

Now,  Mr.  Chairman,  under  the  existing  law  the  railroad  company 
can  not  complain  of  discrimination.  Some  citizen  must  complain. 
Usually  the  result  of  those  complaints  is  to  raise  the  State  fare,  and 
that  is  not  as  popular  as  it  might  be,  and  therefore  there  is  not  as 
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much  disposition  to  make  complaints  about  discrimination  as  you 
might  suppose.  That  is  not  so  patent  in  dealing  with  the  freight 
situation. 

Mr.  Cooper.  May  I  interrupt  you  ? 
Mr.  Bledsoe.  Yes,  sir;  you  may. 

Mr.  Cooper.  You  have  spoken  of  the  2-cent  passenger  fare,  that 
came  about  through  legislative  action  and  not  by  the  commission? 

Mr.  Bledsoe.  In  most  every  instance  by  legislative  action.  In 
Oklahoma  it  was  by  constitutional  provision  that  put  it  beyond  the 
power  of  the  legislature  to  correct  it.  In  Kansas  a  temporary  rate 
was  put  on  on  order  of  the  commission  and  then  a  statute  was  passed 
prohibiting  the  raising  of  the  rate,  which  was  a  combination,  of  course, 
commission  order  and  statutory  regulation,  but  in  the  main  pas- 
senger fares  are  prescribed  by  statute.  They  are  in  Illinois  and  I 
am  quite  sure  in  Iowa  and  Nebraska. 

Mr.  Cooper.  The  question  that  I  wanted  to  ask  you  is  this: 
Suppose  that  the  State  railway  commissions  were  done  away  with 
and  that  the  Interstate  Commerce  Commission  was  to  fix  the  pas- 
senger rates,  would  that  set  aside  the  legislation  which  has  been 
provided  for  by  the  States  with  reference  to  passenger  fares  ? 

Mr.  Bledsoe.  Mr.  Cooper,  in  my  judgment  the  Interstate  Com- 
merce Commission  may  be  authorized  to  fix  the  rate  of  transporta- 
tion to  be  charged  by  an  instrumentality  of  interstate  commerce  for 
both  State  and  interstate  transportation,  and  that  if  the  authority 
was  conferred  upon  the  Interstate  Commerce  Commission  and  it 
prescribed  a  rate  different  from  that  prescribed  by  the  State  authority 
that  the  rate  prescribed  b}^  the  Interstate  Commerce  Commission 
would  prevail,  even  though  the  State  rate  was  prescribed  by  statute 
or  constitutional  provision. 

Mr.  Cooper.  The  reason  I  asked  that  question  is  that  the  leigsla- 
ture  of  the  State  of  Ohio  has  prescribed  a  2-cent-a-mile  rate. 

Mr.  Bledsoe.  Of  course,  as  is  frequently  stated  that  you  can  have 
these  rates  declared  confiscatory,  but  that  involves  a  segregation  of 
the  property  used  as  between  passengers  and  freight,  State  and  inter- 
state, the  segregation  of  earnings  as  to  freight  and  passenger.  State 
and  interstate,  and  it  involves  practically  an  impossibility.  There 
is  no  remedy  in  relief  based  upon  confiscation. 

Mr.  Sanders  of  Louisiana.  Do  I  understand  you  to  contend  that 
Congress  can  vest  in  the  Interstate  Commerce  Commission  with  the 
power  to  determine  and  fix  the  price  of  passenger  rates  purely  in  intra- 
state transportation? 

Mr.  Bledsoe.  Yes,  sir. 

Mr.  Sanders  of  Louisiana.  Absolutely  determine,  that  is  what  I 
want  to  get  straight  ? 

Mr.  Bledsoe.  As  I  expressed  it  before,  Mr.  Sanders,  I  think  Con- 
gress has  the  right  to  prescribe  the  rate  of  charge  to  be  made  by  an 
instrument  of  interstate  commerce.  I  would  not  say  that  Congress 
had  any  jurisdiction  to  fix  any  rate  of  compensation  for  any  carrier 
within  a  States  that  was  not  an  instrument  of  interstate  commerce. 

Mr.  Sanders  of  Louisiana.  Every  piece  of  railroad  in  every  State, 
either  directly  or  indirectly,  is  an  instrument  of  interstate  commerce, 
is  it  not  ? 

Ml".  Bledsoe.  I  think  that  is  true. 
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Mr.  Sanders  of  Louisiana.  Therefore  the  principle  that  you  would 
draw  is  that  the  power  of  Congress  has  the  right  to  fix  the  rates  on 
purely  intrastate  traffic? 

]Mr.  Bledsoe.  Yes,  sir;  on  raih'oads  engaged  in  interstate  com- 
merce. I  think  that  the  compensation  for  and  the  cost  of  transporta- 
tion and  the  sustaining  of  the  instrument  of  commerce  are  so  woven 
together  that  it  is  not  possible  for  the  States  to  make  rates  that  are 
unreasonabl}'-  low  or  unjust  without  seriously  burdening  the  instru- 
ments of  interstate  commerce. 

Mr.  Sanders  of  Louisiana.  Do  you  go  further  than  that  and  claim 
that  Congress  has  the  right  and  power  to  abrogate  the  police  regula- 
tions in  regard  to  interstate  commerce  ? 

Mr.  Bledsoe.  I  do  not.  I  think  that  the  State  authority  ought 
to  be  retained  as  to  other  matters  than  the  making  of  rates.  I  think 
that  the  State  commission  has  a  field  for  service  that  can  and  will  be 
helpful. 

Mr.  Sanders  of  Louisiana.  It  is  not  a  question  of  right;  I  am  talk- 
ing about  the  power  ? 

Mr.  Bledsoe.  In  the  form  you  put  the  question  I  would  answer 
no.  There  are  other  powers  than  that  to  make  rates  that  are  so  in- 
termingled with  the  whole  operation  of  the  instrumentalities  of  com- 
commerce  that  Congress  should  have  the  power,  but  on  the  broad 
statement  as  you  put  it,  I  would  say  no. 

Mr.  Sanders  of  Louisiana.  I  should  like  to  ask  this  question:  If 
Congress  has  power  to  fix  the  rates  that  intrastate  passengers  shall 
pay,  would  Congress  have  the  power  to  abrogate  certain  police  regula- 
tions in  regard  to  the  transportation  of  intrastate  passengers,  as,  for 
instance,  in  the  Southern  States,  I  might  enumerate  the  segregation 
of  the  races  in  diiTcrent  coaches? 

Mr.  Bledsoe.  I  htigated  that  subject  endeavoring  to  sustain  the 
Oklahoma  separate  coach  law.  It  went  to  the  Supreme  Court  of  tho 
United  States.  The  law  was  sustained  below  by  a  divided  court. 
The  judgment  was  reversed  by  a  divided  court.  There  were  some 
two  or  three  opinions  and  none  of  the  judges  was  in  harmony.  I 
would  think,  however,  that  Congress  would  have  the  authority  to 
regulate  the  matter  of  the  separation  of  the  races  on  an  mstrument  of 
mterstate  commerce. 

Air.  Sanders  of  Louisiana.  On  purely  intrastate  passengers  ? 

Ml".  Bledsoe.  There  is  no  possible  dividing  line,  as  I  can  see,  on 
that  subject,  as  between  State  and  interstate  passengers.  The  State 
laws,  of  course,  are  limited  to  intrastate  passengers,  but  as  a  matter 
of  fact  they  are  uniformly  applied  to  both  State  and  interstate  pas- 
sengers. Tliat  rule  (an  not  be  applied  in  two  difierent  ways,  in 
one  way  to  interstate  passengers  and  in  another  way  to  State  pas- 
sengers. Personallv,  I  am  most  heartily  in  favor  of  the  separation  of 
the  races  in  railroad  transportation,  though  it  is  an  added  expense  to 
the  transportation  companies  to  make  such  segregation. 

Mr.  Sanders  of  Louisiana.  And  you  must  certainly  admit  that  it 
would  be  a  comfort  to  the  passengers,  too  ? 

M-.  Bledsoe.  It  is  a  comfort  to  the  passengers;  yes,  sir.  I  think 
it  prevents  controversies  which  would  be  quite  hurtful  if  these  were 
not  segregated  in  the  Southern  States. 

Mr.  Sanders  of  Louisiana.  I  think  they  will  always  be  segregated 
in  the  Southern  States. 
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Mr.  Bledsoe.  I  hope  so. 

Mr.  Sims.  Wliile  on  the  question  of  passeng:er  fares,  on  page  94  of 
the  pubh(ation  Railway  Statistics  of  the  United  States  of  America, 
for  the  year  ended  December  31,  1917,  compared  with  the  official 
reports  for  1916  and  recent  statistics  of  foreign  railwa3^s,  prepared  by 
Slason  Thompson,  bureau  of  railway  news  and  statistics,  Chicago, 
111,,  Mr.  Thompson  points  out  that  the  average  rate  per  mile  per  pas- 
senger for  the  entire  year  1917 — that  was  before  the  Government  took 
the  railroads  over. 

Mr.  Bledsoe.  Yes,  sir. 

Mr.  Sims.  Was  2.103    cents, 

Mr.  Bledsoe.  Yes,  sir. 

Mr.  Sims,  He  says,  further,  that  you  have  to  go  back  to  1893  to 
find  a  year  in  which  the  passenger  rate  per  mile  was  larger  than  in 
1917,     In  1893  it  was  only  2,108  cents. 

Mr.  Bledsoe.  Yes,  sir. 

Mr.  Sims.  Here  is  the  important  part  of  it:  "Even  at  this  rate  the 
passenger  service  was  far  from  paying  anything  beyond  the  bare  cost 
of  operation"— for  1917,  the  bare  cost  of  operation.  The  important 
statement  is  that  although  the  passenger  receipts  per  mile  for 
1917  were  larger  than  they  had  been  for  24  years,  that  even  at  that 
the  passenger  service  was  far  from  paying  anything  beyond  the  cost 
of  operation.  Wliat  are  the  facts,  according  to  your  information,  as 
to  whether  passenger  servi(  e  has  barely  paid  its  own  way  up  to  as 
late  as  1917? 

Mr.  Bledsoe.  I  devoted  about  five  years  to  a  study  of  the  relative 
cost  of  conducting  freight  and  passenger  service.  As  a  result  of  that 
study  I  be vame  convinced  that  the  passenger  service  was  not  bearing 
its  just  share  of  the  proportion  of  the  cost  of  conducting  the  transpor- 
tation. 

Mr.  Sims.  It  is  bearing  more  than  the  bare  cost  of  the  railroad  to 
perfoim  that  service? 

Mr.  Bledsoe.  This  must  be  a  most  general  opinion.  I  would  guess 
that  it  paid  something  more  than  the  bare  cost,  but  nothing  like  its 
share  of  the  return  based  on  the  value  of  the  property  employed  in 
the  service.  I  am  basing  my  opinion  solely  on  the  cost  of  conducting 
the  two  classes  of  service,  freight  and  passenger  service. 

Mr,  Sims.  Here  is  what  I  have  in  my  mind.  The  receipts  from 
traffic,  other  than  passenger,  is  about  75  per  cent  of  all,  and  from 
passenger  it  is  about  25  per  cent  ? 

Mr.  Bledsoe.  The  passenger  train  service,  I  think,  taking  the 
country  as  a  whole  is  about  25  per  cent,  which,  of  course,  includes  the 
element  of  express  service  and  mail  service, 

Mr,  Sims,  All  expenses  of  operation  are  charged  against  the  railroad 
company  and  at  the  same  time  any  shortage  in  revenue.  Seventy- 
five  per  cent  of  that  must  be  made  up  of  the  freight  traffic,  if  there  is  a 
shortage.  Now,  if  the  railroad  company  fails  to  earn  enough  without 
increasing  its  passenger  service,-  75  per  cent  of  that  decrease  has 
necessarily  to  be  made  up  on  the  freight  traffic  or  other  service  than 
passenger  service  ? 

Mr,  Bledsoe,  Mr,  Sims,  whatever  the  passenger  traffic  fails  of 
earning  its  just  share  of  the  operating  expenses,  and  a  fair  return  on 
the  property,  if  the  carrier  is  to  have  a  fair  return,  must  be  made  up 
from  the  other  rates. 
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Mr.  SiM^.  Therefore  there  is  a  discrimination  in  favor  of  passengers 
the  way  it  is  now  ? 

Mr.  Bledsoe.  I  rather  think  that  the  passenger  traffic  pays  less  in 
proportion  to  the  service  cost  or  at  least  it  did  prior  to  Federal  control 
than  did  the  man  who  shipped  his  freight  over  the  railroad. 

The  Chairman.  The  committee  will  now  take  a  recess  until  2 
o'clock  p.  m. 

(Thereupon  the  committee  took  a  recess  until  2  o'clock  p.  m.) 

AFTER    RECESS. 

The  committee  met  at  the  expiration  of  the  recess  at  2  o'clock  p.  m. 

The  Chairman.  Mr.  Bledsoe,  you  may  continue. 

Mr.  Bledsoe.  Mr.  Chairman,  you  asked  me  if  I  could  ascertain 
from  the  Railroad  Administration  Avhat  the  land-grant  deductions 
during  Federal  control  would  have  amounted  to.  I  made  inquiry  of 
Mr.  Brown,  who  is  Mr.  Prouty's  assistant,  Mr.  Prouty  being  in  charge 
of  the  division  of  accounting,  and  he  tells  me  the  Administration  has 
no  record  of  that  character;  that  the  individual  roads  perhaps  have  a 
record  of  that  character,  but  the  settlements  are  very  slow,  and  it 
probably  would  be  quite  a  while  before  the  information  is  available. 
In  the  beghming  I  think  the  Director  General  took  the  position  that 
while  the  United  States  was  in  effect  operating  the  roads  the  deduc- 
tions ought  not  to  be  applied,  but  that  contention  was  not  assented  to, 
and  I  assume  that  in  the  course  of  time  that  information  will  be 
available,  but  he  said  it  would  require  quite  a  little  time  and  a  good 
deal  of  effort  to  get  it. 

Now,  you  asked  me  with  reference  to  the  land-grant  compilation. 
The  one  that  I  presume  you  had  in  mind  is  in  the  Quartermaster's 
Manual.  It  appears  in  the  1916  edition  in  several  foims  between 
pages  149  and  173.  The  material  information  appears  between  pages 
164  and  173  under  the  title,  "Compendium  of  the  United  States  Laws 
relating  to  land  grants  and  bonded  railroads  showing  dates  of  the 
laws,  number  and  pages  of  statutes,  and  conditions  of  the  grants  or 
subsidy,  so  far  as  they  relate  to  the  use  of  the  roads  by  the  United 
States," 

The  other  statements  in  here  are  alphabetical  aiTangements  of  the 
mileage  showing  the  operation  of  overlapping  mileage.  The  primary 
information  is  included  in  the  nine  pages  I  have  referred  to. 

The  Chairman.  That  may  be  put  in  the  record  as  a  part  of  your 
hearing. 

Mr.  Bledsoe.  I  will  have  to  get  another  copy  and  supply  it  to  the 
stenographer,  because  this  is  borrowed. 

The  chairman  asked  me  about  short-term  notes  and  I  do  not  believe 
I  replied  directly,  but  made  reference  to  equipment  obligations. 
There  have  been,  as  I  understand  it,  a  few  short-term  notes  issued 
during  Federal  control,  but  they  have,  in  the  main,  borne  interest  at 
the  rate  of  6  per  cent.  I  think  some  of  them  may  have  sold  slightly 
above  par  and  some  slightly  under  par,  but  with  the  assistance  of 
the  Director  General  the  financing  was  practically  at  6  per  cent. 

Now,  Mr.  Chairman,  I  want  to  go  for  one  moment  to  the  matter  of 
the  regulation  of  securities.  Mr.  Thom  urged  yesterday  that  the 
Federal  law  should  be  made  complete  in  and  of  itself;  that  it  should 
not  only  provide  a  method  of  regulation  but  a  method  of  registration 
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of  securities.  Without  a  provision  for  registration  I  do  not  believe 
Federal  control  could  be  made  effective.  A  morgtage  can  be  regis- 
tered in  a  registration  office  in  a  State  only  upon  compliance  with  the 
laws  of  the  State.  The  laws  of  many  of  the  States,  in  addition  to  the 
recording  fees  that  are  required  to  be  paid,  require  the  approval  of 
the  State  commission  as  a  condition  precedent  to  the  recording,  and 
quite  a  number  of  them  impose  substantial  fees  in  the  way  of  taxes 
upon  the  registration  of  the  mortgage.  Showing  how  that  may  work, 
I  am  going  to  read  briefly  from  a  memorandum  which  I  have  here  as 
to  the  extent  to  which  this  has  been  made  a  burden : 

It  not  infrequently  happens  that  what  has  its  place  only  as  a  legitimate  regulation 
is  converted  into  a  scheme  for  raising  State  revenue.  In  1914  the  Chicago,  Milwaukee 
&  St.  Paul  Railway  Co.,  incorporated  in  Wisconsin  and  operating  in  11  other  States, 
was  required  to  pay  approximately  $125,010  to  the  State  of  Illinois  for  the  privilege 
of  issuing  securities.  On  a  single  issue  of  $30,000,000,  the  proceeds  of  which  were  to 
be  used  principally  in  other  States,  this  company  was  required  to  pay  $30,000  in  fees 
to  Illinois  and  $10,500  to  Missouri.  If  all  of  the  12  States  served  by  that  company  had 
had  laws  similar  to  those  of  Illinois,  it  would  have  been  required  to  pav  fees  aggre- 
gating $1,500,000  simply  for  the  privilege  of  issuing  securities  providing  for  necessary 
improvements. 

In  1914  several  constituent  companies  of  the  New  York  Central  lines  were  consoli- 
dated. Approximately  $250,000,000  of  stock  of  the  consolidated  company  was  issued 
in  retirement  of  the  stock  of  the  constituent  companies  and  without  increase  in  capi- 
talization. Despite  this  fact,  and  although  only  141  of  the  3.700  miles  of  the  system 
were  within  Illinois,  the  utilities  commission  of  that  State  imposed  a  fee  of  approxi- 
mately $250,000  to  be  paid  as  a  condition  to  giving  its  consent  to  the  issue  of  such  stock. 
This  fee  amounted  to  $1,750  for  each  mile  of  railroad  in  Illinois.  In  addition  to  the 
fee  assessed  in  Illinois,  the  consolidated  company,  as  a  part  of  the  same  transaction, 
was  required  to  pay  $300,000  to  the  State  of  Ohio,  $300,000  to  Indiana,  and  $150,000 
to  Michigan,  making  $1,000,000  in  all  as  taxes  imposed,  not  upon  the  property,  but 
merely  upon  a  procedure  to  unify  and  simplify  the  corporate  structure  for  carrying 
on  a  great  transportation  enterprise. 

The  Union  Pacific  Railroad  Co.  is  a  Utah  corporation,  having  a  line  3,500  miles  long, 
with  only  about  six-tenths  of  1  mile  of  main  track  in  Missouri.  This  company 
found  it  necessary  to  issue  bonds  aggregating  about  $30,000,000  to  reimburse  the  com- 
pany for  improvements,  of  which  money  about  $1 25,000  had  been  expended  on  its 
Missouri  property.  The  Missouri  commission  imposed  a  tax  upon  the  total  amount 
of  bonds  issued  amounting  to  $10,000,  amounting  to  8  per  cent  upon  the  total  expend- 
itures on  the  company's  property  in  Missouri.  This  action  was  sustained  by  the 
Supreme  Court  of  Missouri  (268  Mo.,  641),  but  reversed  by  the  Supreme  Court  of  the 
United  States,  Union  Pacific  Railroad  Co.  v.  Public  Service  Commission  of  Missouri, 
decided  December  9,  1918. 

Mr.  Sanders  of  Indiana.  Are  these  large  registration  fees  usually 
held  constitutional  ? 

Mr.  Bledsoe.  They  have,  in  all  the  cases  I  know  of,  except  the 
Union  Pacific  Case. 

Mr.  Sims.  Was  the  Illinois  Case  tested  ? 

Mr.  Bledsoe.  My  information  is  that  the  New  York  Central 
brought  a  suit  in  one  of  the  Uinois  courts  to  recover  a  part  or  all  of 
that  .'$250,000  tax,  and  that  the  court  held  that  the  interpretation  of 
the  law  by  the  Illinois  commission  was  erroneous  and  reduced  the 
tax  but  sustained  it  to  a  very  large  extent, 

Mr.  Sims.  Sustained  the  power. 

Mr.  Bledsoe.  Sustained  the  power. 

Mr.  Sims.  What  was  the  point  of  reversal  in  the  Missouri  Case  ? 

Mr.  Bledsoe.  The  point  of  reversal  in  the  Missouri  case  was  the 
enormity  of  the  extent  of  State  extortion  compared  with  the  volume 
of  property  within  the  State;  in  other  words,  it  was  an  attempt,  in 
efi'ect,  to  regulate  the  property  of  the  carrier  outside  of  the  State  and 
its  issue  of  securities  with  reference  to  properties  outside  of  the  State. 
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Mr.  Sims.  And  they  did  not  regard  the  amount  as  unconscionable 
in  itself.^ 

Mr.  Bledsoe.  They  did  regard  the  amount  as  unreasonable  in 
itself. 

Mr.  Hamilton.  This  performance  seems  unconscionable.  What 
explanation  is  made  by  commissions  for  this  provision. 

Mr.  Bledsoe.  Generally,  they  are  obeying  the  mandatory  pro- 
vision of  a  State  statute. 

Mr.  Hamilton.  Well,  let  us  reach  back  to  that,  what  argument  is 
made  by  the  legislators.     Is  it  simply  because  they  want  the  money  ? 

Mr.  Bledsoe.  Well,  I  think  it  is  the  need  for  revenue. 

Mr.  Hamilton.  And  they  say,  "  Here  is  a  chance  to  get  it,"  and  that 
is  all  there  is  to  it. 

Mr.  Bledsoe.  I  have  not  discussed  the  matter^  with  anj^  member 
of  the  legislature,  but  the  thought  is  that  that  Ts  a  way  of  raising 
revenue. 

Mr.  Hamilton.  I  suppose  thinking  men  have  discussed  this  with 
legislators  and  I  suppose  they  were  able  to  make  some  good  and  valid 
argument  that  would  appeal  to  fair  men,  and  I  was  wondering  if  such 
an  argument  had  been  presented  to  any  legislature. 

Mr.  Bledsoe.  Objections  have  been  presented  to  the  various  legis- 
latures to  the  enactment  of  laws  imposing  taxes  of  this  kind.  I  am 
not  familiar  with  the  character  of  the  arguments  that  were  made, 
but  I  know  that  in  a  number  of  instances  they  have  been  made. 

Mr.  Thom.  Mr.  Hamilton  is  asking  about  arguments  in  favor  of  it. 

Mr.  Hamilton.  Yes;  I  want  to  know  the  argument  in  favor  of  it. 

Mr.  Bledsoe.  I  have  never  heard  anybody  present  any  other 
argument  than  the  need  of  revenue. 

Mr.  Hamilton.  That  is  what  I  was  getting  at — whether  that  was 
the  whole  argument. 

Mi.  Montague.  But  is  it  not  fair  to  sa}^  that  most  of  the  States 
have  enacted  these  laws  irrespective  of  railroad  mortgages  as  dis- 
tinguished from  other  mortgages.  They  simply  charge  so  much  for 
recording  a  paper  basing  it  upon  the  consideration  named  in  the 
paper. 

Mr.  Bledsoe.  In  some  instances  that  is  true. 

Mr.  Montague.  I  think  you  mil  find  that  some  of  the  statutes  were 
in  existence  before  there  were  any  railroads. 

Mr.  Sanders  of  Indiana.  But  that  was  not  the  case,  as  I  under- 
stand it,  where  these  exorbitant  fees  are  charged. 

]VIr.  Hamilton.  Do  you  mean  to  say  that  the  charge  for  recording 
an  ordinary  farm  mortgage  is  the  basis  for  this  tremendous  charge 
for  recording  instruments  executed  by  a  railroad,  for  instance,  if  a 
man  mortgages  a  farm 

Mr.  Bledsoe  (interposing).  No;  I  think  it  is  on  the  theory  that 
a  tax  is  imposed  of  so  much  on  each  dollar  of  the  debt  secured  by  the 
mortgage,  and  these  enormous  taxes  result  largely  from  the  levy 
on  the  obligations  of  the  company  for  all  of  its  securities  and  monies 
wherever  expended.  In  other  words,  if  you  are  putting  out  a 
$30,000,000  mortgage  and  you  must  register  it  in  the  State  of  Illinois, 
the  registration  tax  is  based  upon  the  whole  $30,000,000,  and  you 
would  have  the  same  condition  in  every  State  where  they  had  a 
registration  tax. 
^Ir.  Hamilton.  All  along  the  line. 
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Mr.  Bledsoe.  All  along  the  line. 

The  Chairman.  Irrespective  of  the  amount  expended  in  the  respec- 
tive States. 

Mr.  Bledsoe.  Wholly  without  regard  to  the  amount  required  or 
expended  in  the  State. 

Mr.  Hamilton.  If  they  had  that  same  system  all  along  the  line  of 
a  transcontinental  railroad,  the  railroad  might  just  as  well  go  out 
of  business  unless  it  could  charge  it  up  to  the  traffic. 

Mr.  Bledsoe.  It  can  not  do  that  very  well.  I  examined  with  a 
good  deal  of  care  the  laws  of  all  the  States  regulating  the  issue  of 
securities,  and  the  fit  tie  pamphlet  I  have  in  my  hand' here  represents 
the  gathering  together  of  the  difficulties  which  companies  must  face 
in  an  effort  to  issue  securities  under  State  laws  where  they  traverse 
several  States.  It  is  next  to  impossible  in  many  instances.  The 
law  of  one  State  will  re  juire  you  to  do  a  certain  thing,  and  the  law 
of  another  State  will  prohibit  you  from  doing  that  act,  and  yet  you 
must  have  the  assent  of  both  States  to  the  same  transaction. 

Mr.  Sims.  What  about  the  law  of  Texas  that  requires  every  cor- 
poration to  take  out  a  charter  in  that  State? 

Mr,  Bledsoe.  Texas,  of  course,  is  a  law  unto  itself,  and  it  has  the 
peculiar  requirement  that  you  can  not  issue  securities  until  after 
you  have  expended  the  money  and  then  there  are  other  limitations 
which  make  it  impossible  for  any  railroad  in  Texas  to  do  its  financing 
except  tlu-ough  some  parent  company  which  owns  the  capital  stock 
or  is  otherwise  interested  in  the  road  located  in  Texas. 

Mr.  Sims.  If  Texas  can  pass  such  a  law  as  that  and  it  is  valid, 
every  State  in  the  Union  can,  can  it  not? 

Mr.  Bledsoe.  Probably  so.  Of  course,  Texas  in  the  beginning 
refused  to  permit  any  railroad  company  to  engage  in  the  transporta- 
tion service  in  that  State  unless  incorporated  under  the  lav*^  of  the 
State.  The  only  exception  is  the  Texas  &  Pacific  wliich  is  a  Federal 
corporation. 

Mr.  Sims.  They  require  them  to  take  out  a  charter  under  the 
State  law  and  operate  as  a  domestic  corporation. 

Mr.  Bledsoe.  Yes. 

Mr.  Sims.  Of  course,  if  one  State  can  do  that,  any  other  State  can. 

Mr.  Bledsoe.  Mr.  Chairman,  there  is  just  one  other  phase  of  this 
regulation  of  securities  that  I  wish  to  direct  your  attention,  and  that 
is  under  the  draft,  in  what  is  known  as  the  Esch-Pomerene  Bill,  it 
does  not  seem  to  me  that  there  is  any  room  left  for  the  exercise  of 
judgment  on  behalf  of  the  officers  of  the  corporation  in  the  applica- 
tion of  the  moneys  which  may  be  raised  through  the  sale  of  securities. 
In  other  words,  if  the  president  of  a  railway  company  determines  it 
necessary  to  construct  a  new  bridge  or  wants  to  build  a  new  station, 
or  wants  to  doubletrack,  the  commission  has  it  entirely  within  its 
power  to  prevent  the  use  of  such  money  for  that  purpose  of  for  any 
of  those  purposes.  In  other  words,  I  fear  that  the  result  of  this  is  to 
constitute  the  commission  the  general  manager  of  the  railway  com- 
pany in  determining  what  additions  and  betterments  shall  be  made 
to  its  property,  because  a  railway  company,  under  the  draft  as  you 
have  it,  can  not  make  an  addition  or  betterment  to  its  property  with- 
out the  consent  of  the  commission. 

I  am  strongly  in  favor  of  regulation  of  the  issue  of  securities  by 
Federal  authority  and  of  making  that  regulation  so  there  can  be  no 
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abuse  of  the  trust  imposed  in  the  officers  of  the  railway  companies  in 
the  expenditure  of  moneys.  I  think  this  is  a  protection  to  every 
railroad  administering  its  properties  honestly,  as  well  as  a  protection 
against  the  relatively  very  few  that  are  disposed  to  do  othenvise. 
But  I  do  feel  that  if  we  are  to  have  continued  progress  in  the  develop- 
ment of  American  railways  there  must  be  left  that  room  for  initiative 
and  exercise  of  judgment  without  which  no  transportation  system 
can  be  made  successful. 

The  Chairman.  In  other  words,  you  fear  the  language  as  set  forth 
in  the  bill  would  give  the  commission  the  power  to  determine  a  policy. 

Mr.  Bledsoe.  Yes,  sir,  and  to  determine  whether  or  not  it  is  in 
the  public  interest  to  strengthen  a  bridge,  or  double  track,  or  put  in  a 
side  track,  build  a  new  station,  or  do  any  of  the  hundreds  of  things 
that  must  be  done  in  the  maintenance  of  the  property  and  in  making 
the  necessary  additions  and  betterments  before  allowing  the  issuance 
of  such  securities. 

The  Chairman.  Of  course  a  company  would  not  ask  for  an  issue 
of  its  bonds  or  securities  for  such  small  specific  objects. 

Mr.  Bledsoe.  Mr.  Chairman,  some  companies  do.  It  depends 
upon  their  financial  condition.  If  they  have  no  surplus  and  no  avail- 
able funds,  they  would  have  to  either  have  some  blanket  authority 
to  issue  securities  to  cover  each  project  of  any  importance,  or  they 
would  have  to  have  the  authority  of  the  commission, 

A  company  having  a  surplus  and  being  able  to  go  ahead  and  make 
these  additions  and  betterments  would  not,  of  course,  be  embarrassed 
so  much.  The  practice  in  the  past  has  varied  widely,  dependent 
upon  financial  ability  to  make  tne  expenditures  without  issuing  the 
securities. 

Mr.  Chairman,  there  are  some  other  provisions  of  the  bill  which  go 
to  enlarge  the  authority  of  the  Interstate  Commerce  Commission, 
to  authorize  the  commission  to  compel  the  purchase  of  any  special 
character  of  equipment  which  in  its  judgment  the  railroad  company 
should  use  in  the  service,  to  compel  the  railroad  company  to  extend 
its  tracks  beyond  the  termini  prescribed  in  its  charter,  to  extend  its 
tracks  so  as  to  make  connection  with  boat  lines  and  docks  and  similar 
provisions  that  seem  to  me  go  very  far  to  take  out  of  the  control  of  the 
officers  of  the  company  its  management. 

I  addressed  a  communication  to  you,  Mr.  Chairman,  with  reference 
to  the  constitutionality  of  this  provision  requiring  the  carriers  to 
build  beyond  their  termini.  I  have  not  a  copy  of  that  memorandum, 
and  I  could  not  find  one  when  I  came  up  here  this  morning.  The 
principal  case  was  that  of  the  S.  &  F,  Railway  Co.  against  the  Com- 
mission of  California,  I  think,  reported  in  150  Pacific. 

.  I  do  not  want  to  take  up  any  more  time  than  I  can  possibly  help. 
I  am  going  to  make  one  suggestion,  Mr.  Chan-man,  with  reference  to 
the  bill. 

The  Chairman.  I  was  impressed  with  the  criticism  you  made 
about  that  and  thought  it  might  be  obviated  by  amendment  saying 
it  should  be  within  its  charter  rights. 

Mr.  Bledsoe.  You  mean  within  the  termini  prescribed  within  the 
charter  ? 

The  Chairman.  Yes,  sir.  The  bill  as  drawn  might  authorize  or 
seem  to  authorize  the  commission  to  order  an  extension  beyond  the 
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termini  specified  in  the  grant,  which  might  be  considered  as  utterly 
valueless. 

Mr.  Bledsoe.  I  would  still  have  grave  doubt  as  to  the  constitution- 
ality of  a  law  which  authorized  an  administrative  body  to  require  a 
railroad  company  to  construct  a  line  of  road  which,  even  though 
authorized  by  its  charter  to  construct,  the  stockholders  had  not 
thought  construction  was  justified.  Everything  of  that  kind  is 
going  to  have  a  tendency  to  make  the  investing  public  feel  that  the 
ov»^iiors  have  not  the  control  over  the  property  which  is  necessary  to 
make  safe  the  money  it  puts  in  it.  I  do  not  believe  that  it  would  be 
of  any  practical  help,  but  I  think  it  would  be  a  practical  disadvantage. 

Going  to  pages  21  and  22  of  your  bill,  while  I  am  very  much  of  the 
opinion  that  the  simpler,  better,  and  more  effective  way  to  handle 
State  rates  is  to  give  to  the  Interstate  Commerce  Commission  au- 
thority to  prescribe  such  rates;  if  you  should  not  agree  with  me,  in 
order  to  make  it  effective,  I  would  suggest  before  the  word  "which" 
on  page  22,  the  following — 

The  Chairman  (interposing).  What  line? 

Mr.  Bledsoe.  In  line  1  at  the  top  of  the  page  [reading]: 

Or  any  undue  inequality  in  its  rates,  fares,  charges,  classifications,  regulations,  or 
practices  applicable  to  State  and  interstate  traffic  respectivfily. 

That  is  to  remove  any  undue  inequality.  That  is  the  substance 
of  the  suggested  amendment. 

Mr.  Sanders  of  Indiana.  If  that  were  amended  as  you  propose  to 
amend  it,  there  would  be  no  power  to  do  anything  about  it  ? 

Mr.  Bledsoe.  There  would  not. 

Mr.  Sanders  of  Indiana.  There  could  be  nothing  done  until  the 
inequality  that  existed  was  found  out  and  some  complaint  brought 
to  the  notice  of  the  commission,  or  there  was  some  such  effect  as  to 
direct  or  call  the  commission  to  act  upon  its  own  initiative  ? 

Mr.  Bledsoe.  That  is  undoubtedly  true.  The  remedy  would  be 
inadequate. 

Mr.  Sanders  of  Indiana.  There  would  be  no  general  scope  of 
arranging  the  rates  under  this  change? 

Mr.  Bledsoe.  There  could  be  no  systematic  arrangement  of  rates 
for  the  whole  country  on  a  scientific  or  equal  basis. 

Mr.  Sanders  of  Indiana.  Do  you  not  regard  the  provisions  of  the 
present  bill  as  a  practical  declaration  of  the  rule  in  the  Shreveport 
case  ? 

Mr.  Bledsoe.  I  think  the  provisions  of  the  present  bill  are  an  im- 
provement upon  the  principles  laid  down  in  the  Shreveport  case,  so 
far  as  workability  is  concerned,  but,  at  the  same  time,  I  think  it 
would  fall  far  short  of  removing  the  discrimination. 

Mi\  Sanders  of  Indiana.  It  does  not  provide  any  different  pro- 
cedure except  that  the  State  commission  is  to  be  brought  in  when  it 
is  once  presented.  As  I  remember  section  13,  which  is  a  little  hazy, 
unless  there  is  some  amendment  provided  there  would  be  the  same 
procedure  which  existed  before  the  passage  of  this  amendment? 

Mr.  Bledsoe.  Beginning  at  the  bottom  of  page  21,  I  think  that 
the  following  language  is  an  addition  to  the  old  law: 

Or  any  undue  burden  upon  interstate  or  foreign  commerce,  which  is  hereby  forbid- 
den and  declared  to  be  unlawful. 

I  think  that  is  practically  the  extent  of  the  enlargement  over  the 
old  law.     I  have  always  felt  that  under  the  old  law  we  ought  to  be 
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able  to  have  the  wrong  righted  if  there  was  an  undue  burden,  but  I 
do  not  think  that  Congress  ever  went  that  far. 

Mr,  Sanders  of  Indiana.  I  think  that  is  a  little  larger  than  the  rule 
in  the  Shreveport  case,'  but  I  think  it  leaves  the  procedure  just  the 
same.  I  think,  substantially,  that  you  will  have  the  same  evil  and 
that  you  will  not  be  able  to  do  anything  about  it  until  the  evil  actually 
exists;  no  prevention  at  all. 

Mr.  Bledsoe.  You  are  correct. 

Mr.  Chairman,  I  want  to  make  one  further  suggestion  in  regard  to 
this  phase  of  the  matter. 

The  provisions  of  our  bill  arc  that  the  Interstate  Commerce  Com- 
mission shall  have  authority  to  prescribe  all  rates  of  common  carriers 
engaged  in  interstate  commerce. 

Mr.  Sanders  of  Indiana.  That  is  obviously  the  only  way  that  it 
can  be  done  properly. 

Mr.  Bledsoe.  In  my  judgment  that  is  the  only  effective  way  in 
which  it  can  be  done. 

It  is,  I  think,  the  concensus  of  opinion  of  counsel  that  under  the 
present  act  to  regulate  commerce,  and  probably  that  is  true  under 
your  proposed  amendment,  a  railroad  company  can  not  complain  of 
a  discrimination  resulting  from  the  application  of  a  State  law  or  an 
order  of  a  State  commission,  and  if  the  plan  presented  by  the  railroad 
executives  is  not  to  be  adopted,  then,  it  seems  to  me  that  it  is  abso- 
lutely necessary  that  authority  be  given  to  the  railroad  companies  to 
themselves  complain  of  the  discriminations  that  they  are  required  to 
impose  as  a  result  of  such  regidation.  I  have  a  suggested  amend- 
ment, Mr.  Chairman,  which  I  will  hand  to  the  stenographer  and  let 
him  include  for  your  consideration,  without  going  to  the  trouble  of 
reading  it  into  the  record. 

(The  suggested  amendment  submitted  by  Mr.  Bledsoe  follows:) 

The  commission  shall,  upon  the  petition  of  any  person,  firm,  corporation,  company, 
or  association,  or  any  mercantile,  agricultural,  or  manufacturing  society,  or  other 
organization,  or  any  body  politic  or  municipal  corporation,  or  any  railroad  commis- 
sioner, or  railroad  commission  of  any  State  or  Territory,  or  any  common  carrier,  and 
may,  upon  its  own  motion,  institute  an  investigation  for  the  purpose  of  detorminirg 
the  propriety  of  the  relation  then  existing  between  rates,  fares,  charges,  classifications, 
regulations  or  practices  of  any  common  carrier  or  carriers  subject  to  the  provisions  of 
this  act  for  the  transportation  of  passengers  or  property  wholly  within  one  State  and 
its  rates,  fares,  charges,  classifications,  regulations  or  practices  for  the  transportation 
of  passengers  or  property  in  interstate  commerce. 

Mr.  Bledsoe.  Mr.  Chairman  and  gentlemen  of  the  committee, 
I  want  for  a  moment  to  direct  your  attention  to  the  suggestions  made 
by  Mr.  Luther  Walter  in  his  presentation  of  the  Warfield  plan  rela- 
tive to  the  diversion  of  trafhc  and  to  the  division  of  earnings. 

As  I  understand  the  Warfield  plan  as  interpreted  by  Mr.  Walter 
and  from  the  draft  of  bill  which  Mr.  Johnston  offered,  it  contemplates 
that  the  trafTic  of  one  carrier  may  be  diverted  by  the  Interstate 
Commerce  Commission  to  anoth.er  carrier  solely  for  the  purpose  of 
increasing  the  earnings  of  the  second  carrier.  We  insist  that  the 
established  business  of  a  railroad  is  its  property  and  that  it  is  of  as 
much  value  as  the  physical  property  itself;  that  it  would  be  mani- 
festly unfair  and,  wo  think,  unconstitutioniil  to  permit  the  Interstate 
Commerce  Commission  solely  for  the  purpose  of  enlarging  the  earn- 
ings of  any  carrier  to  divert  the  business  from  one  common  carrier 
to  a  different  carrier.     Then,  there  is  another  suggestion,  that  the 
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division  of  earnings  on  a  through  rate  between  several  railroads  shall 
be  substantially  in  accordance  with  the  needs  of  the  carriers  and  not  in 
accordance  with  the  service  performed.  We  feel,  Mr.  Chairman, 
that  the  taking  of  the  earnings  of  one  road  and  giving  them  to  an- 
other— that  the  application  of  the  rule  there  suggested  would  be  tha 
worst  form  of  diversion  of  the  earnini^s  from  one  road  to  another, 
because  it  would  be  somewhat  disguised  and  diffjcult  to  get  at. 
Here,  say,  are  three  roads  engaged  in  the  performance  of  service 
under  a  through  rate,  and  one  of  them  has  financial  needs  three  or 
four  or  five  times  as  great  as  one  of  the  otl\ers.  Now,  to  divide  the 
earnings  under  that  rate  with  a  view  to  equalizing  the  earning  power 
of  these  roads,  and  not  with  a  view  to  distributing  the  same  in  accord- 
ance with  the  service  performed,  is,  we  contend,  a  confiscation  and 
a  direct  appropriation  by  one  road  of  the  earnings  of  another. 

If,  Mr.  Chairman,  in  addition  to  limiting,  as  proposed  in  the  War- 
field  plan,  the  amount  that  any  road  may  earn  under  any  schedule 
of  rates  to  6  per  cent  per  annum,  plus  a  small  addition  in  the  way  of  a 
bonus,  as  Mr.  Walter  stated  it,  to  keep  the  railroad  company  pulling 
on  the  harness,  you  are  to  authorize  the  Interstate  Commerce  Com- 
mission at  will  to  divert  from  a  particular  road  its  traffic  to  another 
road,  because  that  road  needs  the  revenue,  and  to  divert  the  earn- 
ings under  a  through  rate  and  not  uyjon  the  basis  of  the  service,  but 
upon  the  basis  of  the  needs  of  the  road,  then,  Mr.  Chairman,  there 
can  be  no  stability  of  the  earnings  of  any  road. 

It  is  impossible  for  me  to  conceive  how  any  stockholder  of  a  road 
that  is  able  to  earn  a  fair  return  upon  the  value  of  its  property  would 
support  a  provision  that  limits  tne  earnings  of  that  company  to  6 
per  cent,  which  Mr.  Waiter  tells  you  is  just  above  the  line  of  confisca- 
tion and  that  anything  below  that  would  probably  be  held  to  be 
confiscatory,  and  in  addition  to  that  authorize  the  commission  to 
divert  any  of  such  road's  trafiic  it  ^ees  fit  to  divert  to  some  other 
road,  and  then  divide  the  earnings  on  the  through  rate  with  regard 
to  financial  needs  rather  than  with  regard  to  the  service  performed. 
It  seems  to  me  that  that  would  be  the  enactment  of  legislation  which 
would  do  incalculable  harm  to  those  roads  that  have  an  established 
credit,  and  while  it  might  help  roads  to  which  the  traffic  was  diverted 
or  given  the  longer  end  in  the  division  of  the  rates  if  they  were  not 
otherwise  in  a  class  to  be  considered  as  investments,  it  would  not 
convert  them  into  investments  and  the  tendency  would  be  to  e(iualize 
downward  and  to  impair  the  desirability  of  those  roads  which  have 
the  earning  power  as  investments. 

Mr.  Chairman,  I  hope  that  whatever  legislation  is  enacted  will  not 
be,  as  Judge  Sims  s(.ated,  the  irreducible  minimum. 

Mr.  Denison.  What  is  the  method  of  dividing  a  through  freight 
rate  between  the  carriers  ? 

Mr.  Bledsoe.  It  is  either  by  agreement  or  fixed  by  the  commis- 
sion. 

Mr.  Denison.  Do  you  know  on  what  basis,  or  what  rule  or  principle 
is  followed  ? 

Mr.  Bledsoe.  The  rule  sought  to  be  followed  is,  I  think,  the  service 
performed  by  the  carriers  respectively,  but  it  is  not  fixed  on  the 
mileage  moved  over  each  road,  because  one  road  may  furnish  the 
traffic. 

Mr.  Denison.  I  was  wondering  how  they  did  it. 
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Mr.  Bledsoe.  I  know  of  no  fixed  rule  by  which — that  is,  no  rule 
of  thumb  measurement,  but  the  equities  of  the  situation  are  con- 
sidered in  each  instance,  and  an  effort  made  to  put  it  on  a  sernce 
performed  basis. 

1  thank  you  very  much,  Mr.  Chairman. 

The  Chairman.  We  are  much  obliged  to  .\ou,  Mr.  Bledsoe. 

Compendium  Relating  to  Land  Grants  Submitted  by  Mr.  Bledsoe. 
"The  compendium  of  United  States  laws  relating  to  land  grant  and  bonded  rail- 
roads, showing  dates  of  the  laws,  numbers  and  pages  of  statutes  and  conditions  of 
grants  and  suljsidies  so  far  as  they  relate  to  the  use  of  rates  by  the  United  States, " 
as  the  sxme  appears  in  volume  2  of  the  Manual  for  the  Quartermaster  Corps,  United 
States  Army,  for  the  year  1916,  pages  164  to  173,  inclusive,  is  as  follows,  the  references 
appirently  being  to  the  present  owners  of  the  companies  which  in  most  instances 
were  not  the  recipients  of  the  original  grant: 

Compendium  of  the  United  States  laws  relating  to  land-grant  and  bonded  railroads,  showing 
dates  of  the  laws,  numbers  and  pages  of  statutes,  and  conditions  of  the  grants  or  sub- 
sidies so  far  as  they  relate  to  the  use  of  the  roads  by  the  United  States. 


Am.  11,18.'6 
June  16,1><74 
Mar.     3,1879 


June  3,lSa6 
Apr.  10,1S69 
Juno  15,1874 
Mar.     3, 1879 


Mar.  3, 1863 
June  16,1874 
Mar.     3, 1879 


Mar.  3, 1863 
Jiiiv  1,1864 
Apr.  9, 1871 
June  16,1874 
July  24,1876 
Mar.     3, 1879 


July 
Avir. 
Mar. 
Juiy 
Feb. 
Mar. 
June 
Apr. 


27, 1866 
21,1871 

3,1879 

6,1886 
27, 1893 

3, 1897 
27,1902 

S.  1904 


June  3,1856 
June  16,1874 
Mar.  3,1879 
Sept.  29,1X90 


Vol. 

Page. 

11 

30 

18 

74 

20 

390 

11 

17 

16 

4.S 

IS 

74 

20 

390 

12 

772 

18 

74 

20 

390 

12 

772 

13 

339 

17 

5 

18 

74 

19 

101 

20 

390 

14 

292 

17 

19 

20 

390 

24 

123 

27 

483 

29 

622 

32 

40) 

33 

556 

11 

17 

18 

74 

20 

390 

26 

490 

1.  Alabama  &  Vicksburg  Railway  (from  Jackson,  Miss.,  to  Meridian,  Miss.). 

And  the  said  railroad  sliall  be  and  remain  a  public  hirhway  for  tiip  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charre  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  ol  Aug. 
11,  1856,  sec.  3.) 

2.  Alabama  Great  Southern  Railroad  f^from  Geor.cia-Alabama  State  lin  o 

to  j\Jabaraa-Mississippi  State  line). 

Said  railroad  shall  be  and  remain  a  public  hi.diway  for  the  use  of  the  Govern- 
ment of  the  United  States,  free  from  toll  or  other  charpe  upon  the  trans- 
portation of  any  property  or  troops  of  the  United  States.  (Act  of  June  3, 
1856,  sec.  3.) 

3.  Atchison,  Topeka  &  Santa  Fe  R.ulway  (from  Atchison,  Eans.,  to 

Kansas-Colorado  State  line). 

Said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the  Govern- 
ment ol  the  United  States,  free  from  toll  or  other  charges  upon  the  trans- 
portation ol  any  property  or  troops  of  the  United  States.  (Act  of  Mar.  8, 
1863, sec. 3.) 

4.  Atchison,  Topek-v  &  Santa  Fe  Railway  (from  I-awrence,  Kans.,  to  5 

miles  south  of  Humboldt,  Kans.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  th  c 
Government  oi  the  United  States,  free  from  all  toll  or  other  chart  e  upon  the 
transnortation  of  any  property  or  troops  of  the  United  states.  Act  of  Mar 
3,  1863,  sec.  3.) 


5.  Atchison,  Topeka  &  Santa  Fe  Coa-st  I<ines  (from  Isleta,  N.  Mex.,  to 

Mojave,  Calif.). 

And  he  itft'rther  enacleil,  That  said  Atlantic  and  Pacific  Railroad,  or  any  part 
thereof,  shall  be  a  post-route  and  miJitary  road,  subject  to  tiie  use  of  the 
United  States  for  postal,  military,  naval,  and  all  other  Go\ernraent  ser\ice, 
and  also  subject  to  such  re'iilatibns  as  Con-  rcss  may  iinr>osp  le-^t'ictine  the 
chari^es  lor  such  Government  transportation.    (Act  of  July  27, 1866, sec.  11.) 

And  be  it  further  enacted,  That  the  directors  of  said  company  snau  *  *  * 
from  time  to  time,  fix,  determine,  and  re::ulate  the  lares,  toils,  and  charges 
to  be  received  and  paid  lor  transoortation  of  persons  and  property  on  said 
road,  or  any  part  thereof.    (Sec.  13.) 

Prnidcd,  That  said  company  shall  not  charge  the  Government  higter  rates 
than  they  do  individuals  for  liJce  transportation  and  telegraphic  seivice. 
(Sec.  5.) 

6.  Central  of  Georgia  R.ulroad  (from  Girard,  Ala.,  to  Troy,  Ala.). 

Said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the  Govern 
ment  of  the  Unitei  States,  free  from  toll  or  other  charge  upon  ihe  trans- 
po'-tation  of  any  property  or  troops  of  the  United  States.  (Act  of  June  3. 
18-56,  sec.  3.) 
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Statute. 


May  15,1856 

June  2,1864 

June  16,1874 

Mar.  3, 1879 


Mar.  3,1857 
Mar.  3, 1865 
June  16,1874 
Mar.     3, 1879 


June 
June 
Apr. 
July 
Mar. 
May 
Mar. 
June 
Mar. 


3, 1856 
3, 1S56 

25. 1862 
5. 1862 
3, 1865 

20, 1868 
3, 1869 

16, 1874 
3. 1879 


May  15.1856 
June  2, 1864 
Mar.  3. 1865 
Feb.  10,1866 
June  16,1874 
Mar.     3, 1879 


June  10,1852 
Mar.  6, 1852 
June  16,1874 
Mar.    3, 1879 


Mar. 
Mar. 
Jul/ 
June 
Mar. 


3,18i7 
3,1855 
13.1856 
16, 1874 
3,18  9 


July     4,1886 
July   13,1886 


Mar.  3, 1857 

Mir.  3, 1855 

Jua3  16,1874 

Mar.  3, 1879 


95 

74 

390 


195 

526 

74 

390 


20 
21 
618 
620 
520 
252 
307 
74 
390 


573 

349 

74 

390 


614 

74 

390 


195 

526 

97 

74 

39U 


195 

528 

74 

330 


7.  Chicago  &  North  Western  Railway  (from  Cedar  Rapids,  Iowa,  to 
Transfer  Grounds,  Union  Pacific  Railway,  with  branch,  Lyons  to  Chnton, 
Iowa). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  Slates,  free  from  toll  or  other  charge  upon  the 
transDortation  of  any  property  or  troops  of  tlie  United  States.  (Act  of  May 
15,  1856,  sec.  3.) 

8.  Chicago  &  North  Western  Railway  (from  Winona,  Miim.,  to  a  point 
on  the  Big  Sioux  River,  six-tenths  of  a  mile  west  of  Watertown,  S.  Dak.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Go.'cmmrnt  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Acts  of 
Mar.  3,  1857,  sec.  3,  and  Mar.  3,  1865,  sec.  5.) 

9.  Chicago  &  North  Western  Railway  (from  Fond  du  Lac,  Wis.,  to 

Negaunee,  Mich.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of 
June  3,  1856,  sec.  3.) 


10.  Chicago,  Bubungton  &  Quincy  Railroad  (from  Burlington,  Iowa, 
to  East  Plattsmouth,  Iowa). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Go/ernment  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  May 
15,  1856.) 


11.  Chicago,  Burungton  &  Qutncy  Rmlroad  (from  Hannibal,  Mo.,  to  St. 
Joseph,  Mo.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Go/emmpnt  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
tran=;Dortation  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
10,  1852,  sec.  4.) 

12.  Chicago,  Milwaukee  &  St.  Paul  Rulway  (from  St.  Paul  and  Minne- 

apolis  via  Mendota,  to  Lyle,  Minn.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Go/emment  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transpo'tation  of  any  property  o*'  troops  of  the  United  States.  (Acts  of 
Mar.  3,  1857,  sec.  3,  and  Mar.  3,  1835,  see.  5.) 

13.  Chicago,  Milwaukee  &  St.  Paul  Rvilway  (from  Hastings,  Minn.,  to 

Ortonville,  Minn.). 

And  the  said  railroad  shalPbe  and  ramiin  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  fwe  of  all  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troDTs  of  the  United  States,  and  the  same 
shall  at  all  times  be"  tranipo-ted  at  the  cost,  charge,  and  oKponie  in  all  re- 
spects of  t tie  company  or  co  poMf  ian,  o-  th  jir  sucsessors  or  assi  m  s  having  or 
receiving  the  baneats  of  the  land  grants  harein  made.  (Act  of  July  4,  1858, 
sec.  3.) 

14.  Chicago,  Milwaukee  &  St.  Paul  Rvilway  (from  Mississippi  River 

(La  Crescent)  to  Houston,  Minn.). 

And  the  said  railroid  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  tiis  United  States,  free  from  toll  or  other  charge  upon  the 
trinspota'ion  of  any  property  o'  troDpJ  of  the  United  States.  (Acts  of 
Mar.  3,  1857,  sec.  3,  and  Mar.  3,  1885,  sec.  5.) 
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July  4,1866 
July  13,1866 
Sept.  28,1890 


May  12,1864 
Juns  6, 1874 
Mar.    3, 1879 


May  15,1856 

June  2,1864 

Mar.  2, 1868 

June  16,1874 

Mar.  3, 1879 


June  3, 18.56 
May  5, 1864 
Julv  27,1868 
June  16,1874 
Mar.     3, 1879 


June  3,1856 
June  16,1874 
Mar.  3, 1879 
Mar.    2, 1889 


May  15,1856 

June  2, 1864 

Jan.  31,1873 

June  16,1874 

June  15,1878 

Mar.  3, 1879 


Feb.     9,1853 
July   28,1866 


June  3, 1856 
Mar.  3, 1857 
May  5, 1864 
June  16,1874 
July  15,1868 
Mar.     3,1879 


Vol. 

Page. 

14 

87 

14 

97 

26 

496 

13 

72 

18 

74 

20 

390 

11 

1 

13 

95 

15 

38 

18 

74 

20 

390 

11 

20 

13 

66 

15 

238 

18 

74 

20 

390 

11 

18 

18 

74 

20 

390 

25 

1008 

11 

9 

15 

95 

17 

421 

18 

74 

20 

138 

20 

390 

10 

155 

14 

338 

11 

20 

11 

195 

13 

66 

18 

74 

15 

257 

20 

390 

15.  Chicago,  Milwaxjkee  &  St.  Paul  Railway  (from  Houston,  Minn.,  to 

Airlie,  Minn.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  of  all  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States,  and  the  same 
shall  at  all  times  be  transported  at  the  co=!t,  charge,  and  expense  in  all  re- 
spects of  the  company  or  corporation,  or  their  successors  or  assiens,  having 
or  receiving  the  benefits  of  the  land  grants  herein  made.  (Act  of  July  4, 
1866,  sec.  3.) 

16.  Chicago,  Milwaukee  &  St.  Paul  Railway  (from  Calmar,  Iowa,  to 

Sheldon,  Iowa). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  of  all  toll  or  other  charge  upon  the 
tran=!nortation  of  any  property  or  troops  of  the  United  States.  (Act  of  May 
12,  1864,  sec.  3.) 

17.  Chicago,  Milwaukee  &  St.  Paul  Railway  (from  Dubuque,  Iowa,  to 

Tete  des  Morts  Creek,  Iowa). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  May 
15,  1856,  sec.  3.) 

18.  Chicago,  Milwaukee  &  St.  Paul  Railway  (from  Madison,  Wis.,  to 

Portage,  Wis.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transpor-tation  of  any  property  or  troops  of  the  United  States.  (Act  of 
June  3,  1856,  sec.  3.) 

19.  Chicago,  Milwaukee  &  St.  Paul  Rvilway  (from  Ontonagon,  Mich., 

to  McKeever,  Mich.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transpo-tation  of  any  property  or  troops  of  the  United  States.  (Act  of 
June  3,  1856,  sec.  3.) 

20.  Chicago,  Rock  Island  &  Pacific  Railway  (from  Davenport,  Iowa,  to 

Transfer  Grounds,  U.  P.  R.  R.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of 
May  15,  1856,  sec.  3.) 


21.  Chicago,  Rock  Island  &  PAcmc  Railway  (from  Mississippi  River 
opposite  Memphis,  Tenn.,  to  Argenta,  Ark). 

And  the  said  rjilroad  and  branches  shall  be  and  remain  a  public  highway  for 
the  use  of  the  Government  of  the  United  States  f  reef  romioll  or  0' her  charge, 
upon  the  transportation  of  any  property  or  troops  of  the  United  Stales. 
(Actof  Feb.  9.  1853,  sec.  4.)  .     ,„  ^„ 

And  provided  funiiei,  That  all  property  and  troops  of  the  United  States  shall 
at  all  times  be  transported  over  said  railroad  and  branches  at  the  cost,  charge, 
and  e\pen?e  of  the  company  or  corporation  owning  or  operating  said  road 
ant  branches,  respectively,  when  so  required  by  the  Government  of  the 
United  States.    (Act  of  July  25,  1866,  sec.  1.) 

22  and  23.  Chicago,  St.  Paui,,  Minneapolis  <fe  Omaha  Railway  (from  2.7 
mi.es  south  of  Wveville,  Wis.,  to  St.  Paul,  Minn.,  wi;h  branch  from  Still- 
water Junction,  Minn.,  to  Stillwater,  Minn.,  and  from  Hudson,  Wis.,  to 
Superior,  Wis.,  with  branch  from  Trego,  Wi,.,  to  Bayfield,  Wis.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  frcm  toll  or  other  char^'^e  upon  the 
tran  ;portation  of  any  property  or  troops  of  the  United  States.  (Act  of 
June  3, 1856,  sec.  3.) 
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Statute. 


Mar.  3, 1857 
May  12,1864 
July  3, 1866 
June  16,1871 
Mar.     3, 1879 


June "  3, 1850 
June '18, 1861 
Mar.  '  3, 1865 
Mar.  20,1868 
Apr.  20,1871 
June  16,1874 
Mar.  3,1879 
Mar.     2, 1889 


June  3, 1856 

June  7, 1864 

Mar.  3,1855 

June  16,1874 

Miir.  3, 1879 


June  3, 1856 
Mar.  3, 1879 
Mar.     3, 1879 


Mar.  3, 1857 
July  112, 1862 
Mar.  3, 1865 
July  3, 1866 
Mar.  3, 1871 
Mar.  3, 1873 
June  22,1874 
Mar.  3, 1879 
Aug.    5, 1892 


Aug.  11,1856 
June  16,1874 
Mar.  3, 1879 
Sept.  29, 1890 


Sept.  20,1850 
June  16,1874 
Mar.     3, 1879 


May  15,1856 
June  2,1861 
Mar.  2, 1868 
Juno  16,1874 
Mar.     3, 1879 


74 
390 


21 
137 
520 
252 
643 
74 
390 
1008 


21 
119 
530 

74 
390 


29 
190 
390 


195 
624 
526 
97 
58S 
6!1 
203 
390 
390 


30 

74 

390 

496 


466 

74 

390 


9 
95 

38 

74 

390 


21.  Chicago,  St.  Paul,  Minneapolis  &  Omaha  Railway  (from  St.  Paul, 
Minn.,  to  6.25  miles  north  of  Le  Mars,  Iowa). 

And  the  .said  railroad  .shall  be  and  remfiin  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  chdrgo  upon  the 
tran  iporfation  of  any  property  or  troops  of  the  United  States.  (Act  of  Mar. 
3,  185'(,sec.  3.) 

25.  DuLUTH,  South  Shore  &  Atlantic  Railway  (from  Marquette,  Mich., 
to  L'An?e,  Mich.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
tran  ^portation  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
3,  1856,  sec.  3.) 


26.  Grand  Rapids  &  Indiana  R.mlroad  Cfrom  Indiana-Michigan  State  line 
to  Petoskey,  Mich.) 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
tran  ^portation  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
3,  1856,  sec.  3.) 

27.  Grand  Trunk  Railway  (from  Flint,  Mich.,  to  Port  Huron,  Mich.) 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
3,  1856,  sec.  3.) 

28  and  29.  Great  Northern  Railway  Line  (from  St.  Paul,  Minn.,  to 
Breckenridge,  Minn.,  and  from  Last  Minneapolis,  Minn.,  to  St.  Vincent, 
Minn.). 

And  the  said  railroad  shall  l)e  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  Wtates,  free  from  toll  or  other  charge  upon  the 
transporting  of  anv  propertv  or  troops  of  the  United  States.  (Acts  of  Mar. 
3,  1857,  sec.  3,  and  Mar.  3,  1865,  sec.  5.) 


30.  Gulf  <t  Ship  Island  Railroad  (from  Gulfport,  Miss.,  to  2.1  miles  north 
of  Bond,  Miss.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  ol  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of 
Aug.  11,  1856,  see.  3.) 

31  and  32.  Illinois  Central  RAiLROAD(fromChicago,  111.,  to  Cairo,  111.,  and 
from  Centralia,  111.,  to  Last  Dubuque,  111.). 

And  the  said  railroad  and  branches  shall  be  and  remain  a  public  highway  for 
the  use  of  the  Oovernnent  of  the  Unite  t  States,  free  from  toll  or  other 
charf:e  upon  the  transportation  of  any  property  or  troops  of  the  United 
States.    (Act  of  Sept.  20, 1850,  sec.  4.) 

33.  Illinois  Central  Railroad  (from  Dubuque,  Iowa,  to  Sioux  City,  Iowa). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
trauiportation  of  any  propertv  or  troops  ol  the  United  States.  (Act  of  May 
15, 1856,  sec.  3.) 
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Statute. 


34.  New  York  Central  Railroad  (from  Jonesville,  Mich.,  to  Lansing, 
Mich.). 


June  S.lS.'ie 
July  3, 1866 
Mar.  2, 1S67 
Mar.  3, 1871 
Sept.  29, 1890 


May  17,1856 
June  3, 1856 
Mar.  3, 1857 
Apr.  10,1867 
Mar.  3, 1871 
June  16,1874 
Mar.     3, 1879 


May  17,1856 
June  8, 1872 
June  16,1874 
Mar.     3, 1879 


June  3, 1856 
July  3, 1866 
Mar.  2, 1867 
Mar.  3, 1871 
Bept.  29, 1890 


Mav  5, 1864 
June  21,1866 
Apr.  9, 1874 
June  16,1874 
Mar.  3, 1879 
Sept.  29, 1890 


Mar.  3, 1S63 
July  1,1864 
July   26,1866 


Vol. 

Page. 

11 

21 

14 

78 

14 

425 

16 

586 

26 

496 

11 

15 

11 

17 

11 

200 

16 

45 

16 

580 

18 

74 

20 

390 

11 

15 

17 

340 

18 

74 

20 

390 

11 

21 

14 

78 

14 

425 

16 

586 

26 

496 

13 

66 

14 

360 

18 

28 

18 

74 

20 

390 

26 

490 

12 

772 

13 

339 

14 

289 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
3,  1856,  sec.  3.) 

And  provided  fvrther.  That  the  road  mentioned  in  the  f  rst  section  of  this  act, 
Amboy,  Lansing  and  Traverse  Fay— shall  1  e  and  remain  a  puMic  highway 
for  the  use  of  the  Government  of  the  United  States,  and  shall  transport,  free 
from  toll  or  other  charge,  all  property,  troops,  and  muniticns  of  war  telong- 
ing  to  the  same.    (Act  of  July  3, 186(5,  sec.  3.; 

35.  Louisville  &  Nashville  Railroad  (from  Decatur,  Ala.,  to  Flomatcn, 
Ala.). 

Said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the  Govern- 
ment of  the  United  States,  free  from  toll  or  other  charge  upon  the  transpor- 
tation of  any  property  or  troops  of  the  United  States.  (Acts  of  June  3, 1856, 
sec.  3,  and  May  17,  1856,  sec.  3.) 


36  and  37.  Louisville  &  Nashville  Railroad  (from  Flomatcn,  Ala.,  to 
Fensacola,  Fla.,  and  from  Pensacola,  Fla.,  to  River  Junction,  Fla.). 

And  the  said  railroad  shall  he  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  May 
17,  1856,  sec.  3.) 

38.  Michigan  Central  Railroad  (from  Lansing,  Mich.,  to  Mackinaw  City, 

Mich.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  all  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
3,  1S56,  sec.3.) 

And  provided  further.  That  the  road  mentioned  in  the  first  section  of  this  act — 
Amboy,  l.ansmg,  and  Traverse  I'ay — shall  be  and  remain  a  public  highway 
for  the  use  of  the  Government  of  the  United  States,  and  shall  transport, 
free  from  toll  or  other  charge,  all  property,  troops,  and  munitions  of  war 
belonging  to  the  same.    (Act  of  July  3,  1866,  sec.  3.) 

39.  Minneapolis,  St.  Paul  &  Sault  Ste.  Marie  Railvtay  (from  Portage 

City,  Wis.,  to  Ashland,  Wis.). 

And  the  said  railroad  be  and  shall  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  all  toll  or  other  charge  for  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  May 
5,  1864,  sec.  8.) 


40.  Missouri,  Kansas  &  Texas  Railway  (from  Junction  City,  Kans.,  to 
4.07  miles  south  of  Humboldt,  Kans.). 

And  the  said  railroad  shall  he  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  all  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of 
Mar.  i,  1865,  sec.  3.) 

Provided,  That  said  railroad  shall  be  a  public  highway,  and  shall  transport 
troops  and  munitions  of  war  of  the  United  States  free  of  charge.  (Act  of 
July  1,  1864,  sec.  1.) 

And  be  it  further  enacted,  That  the  grant  of  lands  hereby  made  is  upon  condi- 
tion that  said  company,  after  the  construction  of  its  road,  shall  keep  it  in 
repair  and  use,  and  shall  at  all  times  transport  troops,  munitions  ol  war, 
supplies,  and  public  stores  upon  its  road  for  the  Government  of  the  United 
States,  free  from  all  cost  or  charge  therefor  to  the  G  ovemment,  when  required 
to  do  so  by  any  department  thereof.    (Act  of  July  26, 1866,  sec.  3.) 
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statute. 


June  3, 1856 
June  16,1874 
Mar.     3, 1879 


June  10,1852 
Mar.  6, 1862 
June  5, 1862 
June  16,1874 
Mar.    3, 1879 


July  1,1862 
Julv  2, 1864 
Mar.  3, 1865 
Mar.  3, 1873 
June  20,1874 


Sept.  20, 1S50 
Feb.  18,1859 
Mar.    3, 1879 


June  3,1856 
Mar.  3, 1879 
Sept.  29, 1890 


18 

74 

390 


614 

422 

74 

390 


480 
35i 
514 
518 
111 


466 
3S4 
330 


17 
391 
493 


41.  Missouri,  Kansas  &  Texas  Rarway  of  Texas  (from  Shreveport,  La., 
to  Waskom,  Tex.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  State'^,  free  from  toll  or  other  charge  upon  the 
transportation  of  anv  property  or  troops  of  the  United  States.  (Act  of 
June  3,  1856,  sec.  3.) 

42.  Missouri  Pacific  Railway  (from  St.  Louis,  Mo.,  to  Pacific,  Mo.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
10, 1852,  sec.  4.) 

13.  Missouri  Pacific  Railway  (from  Atchison,  Kans.,  toWaterville.Kans.). 

And  be  it  further  enacted,  That  the  (^ants  aforesnid  are  made  upon  the  condi- 
tion that  said  company  *  *  *  shTll  keep  snid  milroad  nnd  telegraph 
line  in  repair  and  use,  and  shall  at  all  times  tmnsmit  dispritches  over  said 
toleTraph  line,  and  transport  m  lils  troous,  m'mitirns  of  war,  supplies  and 
public  stores  upon  siid  railroad  for  the  Government  whenever  required  to 
do  so  by  anv  department  thereof  nndthntthe  Government  shall  at  all  times 
have  the  preference  in  the  use  of  the  snuie  for  all  the  purposes  afopesnid  (at 
fair  and  reasonible  rates  of  compen3Ttifn,not  to  ex^red  the  nmounis  paid 
by  private  parties  for  the  same  kind  of  ser\-i"e):  rnd  all  compensition  for 
services  rendered  for  the  Government  shall  be  applied  to  the  payment  of 
said  bonds  and  interest  imtil  the  whole  amount  is  fully  paid.  (Act  of  July 
1,  1862.  sec.  6.) 

A  rtd  he  it  further  enacted.  That  whenever  it  appears  that  the  net  parnin"s  of  the 
entire  road  andtelein"aph  in''l'idin';t'ie  im>mt  ilh  ve  1  firservi?esteniered 
for  the  United  States,  after  deductin'?  all  expenditures  in'-ludin"  repairs, 
and  the  furnishing,  runnin'j,  anl  mani'^inTof  siil  roid,  shall  exceed  ten  per 
centum  upon  its  cost,  exclusive  of  the  five  per  crntum  to  be  prid  to  the 
United  States,  Con'^ressmay  reduce  the  rates  of  fire  thereon  if  unreasrnable 
in  amount  and  may  fix  and  establish  the  sime  by  law,  *  *  *  and  may 
at  any  time,  havin-j  due  regard  for  the  riThts  of  sud  eompnnies  mmed 
herem,  add  to,  alter,  amend,  or  repeal  this  act.    (Ibid.,  sec.  IS.) 

*  *  *  And  that  onlyone-halfof  taecmoensitiin  firsaid  ^ervioesreniered 
for  the  Government  by  said  companies  shall  be  required  to  be  applied  to 
the  pavment  of  the  bonds  iss'ied  by  the  Government  in  aid  of  the  construc- 
tion of  said  roads.    (Act  of  July  2.  1864,  sec.  5.) 

And  be  it  further  enacted  That  the  several  companies  authorized  to  construct 
the  aforesaid  roads  (Union  Central,  Western.  ICansas,  Denver  Pacific, 
Central  Branch  Union  Pacific,  and  Sioux  Citv  and  Pacific)  are  hereby 
required  to  operate  and  use  said  roads  nn  1  tele'^raph  for  all  purposes  of 
communication,  travel,  and  transportation,  so  far  as  the  public  and  the 
Government  are  concerned,  as  one  continuous  line:  and.  in  su^h  operation 
and  use,  to  afford  and  secure  to  each  eq  lal  ad\'anta';es  an  1  facilities -as  to 
rates,  time,  and  transportation,  without  anv  discrimination  of  onv  kind 
in  favor  of  the  road  or  bisiness  of  anv  or  of  either  of  said  companies,  or 
adverse  to  the  road  or  businessof  any  or  either  of  the  others.    (Ibid.,  sec.  15.) 

The  Secretary  of  the  Tre,asury  is  directed  to  withhold  all  piyments  to  any 
railroad  company  and  its  assi'^ns  on  aojount  of  frchhts  or  transportation 
over  their  respective  roads  of  any  kin1  to  the  amount  of  pivments  made  by 
the  United  States  for  interest  upon  bonds  of  the  United  States  issued  to 
anv  such  company,  and  whioh  shall  nit  have  been  reimbursed,  to'^ether 
with  the  five  per  centum  of  net  eirninjs  due  and  unapplied^  as  provided 
by  law.    (Sec.  5260,  Revised  Statute.) 

44.  Mobile  &  Ohio  Railroad  (from  Tennessee-Mississippi  State  line  to 

Mobile,  Ala.). 

And  the  said  railroad  and  bnin'^hes  shall  be  and  remain  a  public  hi'^hway  for 
the  use  of  the  Government  of  the  United  States,  free  from  toll  or  other  charee 
upon  the  transnortition  of  any  property  or  troops  of  the  United  States. 
(Act  of  Sept.  20^  1850,  sec.  4.) 

45.  Nashville,  Chattanooga  &  St.  Louis  Railway  (from  Gimtersville, 

Ala.,  to  0.7  mile  north  of  Carlisle,  Ala.). 

Said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the  Govern- 
ment of  the  United  States  free  from  toll  or  other  charge  upon  the  transporta- 
tion of  any  property  or  troops  of  the  United  States.  (Act  of  June  3,  1856, 
section  3.) 
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statute. 


Julv 
May 
July 
Mar. 
Apr. 
May 
July 
Mar. 
Sept. 
Oct. 
July 

Mar. 
Mar. 
May 


Mar. 
July 
Mar. 
July 
Mar. 
Mar. 
June 
June 
Mar. 


2,1864 

7, 1866 

1,1868 

1,1869 

10,1869 

31,1870 

15, 1870 

3, 1879 

29, 1890 

1, 1890 

1,1898 

2, 1899 

2, 1901 

17, 1906 


3, 1857 
12, 1862 

3. 1865 

3. 1866 
3,1871 
3, 1873 

16, 1874 

22, 1874 

3, 1879 


Mar.  3, 1857 
July  12,1862 
May  15,1864 
Mar.  3, 1865 
July  13,1866 
July  13,1866 
June  16,1874 
Mar.     3. 1879 


June  3,1856 
Feb.  17,1865 
July  3,1866 
Mar.  3, 1871 
June  16,1874 
Mar.    3,1879 


June  10,1852 
June  5, 1862 
July  27,1866 
Apr.  21,1871 
June  16,1874 
Mar.  3, 1879 
July  6, 1886 
Mar.    3, 1897 


Feb.  9, 1855 

July  28,1866 

Mar.  3, 1869 

May  6, 1870 


Mav  17,1856 
June  16,1874 
Mar.    3, 1879 


365 
355 
255 
346 
57 
378 
305 
390 
496 
647 
620 
993 
950 
197 


195 
624 
526 

97 
588 
631 

74 
203 
390 


195 

624 
64 

526 
93 
97 
74 

390 


11 

21 

13 

569 

14 

78 

16 

582 

18 

74 

20 

390 

10 

8 

12 

422 

14 

292 

17 

19 

IS 

74 

20 

390 

24 

123 

29 

622 

10 

155 

14 

338 

15 

349 

16 

376 

11 

15 

IS 

74 

20 

390 

46.  Northern  Pacific  Railway  (from  Ashland,  Wis.,  to  Portland,  Ore.'. 

with  branch  from  Pasco,  Wash.,  to  Wallula,  Wash.).  '   ' 

And  be  it  further  enacted.  That  said  No-them  Pacific  Railroad,  or  any  part 
thereof,  shall  be  a  post  route  and  a  military  road,  subject  to  the  use  of  the 
United  States  for  postal,  military,  naval,  and  all  other  Government  service 
and  also  subject  to  such  re^ilations  as  Consress  may  impose  restricting  the 
charges  for  such  Government  transportation.    (Act  of  Julv  2,  1S64,  sec.  11.) 

And  be  it  further  enacted,  That  the  directors  of  said  company  shall  *  *  * 
from  time  to  time,  fix,  determine,  and  regulate  the  fares,  tolls,  and  charges 
to  be  received  anci  paid  for  transportation  of  persons  and  property  on  said 
road  or  anv  part  thereof.    (Ibid.,  sec.  12.) 

Provided,  That  said  company  shall  not  charge  the  Government  hishcr  rates 
than  they  do  individuals  for  like  transportation  and  telegraph  service. 
(Ibid.,  sec.  5.) 

47.  Northern  Pacific  Railway  (from  Watab,  Minn.,  to  Brainerd,  Minn.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  ot  the  United  States.  (Acts  of 
Mar.  3,  1857,  sec.  53,  and  Mar.  3,  1865,  sec.  5.) 


48.  Northern  Pacific  Railw.vy  (from  St.  Paul,  Minn.,  to  Duluth,  Minn,, 
with  branch  from  White  Bear  Lake,  Minn.,  to  Stillwater,  Minn.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  all  toll  or  other  charge  upon  the 
transportation  of  anv  property  or  troops  of  the  United  States.  (.\cts  of 
March,  1857,  sec.  3;  May  15,  1864,  sec.  5;  and  of  Mar.  3, 1865,  sec.  5.) 


49.  Pere  Marquette  R.ulroad  (from  Flint,  Mich.,  to  Ludington,  Mich.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Govenmient  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportal  ion  of  any  property  or  troops  of  the  United  States.  (Act  of  June 
3,  1856,  sec.  3.) 


50.  St.  Louis  &  San  Francisco  Railway  (from  PaciP.c,  Mo.,  to  Seneca,  Mo.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  lor  the  use  of  tho 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportationof  any  property  or  troops  of  the  United  States.  (Act  of  June 
10,  1852,  sec.  5.) 

And  be  it  further  enacted,  That  said  Atlantic  and  Pacific  Railroad,  or  any  part 
thereof,  shall  be  a  post  route  and  military  road,  subject  to  the  use  "ol  the 
United  States  for  postal,  military,  navai,  and  all  other  Govemnient  service, 
and  also  subject  to  such  regulations  as  Congress  may  impose  restricting  the 
charj.es  for  such  Government  transportation.    (Act  of  July  27, 1866,  sec.  11.) 

51  and  52.  St.  Louis,  Iron  Mountain  &  Southern  Railway  (from  Pirds 
Point,  Mo.,  to  Texarkana,  .\rk.,  and  from  Argenta,  Ark.,  to  Fort  Smith, 
Ark. 

And  the  said  railroad  and  branches  shall  be  and  remain  a  public  highway  for 
the  use  of  the  .Jovemment  of  the  United  States,  free  from  toll  or  other  charge 
upon  the  trauspartationof  any  property  or  troops  of  the  United  States.  (Act 
of  Feb.  9,  185!,  sec.  4.) 

And  provided  further,  That  all  property  and  troops  of  the  United  States  shall  at 
all  timss  be  trau;pjrte  1  over  said  railroad  and  branches  at  the  cost,  charge, 
an  I  expense  of  the  company  or  c^rpjration  owning  or  operating  said  roacl 
and  branches,  respectively,  when  so  required  by  the  Government  of  the 
United  States.    (Act  of  July  28,1866,  sec.  1.) 

53  and  54.  Seaboard  Air  Line  Railway  (from  Jacksonville,  Fla.,  to  River 
Junction,  Fla.,  and  from  Femandina,  Fla.,  to  Tampa  Pay,  with  branch, 
Waldo,  Fla.,  to  Cedar  Keys,  Fla. 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  ot  the  United  States,  free  (rom  toll  or  other  charge  upon  the 
tran  -.mrtation  of  any  property  or  troops  of  the  United  States.  (Act  of  May 
17, 1856,  sec.  3.) 
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Statute. 


July  27,1866 
July  25,186S 
June  28,1870 
Mar.  3, 1871 
Mar.  3, 1879 
Sept.  29, 1890 


Mar.  3, 1871 
Mar.  3,  1879 
Feb.  28,1885 


July  25,1866 
June  25.1868 
Apr.  10,1869 


June  3,1856 
May  23,  1872 
June  16,1874 
Mar.  3, 1879 
Sept.  29, 1890 


June  3, 1856 
Juno  16,1874 
Mar.    3, 1879 


Vol. 


Page. 


292 
187 
382 
579 
390 
496 


573 
390 
337 


239 

80 
47 


17 
159 

74 
390 
496 


18 

74 

390 


55  and  56.  Southern  Pacific  Co.  (from  San  Jose,  Calif.,  to  Tres  Pinos,  Calif., 
and  from  Alcalde,  via  Goshen,  to  Mojave,  Calif. 

And  ie  it  further  enacted,  That  said  Atlantic  and  Pacific  Railroad,  or  any 
part  thereof,  shall  be  a  post  route  and  military  road,  subject  to  the  use  of  the 
United  States,  for  postal,  military,  nava',  and  all  other  Government  service, 
and  also  subject  to  such  regulations  a^  Congress  may  impose  restricting  the 
charges  for  such  Government  transportation.    (Act  of  July  27, 1866,  sec.  11.) 

^ndbciV/Mr^/iercnac^fd,  That  the  directors  of  said  company  shall  *  *  *  from 
time  to  time,  flx,  determine,  and  regulate  the  fares,-  tolls,  and  charges  to  bo 
received  and  paid  for  transportation  of  persons  and  property  on  said  road,  or 
any  part  thereof.    (Sec.  I'i.) 

Provided,  That  said  company  shall  not  charge  the  Government  higher  rates 
than  they  do  individuals  for  like  transportation  and  telegraph  service.  (Sec. 
5.) 

Sec.  18.  And  be  it  further  enacted,  That  the  Southern  Pacific  Railroad,  a  com- 
pany incorporated  under  the  laws  of  the  State  of  California,  is  hereby  author- 
I'.ed  to  connect  with  the  said  Atlantic  and  Pacific  Railroad,  formed  under 
this  act,  at  such  point,  near  the  boundary  line  of  the  State  of  California,  as 
they  shall  deem  most  suitable  for  a  railroad  lino  to  San  Francisco,  and  shall 
have  a  uniform  gauge  and  rate  of  freight  or  faro  with  said  road;  and  in  con- 
sideration thereof,  to  aid  in  its  construction,  shall  have  similar  grants  of  land, 
subject  to  all  the  conditions  and  limitations  herein  provided,  and  shall  be 
required  to  construct  its  road  on  the  like  regulations  as  to  time  and  maimer 
with  the  Atlantic  and  Pacific  Railroad  herein  provided  for. 

57.  Southern  Pacific  Co.  (from  Mojave,  Calif.,  to  Colorado  River,  opposite 
Yuma,  Ariz.). 

That,  for  the  purpose  of  connecting  the  Texas  Pacific  Railroad  with  the  cityof 
San  Francisco,  the  Southern  Pacific  Railroad  Company  of  California  is  hereby 
authorized  (subject  to  the  laws  ofCalifornia) toconstru'ct  alineofrailioad  from 
apointatornearTehachapa  Pass.by  way  of  Los  Angeles,  tothe  Texas  Pacific 
Railroad  at  or  near  the  Colorado  River,  with  the  same  -ights,  grants,  anC 
privileges,  and  subject  to  the  same  limitations,  restrictions,  and  conditions 
as  were  granted  to  said  Southern  Pacific  Railroad  Company  ofCalifornia  by 
the  act  of  fuly  t^venty-seven,  eighteen  hundred  and  sixty-six:  Proiidea, 
howeoer,  That  this  section  shall  in  no  wavafYect  or  impair  the  rights,  present 
or  prospective,  of  the  Atlantic  and  Pacific  Railroad  Company  or  any  other 
railroad  company.— (Act  of  Mar.  3,  1871,  sec.  23.) 

(See  Nos.  55  and  56  for  conditions  of  act  of  July  27,  1866.) 

58.  Southern  Pacific  Co.  (from  Rose\ille  Junction,  Calif.,  to  East  Portland, 
Oreg.). 

A  nd  be  it  further  enacted,  That  the  grants  aforesaid  are  made  upon  the  condition 
that  the  said  companies  shall  keep  said  railroad  and  telegraph  in  repair  and 
use,  and  shall  at  all  times  transport  the  mails  upon  said  railroad, and  transmit 
dispatches  by  said  telegraph  line  for  the  Government  of  the  United  States, 
when  required  so  to  do  by  any  department  thereof,  and  that  the  Govern- 
ment shall  at  all  times  have  the  preference  in  the  use  of  said  railroad  and  tele- 
graph therefor  at  fair  and  reasonable  rates  of  compensation,  not  to  exceed 
the  rates  paid  by  private  parties  for  the  same  kind  of  service.  And  said  rail- 
road shall  be  and  remain  a  public  highway  for  the  use  of  the  Government  of 
the  United  States,  free  of  all  toll  or  other  charges  upnn  the  transportation  of 
the  property  or  troops  of  the  United  States:  and  the  same  shall  be  trans- 
ported over  said  road  at  the  cist,  charge,  and  CKpense  of  the  corporations 
or  companies  owning  or  operating  the  same,  when  so  required  by  the  Gov- 
ernment of  the  United  States.— ^c/  of  July  S5,  1S66,  section  5. 

59.  Southern  Railway  Co.  (from  Selma,  Ala.,  to  Jacksonville,  Ala.). 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  tho 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  the 
transportation  of  any  property  or  troops  of  the  United  States. — Act  June  3, 
1856,  section  3. 

60.— ViCKSBUEG,  SHREVEPORT  &   PACIFIC  RAILROAD. 

From  Delta,  La.,  opposite  Vicksburg,  Miss.,  to  Shreveport,  La. 

And  the  said  railroad  shall  be  and  remain  a  public  highway  for  the  use  of  the 
Government  of  the  United  States,  free  from  toll  or  other  charge  upon  tho 
transportation  of  any  property  or  troops  of  the  United  States.— .4  c(  of  June  3, 
1856,  section  S. 
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LETTER  SUBMITTED  BY  MR.  A.   H.    SMITH. 

New  York  Central  Lines, 

Neio  York,  September  8,  1919. 

My  Dear  Congressman:  I' wrote  you  recently  expressing  my  \'iews  in  part  on  the 
important  matter  of  railroad  legislation.  It  may  be  presumptuous  to  take  more  of 
j^our  valuable  time,  but  I  do  so  because  of  the  additional  features  which  have  recently 
been  interjected  into  the  discussion. 

P^or  10  or  more  years  the  railroads  in  this  country  have  not  kept  pace  with  its  growth, 
and  they  are  not  now  doing  so.  With  the  cooperation  of  capital  and  labor,  and  with 
constructive  and  proper  legislation  and  Government,  this  country  is  destined  to 
progress  more  rapidly  in  the  future  than  it  has  in  the  past. 

Using  the  raUroad  as  a  yard  stick,  the  traffic  offered  for  movement  during  the  20 
years  ending  December  31,  1917 — the  date  on  which  the  Government  assumed  con- 
trol of  the  railroads — increased  an  average  of  16  per  cent  per  year,  the  increase  for  the 
period  amounting  to  320  per  cent.  This  was  not  equally  allocated,  some  parts  of  the 
country  furnishing  traffic  in  greater  volume  than  others.  Then  again,  traffic  does  not 
move  regularly  day  by  day,  but  is  heavier  in  some  seasons  than  in  others.  It  is 
affected  by  various  conditions — weather,  shipping  facilities,  capacity  to  absorb  at 
points  of  delivery,  shippers'  options  and  desires,  etc. 

A  lack  of  facilities  and  of  reserves  to  meet  peak  conditions  causes  congestions  and 
blockades  with  losses  of  millions  of  dollars  to  shippers,  to  the  railroads,  and,  of  course, 
in  the  last  analysis,  to  the  consumer. 

In  the  past,  as  I  see  it,  there  has  been  a  material  lack  of  appreciation  of  the  fore- 
going facts  by  those  bodies  representing  the  Government — national  and  State — and 
by  those  through  whose  will  and  power  only  revenue  could  be  obtained  to  meet  the 
demands.  This  state  of  mind  was  fostered  in  part  by  shippers  who,  in  association, 
selected  representation  to  oppose  the  requests  of  the  earners  for  relief,  and  who  in 
the  end  damaged  and  restricted  what  they  most  need — sufficient  and  economical 
transportation. 

There  is  required  a  body  which,  like  our  Supreme  Court,  will  stand  steadfast  and 
unbiased  between  all  interests  and  decide  for  the  people  of  our  country  what  is  right 
and  necessary;  a  body  which  shall  be  ^iven  sufficient  power  and  charged  with  re- 
sponsibility; a  body  which  can  .say  what  is  lacking  and  why,  and  what  remedy  must  be 
applied;  and  what  or  who  is  at  fault.  It  must  be  composed  of  men  who  have  vision, 
as  transportation  can  not  await  the  facilities,  and  they  must  have  wisdom,  because 
excess  facilities  means  extravagance  in  cost.  They  should  have  authority  to  par- 
ticipate in  the  adjustment  of  all  problems  affecting  interstate  commerce,  including 
delivery  and  storage  in  cities  and  terminals  which  have  a  great  relation  to  the  live 
subject  before  you  to-day,  viz,  the  co3t  of  living.  Some  of  our  conditions  are  anti- 
quated, and  the  handling  and  methods  are  costly  and  unbusinesslike.  They  exist 
becaise  we  lack  money,  permission,  and  cooperation — money,  because  the  investor 
lacks  confidence — cooperation  and  permission,  because  two  or  more  parties  can  not 
agree,  and  there  is  no  "body"  now  representing  all  the  needs  of  the  interstate  com- 
merce of  all  the  people. 

For  the  foregoing  reasons  principally  I  indorse  and  urge  the  appointment  of  the 
"board"  as  provided  in  the  railway  executives'  plan,  because  I  would  have  the 
responsibility  certain  and  no  room  for  escape.  The  certificate  of  this  board  to  the 
Interstate  Commerce  Commission  should  be  prima  facie  in  all  rate  questions,  the 
Interstate  Commerce  Commission  to  be  equipped  with  a  staff  of  not  less  than  three 
who  have  had  at  least  seven  years'  experience  in  the  making  and  shaping  of  rates, 
who  shall  advise  in  all  rate  applications  and  shall  study  and  report  on  all  rates,  as  to 
their  equity  and  relationship  to  different  centers. 

Wages  and  labor:  Nearly  all  of  the  men  on  these  railroads  are,  in  my  opinion,  of 
our  best  citizenship.  They  are  virile,  stable  men.  Many  of  them  do  work  of  great 
importance  and  consequence.  Their  compensation  must  be  relative,  all  conditions 
of  their  employment  must  be  imderstood,  and  their  relations  to  other  employment 
must  be  considered. 

All  men  in  all  walks  of  life  are  given  the  same  amount  of  time — lawyer,  farmer,  and 
artisan.  In  addition,  there  is  skill  and  effort  which  is  variable  and  must  be  allowed, 
for  as  they  are  furnished.  I  believe  our  solution  of  the  railway  wage  problem  is  to 
give  the  individual  employee  a  participation  in  the  results  of  his  individual  labor. 
This  is  apparent  at  the  time  and  ascertainable,  and  can  be  paid  promptly.  To  par- 
ticipate in  the  profits  as  has  been  proposed,  is  uncertain  and  is  not  the  true  measure. 
Such  a  plan  will  cause  suspicion  and  distrust,  unhappiness,  and  unrest.  It  is  not 
constructive  even  if  it  is  feasible,  which  I  doubt.  It  will  not  produc  e  uniform  results 
on  different  properties  or  on  the  same  properties,  and  such  inequalities  will  in  time 
disrupt  any  such  arrangement,  and  besides,  it  looks  like  confiscation. 
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The  man  who  l)y  skill  and  effort,  care  and  efficiency,  moves  a  given  tonnaee  on 
less  time  than  others  should  have  reward.  Let  us  consider  as  a  unit  of  produr  tion  a 
bio  k  of  railroad,  say,  5  miles  long,  worth  a  million  dollars,  (ontaining  a  train  (on- 
sisting  of  a  lor  emotive  worth  $75,000,  cars  worth  $240,000,  loaded  with  freight  worth 
$1,000,000.  It  is  like  a  ma-  hine  in  a  shop.  The  skill  and  effort  whit  h  gets  the  work 
to  the  machine,  through  the  machine,  and  away  from  it  contributes  to  diminish  the 
time  the  ma(  hine  is  used  for  a  given  prod u(  tion,  inc  reasing  the  putout  and  de(  reasing 
the  cost.  So  the  block  should  be  used  effi  iently  and  the  train  moved  expeditiously 
under  safe  rules.  Any  skill  and  effort  that  clears  the  line  and  enlarges  its  capacity 
should  have  reward. 

To  illustrate:  Assuming  that  the  normal  time  of  operation  over  a  division  for  a 
freight  train  might  be  10  hours.  Then  the  skill  and  effort  which  move  it  in  9  hours 
have  increased  the  productivity  of  the  ma/^hine  and  should  receive  a  premium. 
Conversely,  if  11  hours  is  required  a  penalty  is  sustained. 

Men  can  not  survive  without  inc  entive.  Without  incentive  there  is  no  progress. 
Given  im  entive  a  man  will  try  to  ]irogress.  He  will  combine  the  fa'  tor  of  time, 
whi'  h  -8  common  to  all  alike,  with  skill  and  effort  as  he  develops.  What  he  gains  for 
himself  and  contributes  to  tlie  benefit  of  mankind  will  depend  on  the  result  of  his 
use  of  his  fa'  ulties  and  skill  with  the  time  and  effort. 

Present  labor  organizations  tend  to  remove  incentive  by  a  horizontal  leveling 
process.  This  submerges  the  individual  into  the  average.  It  causes  discontent 
because  it  violates  human  nature.  Labor  organizations  will,  eventually  if  not  now, 
feel  the  effect  of  this  jirini  iple  and  must  ultimately  recognize  it.  It  must  be-  ome  the 
doc-trine  of  the  future  labor  leader  if  he  is  to  point  the  way  with  truth  and  real  leader- 
ship. It  makes  no  differenc  e  whether  fa  ilities  and  plant  are  provided  by  privately 
owned  capital  or  by  publicly  owned  capital.  The  principle  is  the  same.  The  waste 
of  time  with  these  fa  ilities  in  delayed  or  ineffi  lent  produ^  tion  is  a  burden  on  all 
who  must  live  by  their  production  and  those  whose  means  have  been  borrowed  or 
taxpcl  to  provide  the  plant. 

This  is  a  matter  which  doubtless  can  not  be  legislated  about.  I  refer  to  it  only  be- 
cause I  believe  you  will  find  it  usefid  to  have  in  your  mind  these  important  facts  when 
you  co^ne  to  deter-nine  ths  things  you  can  legislate  about.  It  is  certain  that  the 
long3r  th3se  prop3rties  are  left  in  the  Government's  hands,  the  more  difficult  it  will  be 
to  e^tablidi  conditions  of  efficiency. 

Too  many  railroads  in  this  counry  have  been  pressed  downward,  facilities  are 
lacking  more  or  less,  and  equipment  antiquated,  thus  making  the  service  of  the  em- 
ploye? more  di^cult  and  discouraging. 

We  have  arrived  at  a  ti-ne  for  understanding,  cooperation  and  constructive  progress. 
It  can  b9  obtaine  i  by  a  cool  re  view  and  appreciation  of  the  facts  by  a  body  representing 
th'i  p3ople  and  win  will  renort  to  th3  Congress.  This  is  for  the  future.  The  imme- 
diate past  during  ths  war  showed  ths  mettle  of  the  American  railroads  and  the  men 
e  nploye  I  on  th3  n,  who  with  restricted  facilities  and  equipment,  and  in  the  face  of 
unpreceiontel  W8ath3r,  by  sheer  force  and  will  moved  more  tons  and  more  people 
than  ever  in  thsir  history,  and  enabled  our  armies  and  our  allies  to  win  the  war. 

I  believe  th\t  so  far  as  the  expenditures  are  concerned  which  railroads  were  called 
upon  to  make  during  the  wir  for  war  purposes  and  at  w.ar  prices,  they  should  have  the 
sane  condderation  that  oth3r  business  received  at  the  hands  of  the  Government.  It 
wo  nil  S33T1  th  It  th3  railroad  3  of  the  United  States  as  the  "first  line  of  communication" 
should  have  no  less  consideration  than  the  "shipping"  represented  by  the  Shipping 
Board,  which  was  the  second  line  of  communication. 
Yours,  very  truly, 

A.  H.  Smith. 
Hon.  John  J,  Esch, 

House  of  Representatives,  Washington,  D.  C. 

LETTER  SUBMITTED  BY  MR.   NEWMAN  ERB. 

September  6,  1919. 
Mr.  John  J.  Esch, 

House  of  Representatives,  Washington,  D.  C. 
My  Deai  Ma.  Esch:  Rgferring  to  Senator  Cummins's  railroad  bill,  I  have  taken 
occasion  to  point  out  some  omissions  from  the  bill  in  a  letter  addressed  to  him  and  I 
thought  it  might  be  of  interest  to  you  to  know  what  these  are  and  therefore  take  occa- 
sion to  inclose  you  a  copy  of  it  for  your  information. 

I  do  not  wish  to  draw  out  your  opinion  at  this  time  but  will  be  glad  to  know,  in  a 
general  way,  how  the  suggestions  strike  you. 
Very  truly,  yoixrs, 

Newman  Erb. 
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September  4,  1919. 
Hon.  A.  B.  Cummins, 

United  States  Senate,  Washington,  D.  C. 

My  Dear  Senator:  I  have  seen  press  report  rdsum^s  of  your  railroad  bill,  which 
I  understand  is  tentative. 

I  venture  to  call  to  your  attention  objections  which  occur  to  me,  more  in  the  natuje 
of  omissions,  however,  to  the  bill  as  it  is  reported  in  the  press. 

My  whole  purpose  is  to  be  helpful  in  solving;:  the  complex  problem  affecting  the 
railroads  of  the  country.  My  experien.-^e  has  been  nearly  altogether  with  railroads 
which  1  have  been  instrumental  in  creating  or  in  developing. 

You  will  doul>tlegs  recall  that  it  was  not  so  many  years  ago  that  the  Union  Pacific 
and  Southern  Pa  i fie  were  clas^scd  among  the  weaker  lines  of  the  country,  and  they 
have  been  lirought  to  their  great  financial  strength  and  aliility  to  perform  so  great  a 
service  in  the  development  of  the  great  West  through  combination  with  other  weaker 
lines,  and  it  may  be  safely  said  that  there  would  be  no  so-called  strong  lines  to-day 
if  all  of  the  weaker  lines  were  eliminated.  The  Mississippi  Biver  is  capable  of  carrying 
great  argosies  to  the  sea  through  the  waters  of  its  many  tributaries. 

I  venture  to  suggest  that  the  Inll  which  you  have  introduced  does  not  take  cognizance 
of  the  immediate  relief  which  the  weaker  lines  of  the  country,  embracing  a  majority 
of  our  mileage,  imperatively  require,  if  they  are  to  be  returned  to  private  ownership. 

1.  While  seven  years  are  civen  for  railroads  within  regional  limits  to  combine,  the 
weaker  roads  would  be  meanwhile  either  starv'ed  to  death  or  forced  to  accept  any 
offered  terms  to  escape  financial  death.  Be?ides,  the  stronger  roads  would  delay 
action,  meanwhile  resorting  to  tactical  duress  by  all  possil  le  devices  in  the  hopes  of 
forcing  the  weaker  lines  to  accept  intoleral  le  conditions  or  face  bankruptcy. 

During  the  seven  year  period  the  stronger  roads  would  seek  legislation  for  relieving 
them  of  compulsory  comi  ina'ion  and  maintain  a  propaganda  campaign  to  that  end, 
impairing  the  whole  financial  structure  of  the  railroads. 

2.  Supervision  of  railroad  securilies  would  be,  under  the  conditions  referred  to, 
only  another  means  of  bringing  the  weaker  lines  to  liankruptcy  and  prevent  their 
expansion,  betterment,  or  improvement. 

No  commis.-ion  could  permit  railroads  to  sell  their  securities  on  the  basis  of  market 
prices  prevailing  during  the  past  eight  years.  None  of  the  weaker  lines  are  in  position 
to  create  or  issue  first- lien  mortgages  except  as  to  new  equipment. 

Would  public  opinion  sanction  the  Missouri  Pacific  to  issue  further  bonds  bearing 
4  per  cent  at  58;  the  San  Fran'  isco  5  per  cents  at  71 ;  the  Rock  Island  4  per  cents  at  68; 
the  Chicago  Great  Western  fours  at  57;  the  Minneapolis  &  St.  Louis  fives  at  56  or  its 
fours  at  47;  the  Chicago,  Milwaukee  &  St.  Paul  four-and-a-halfs  at  73  or  fives  at  74? 

The  expauiion  of  over  half  of  the  country  is  mileage;  its  development  and  improve- 
ment to  meet  the  demand  of  industrial  and  commercial  expansion  and  the  needs  of  a 
rapidly  growing  population  would  be  completely  arrested,  if  not  completely  destroyed. 

3.  No  provi  ion  is  made  in  the  proposed  bill  to  equalize  earnings  between  the  weaker 
and  stronger  lines.  It  makes  the  stronger  lines  stronger  at  the  expense  of  the  weaker 
lines.  The  bill — any  )  ill — should  make  a  revis-ion  of  divisions  between  the  railroads 
and  immediate,  essential  requirement.  The  whole  structure  of  divisions  is  antiquated. 
It  had  its  origin  more  than  50  years  ago,  with  the  arbitrary  exactions  of  the  strong  lines, 
and  has  remained  practically  unchanged  ever  since.  Revisions  should  be  provided 
for  that  shall  take  into  consideration  the  needs  of  weaker  lines  for  added  revenue  and 
the  ability  of  the  stronger  lines  to  yield  part  of  their  income  to  the  lines  furnishing 
tonnage  or  the  faililies  for  wider  distribution.  To  the  Fame  end  and  to  encourage 
regional  consolidations,  the  stronger  lines  should  be  required  to  yield  trackage  rights 
and  the  joint  use  of  terminal  fa'  ilities  anywhere,  in  whole  or  part,  to  their  connecticrs. 
If  the  compensation  to  be  paid  for  the  use  of  such  facilities  or  trackage  rights  can  rot 

.  be  arrived  at  by  mututal  agreement,  the  Interstate  Commerce  Commission  shoi  Id 
have  the  authority  to  fix  such  compensation. 

4.  The  weaker  lines  undertaking  extensions,  improvements,  and  betterments  ap- 
proved of  by  the  Interstate  Commerce  Commission  should  have  the  reasonal  le  late 
of  interest  on  the  securities  issued  by  the  commission's  sanction  guaranteed  by  the 
Government,  payal  le  out  of  excess  earnings  of  the  stronger  lines  beyond,  say,  a  return 
of  7  per  cent  to  their  stockholders.  This  would  encourage  the  rapid  development  of 
weaker  lines  so  as  to  meet  the  demand  for  increased  and  better  service  and  at  the  same 
time  encourage  their  absorption  by  the  stronger  lines. 

5.  The  bill  gives  the  roads  five  years  within  which  to  pay  their  indebtedness  to  the 
Government  arising  out  of  advances  made  during  Federal  operating  control.  The 
strong  roads  have  seven  years  within  which  to  absorb  their  weaker  connections.  The 
compulsory  payment  of  these  debts  within  five  years  will  only  acid  to  their  burdens 
and  make  them  easier  victims  totheir  stronger  connections,  besides  instead  of  en- 
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courag;ing  combination  would  have  the  opposite  effect  in  many  cases.     The  period 
of  credit  should  be  at  lease  10  years. 

6.  Provisions  should  be  made  thatrwith  respect  to  all  mortgages  or  obligations  of 
railroad  companies  engaged  in  interstate  commerce  the  holders  of  two-thirds  in  amount 
of  each  class  of  debts  may  waive  and  extend  the  time  of  payment  of  any  interest  or 
prin  npal  maturity  and  accept  the  terms  of  settlement  which  shall  then  be  obligatory 
upm  the  minority  holders. 

The  greatest  evil  of  our  railroad  financing  lies  in  the  ease  and  facility  for  bringing 
about  railroad  receiverships  and  the  encouragement  to  bankers  to  profit  by  their 
reorganization — bankers  who  have  no  other  interests  in  the  properties  than  the  interest 
of  their  insolvency  and  reorganization.  Under  the  existing  system,  the  action  of 
cf  id  ors  must  be  unanimous,  a  single  bondholder  or  creditor  can  insist  upon  pay- 
ment and  thereby  force  a  receivership  or  reorganization,  whOe  all  other  creditors 
may  believe  it  desirable  to  extend  the  time  of  payment  and  thereby  or  otherwise 
aid  in  tiding  over  a  difficult  situation  or  temporary  embarrassment.  A  business 
recession  or  a  crop  failure  now  brings  many  weak  roads  to  the  reorganization  slaughter, 
involving  frequently  ruinous  losses  to  investors  while  two-thirds  or  more  inamount 
of  creditors  willing  to  extend  forbearance,  and  even  assistance,  are  helpless  to  afford 
relief  or  protect  themselves  from  loss. 

The  principle  suggested  is  in  force  in  England,  the  Continent,  and  in  Canada. 
Foreclosures  such  as  are  so  common  here  are  practically  unknown  abroad  and  in 
Canada. 

7.  Provision  should  be  made  for  a  common  ownership  by  all  railroads  under  the 
Interstate  Commerce  Commission  jurisdiction  of  all  interline  car  equipment  and  for 
financing  the  same  in  behalf  and  on  the  faith  and  credit  of  all  roads  engaged  in  inter- 
state commerce. 

Under  individual  ownership  and  control  of  car  equipment  there  has  been  seasonal 
car  shortages  that  have  seriously  interfered  with  the  commerce  of  the  country  and 
imposed  burdensome  hardships  upon  farmers  and  the  industries  of  the  country. 
Each  road  in  advance  of  the  seasonal  requirements  under  the  previous  system  resorted 
to  assembling  their  cars  and  refusing  to  permit  them  to  go  off  of  their  own  lines,  the 
hoarding  being  far  in  advance  of  their  actual  requirements. 

While  there  have  been  no  material  additions  to  the  car  equipment  of  the  country  in 
the  past  four  years,  there  has  been  no  car  shortage  during  Federal  control  under  a 
unified  control  of  equipment,  nothwithstanding  the  larger  tonnage  movement  pro- 
vided for. 

If  the  roads  now  go  back  to  private  ownership  with  separate  control  of  interline 
equipment,  we  will  again  have  car  shortages,  and  as  there  has  been  no  material  addi- 
tion to  the  car  equipment  of  the  companies  in  the  past  four  years,  the  car  shortage  is 
certain  to  be  more  accentuated  than  ever.  The  country  as  a  whole  is  interested 
vitally  in  having  an  adequate  car  supply  to  meet  all  reasonable  requirements  and  it 
should  not  be  possible  for  individual  roads  to  hoard  equipment.  Their  ownership 
should  be  in  common  and  their  control  vested  in  a  board  in  which  the  railroads  con- 
cerned should  have  a  majority  representation  but  on  which  the  Interstate  Commerce 
Commission  should  be  fully  represented  and  retain  a  supervising  control. 

I  do  not  know  whether  you  will  entirely  agree  with  me  in  all  respects,  but  I  believe 
that  you  will  in  many  respects. 

I  hope  that  what  I  have  written  to  you  may  be  of  some  service. 
Yours,  very  sincerely, 

Newman  Erb. 

REPLIES  OF  RAILROAD  COMPANIES  TO   CHARGES  MADE  BY   MR. 

GLENN  E.   PLUMB. 

Association  of  Railway  Executives, 

Washington,  D.  C,  September  11,  1919. 
Hon.  John  J.  Esch, 

Chairman  Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives. 
My  Dear  Sir:  During  the  hearings  on  the  railroad  bill  you  requested  me  to  file 
with  the  record  the  statements  of  the  various  railroads  named  by  Mr.  Plumb  in  the 
following  charge  which  he  made  in  his  testimony  on  Tuesday,  August  12,  1919: 

"I  charge  that  during' the  period  from  1900  to  1910,  the  Chicago,  Burlington  & 
Quincy,  the  Chicago,  Milwaukee  &  St.  Paul,  the  Chicago  &  North  Western,  the  Great 
Northern,  the  Illinois  Central,  and  the  Southern  Pacific  Railroads  gave  away  in  bonuses 
to  their  stockholders  more  than  $250,000,000;  that  the  actual  dividend  disburse, 
ments  on  this  excess  capital  for  the  year  1913  alone,  amounted  to  more  than  .511,000,000- 
"I  charge  that  during  the  limited  period  from  1900  to  1910,  eight  eastern  railroads 
alone  issued  new  stock  for  $101,000,000  less  than  its  market  value,  or  gave  away  this 
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enormous  amount  in  bonuses  to  stockholders;  that  the  dividends  paid  on  these  ficti- 
tious stock  issues  in  1913  alone  amounted  to  over  $4,317,000;  and  I  name  as  the  rail- 
roads involved  in  this  inflation  the  Baltimore  &  Ohio,  Ihe  Boston  &  Maine,  the  Dela- 
ware &  Hudson  Co.,  the  New  York  Central  &  Hudson  River  Railroad,  the  New  York, 
New  Haven  &  Hartford,  and  the  Pennsylvania  Railroad." 

In  compliance  with  your  request,  I  herewith  file  statements  from  the  Chicago, 
Burlington  &  Quincy,  the  Chicago,  Milwaukee  &  St.  Paul,  the  Chicago  &  North  West- 
ern, the  Great  Northern,  the  Hlinois  Central,  the  Southern  Pacific,  the  Baltimore 
&  Ohio,  the  Boston  &  Maine,  the  Delaware  &  Hudson,  the  New  York  Central,  the 
New  York,  New  Haven  &  Hartford,  and  the  Pennsylvania,  these  being  all  the  com- 
panies named  by  Mr.  Plumb  in  the  testimony  above  refeired  to. 

From  such  examination  as  I  have  been  able  to  give  these  statements,  I  think  it 
will  appear  that  no  stock  was  issued  by  any  of  the  companies  named,  during  the  period 
mentioned,  at  less  than  par. 

In  some  instances  it  will  appear  that  stock  was  issued  by  a  company  to  its  own 
stockholders  at  par  when  it  was  selling  in  the  market  at  a  higher  figure. 

The  laws  of  many  of  the  States  require  any  new  issue  of  stock  to  be  offered  to  e^cisting 
stockholders  at  par,  before  anv  of  it  is  disposed  of  to  the  public,  such  as,  for  example, 
in  Wisconsin,  Illinois  and  Michigan.  (See  Clark  &  Marshall  on  "Corporation," 
sec.  ^08;  1st  Cook  on  "Corporations/'  sec.  286;  Cunningham's  Appeal,  108  Pa.  State, 
546:  Hammond  v.  Edison  Companv.  131  Michigan,  79;  Electric  Company  of  America  v. 
Edison  Elec.  Ilium.  Co.  (Pa.),  50  Atl.,  164;  Jones  v.  Concord  Ry.  Co.  (N.  H.),  38  Atl., 
120;  Dunn  v.  Acme  Auto  Co.,  169  N.  Y.,  297  (Wis.).) 

While  there  is  an  exception  to  this  requirement  of  law  in  some  of  the  States,  the 
general  rule  is  as  stated. 

The  rule  itself  is  based  upon  reason.  The  existing  stockholders  own  the  company, 
including  any  surplus  of  assets  over  liabilities,  and  consequently  have  the  first  right 
to  enlarge  their  stock  holdings,  and  to  continue  their  participation  in  the  ownership 
of  this  surplus.  In  order  to  do  this,  there  is  no  reason  to  require  them  to  pay  more 
than  par  for  the  new  stock.  If  they  pay  for  it  at  par,  the  result  is  that  the  surplus  is 
in  no  way  diminished,  and  the  existing  stockholders  retain  their  proportionate  owner- 
ship therein. 

It  is  entirely  unfair  to  say,  if  the  stock  of  a  company  is  quoted  at,  say,  125  per  cent, 
and  new  stock  is  offered  to,  and  taken  by,  the  stockhclders  at  par,  that  there  is  any 
illegality  in  the  transaction,  or  any  imposition  on  the  pul  lie.  As  stated,  the  benefit  ial 
ownership  of  the  assets  of  a  company  after  the  payment  of  debts,  is  in  its  stockholders, 
and  is  represented  by  the  shares  of  stock  which  they  hold.  If  the  property  of  the 
company  is  worth  a  million  and  a  half  dollars  over  its  debts,  and  its  outstanding 
stock  is  $1,000,000  at  par,  the  stock  has  a  book  value  of  $1C0  a  share.  If  the  rame 
value  is  placed  upon  it  by  the  market,  a  stockholder  can  sell  a  share  of  his  .stuck 
for  $150,  and  the  money  realized  will  be  his,  none  of  it  gfiing  into  the  treasury  of  the 
company,  and  the  transaction  not  affecting  the  public  interest  in  any  way.  If  the 
company  issues  a  million  dollars  of  additional  stock,  it  may  offer  to  its  stockhclders 
the  right  to  buy  that  stock  at  par.  If  the  offer  is  accepted,  the  company  will  receive 
for  every  $100  share  which  it  issues  $100  in  cash,  and  the  increase  in  its  atsets  thus 
produced  will  balance  the  increase  in  the  amount  of  its  outstanding  stock.  The 
result  in  the  case  supposed  will  be  that  instead  of  a  million  and  a  half  of  assets,  the 
company  would,  after  receiving  $100  a  share  for  the  new  issue  of  stock,  have  two 
and  a  half  millions  of  assets,  with  two  millions  of  stock  outstanding,  the  book  value 
of  which  would  be  $125  a  share. 

By  such  a  transaction  the  capital  of  the  company  would  in  no  sense  have  been 
impaired,  and  the  amount  of  its  surplus  over  the  par  value  of  its  stock  would  be 
exactly  the  same.  Only  the  percentage  of  surplus  to  the  par  value  of  the  stock  would 
be  less,  because  the  amount  of  outstanding  stock  is  greater.  By  such  a  transaction 
the  interest  of  the  puldic  would  have  been  in  no  sense  affected.  If  an  outsider 
purchases  any  of  the  stock,  he  purchases  an  interest  in  any  surplus  there  may  be, 
and  should  be  expected  to  pay  accordingly— not  because  to  do  otherwise  wouldbe 
an  injury  to  the  company  but  because  it  would  impair  the  property  rights  of  exist- 
ing stockholders. 

In  cases  where  there  has  been  an  issue  of  stock  to  the  public  at  a  greater  value  than 
par,  ])ut  at  less  than  the  apparent  market  value,  it  must  be  borne  in  mind  that  it 
can  never  be  expected  that  a  large  issue  of  new  stock  can  be  disposed  of  at  the  market 
value  of  the  smaller  amount  outstanding.  The  result  of  putting  out  a  substantial 
addition  to  the  stock  would  necessarily  reduce  the  market  value.  Therefore,  as  a 
practical  matter,  every  company,  in  making  a  sul-istantial  issue  of  stock,  must  recog- 
nize a  fa:t  so  patent  and  must  offer  it  to  the  public  at  less  than  its  apparent  market 
value  if  it  wishes  to  dispose  of  it  at  all. 

Very  sincerely  yours,  Alfred  P.  Thom. 
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Chicago,  Burlington  &  Quincy  Railroad  Co., 

Chicago,  III.,  August  27,  1919. 
Mr.  Charles  E.  Perkins, 

President  C.  B.  &  Q.  R.  R.  Co., 

Chicago,  III. 
Dear  Sir:  In  compliance  with  your  request  I  give  below  the  figures  bearing  on 
the  following  statement  made  by  Mr.  Glenn  E.  Plumb  before  the  House  Committee 
on  Interstate  and  Foreign  Commerce,  August  12,  1919. 

"I  charge  that  during  the  period  1900  to  1910,  the  Chicago,  Burlington  &  Quincy, 
the  Chicago,  Milwaukee  &  St.  Paul,  the  Chicago  &  Northwestern,  the  Great  Northern, 
the  Illinois  Central,  and  the  Southern  Pacific  Railroads  gave  away  in  bonuses  to 
their  stockholders  more  than  $250,000,000;  that  the  actual  dividend  disbursements 
on  this  excess  capital  for  the  year  1913,  alone  amounted  to  more-than  $11,000,000." 
The  facts  in  regard  to  the  Chicago,  Burlington  &  Quincy  Railroad  Co.  are  as  follows: 

Its  capital  stock  on  Jan.  1,  1900,  was $98,  210,  600 

Under  circular  dated  Jan.  17,  1901,  there  was  sold  to  stockholders  new 
stock  at  par 9, 834,  600 

Total 108, 045,  200 

During  the  period  Jan.  1,  1900,  to  June  30, 1903,  there  was  issued  stock  in 
exchange  for  convertible  bonds  of  1903  (issued  Sept.  1, 1890,  and  June  1, 
1892)  par  for  par,  at  which  times  the  terms  of  conversion  were  estab- 
lished        2, 793,  900 

Capital  stock  outstanding  June  30,  1903 110,  839, 100 

There  has  been  no  change  in  the  capital  stock  of  this  company  since  that  date. 
The  circular  dated  January  17,  1901,  gave  to  the  stockholders  the  right  to  sub- 
scrilie  at  par  for  one  share  of  new  stock  for  ev6ry  10  shares  of  stock  owned. 
Stock  sold  on  New  York  Exchange  January  17,  1901,  143f  to  145. 
Stock  sold  on  New  York  Exchange  March  5,  1901,  145  to  148^. 
Rights  sold  on  New  York  Exchange  during  February,  1901,  3J  to  4J. 

Rate  of  dividends  paid. 
Year  ended  June  30:  Percent. 

1900 6 

1901 6^ 

1 902 Gf 

1903 7 

1904 7 

1905 7 

1906 7 

1907 7 

1908 8 

1908  extra  (P.  &  L.) 6 

1909 8 

1910 8 

Average  paid  per  year  on  stock,  including  extra  dividend  in  1908,  7.66  per  cent;  or, 
including  sale  of  rights  in  1901,  at  $4  per  share,  8.02  per  cent. 

In  1901,  when  the  new  stock  was  issued,  the  Illinois  law  did  not  require  railroad 
companies  to  obtain  authority  for  issuing  capital  stock. 
Yours,  very  truly, 

C.  I.  Sturgis, 

Comptroller. 


Chicago,  Milwaukee  &  St.  Paul  Railway  Co., 

Chicago,  September  2,  1919. 
Hon.  A.  P.  Thom, 

General  Counsel,  Association  of  Railway  Executives, 

Washington,  D.  C. 
Dear  Sir:  In  compliance  with  your  request  of  August  19,  1919,  that  this  company, 
in  common  with  certain  other  railway  companies,  furnish  certain  information  relative 
to  the  issuance  and  sale  of  capital  stock  that  was  issued  and  disposed  of  between 
January  1,  1900,  and  December  31,  1910,  we  inclose  herewith  a  statement  which  we 
will  call  capital  stock  data,  which  shows  all  of  the  information  asked  for  in  complete 
detail.     At  the  outset  we  state  that  the  charge  that  this  company  has  excess  capital 
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stock  outstanding  and  has  paid  dividends  on  excess  capital  stock  is  untrue.  For 
every  share  of  its  capital  stock  outstanding  the  company  has  received  at  least  the  full 
par  value  thereof,  and  no  dividends  have  been  paid  on  any  share  of  its  capital  stock 
that  was  not  so  issued  and  paid  for. 

Briefly  summarized,  the  attached  statement  shows: 

(1)  Preferred  stock  issued  during  this  period,  $79,909,500;  common  stock  issued 
during  this  period,  $69,210,fi00;  total  stock  issued  during  this  period,  $149,180,100. 

(2)  How  this  stock  was  disposed  of,  to  whom  sold,  and  the  price  received.  As 
appears  thereby,  none  of  the  stock  was  sold  at  less  than  par,  and  of  the  $149,180,100 
par  value  of  stock  issued  during  that  pericd  $132,420,800  par  value  thereof  was  sold 
to  the  stockholders  for  cash  at  par,  $12,652,000  par  value  was  exchanged  for  convertible 
bonds  at  par,  $2,362,100  par  value  was  sold  to  public  at  market  price,  and  $745,200 
par  value  remained  in  the  treasury  December  31,  1910,  unsold. 

{3)  The  market  value  of  the  above  issues  of  stock  at  the  time  of  such  issues  and  sale. 
It  will  be  noted  that  in  connection  with  the  issuance  of  the  $99,024,800  common  and 
preferred  stock  offered  to  the  stockholders  at  par  in  December,  1906,  the  rights  during 
December,  1906,  were  quoted  at  from  SI*  to  40,  but  that  the  payments  bv  the  stock- 
holders for  this  stock  were  spread  over  a  period  from  December,  1906,  to  March,  1909, 
inclusive,  and  that  during  this  period,  in  1907,  before  the  subscription  payments  had 
been  completed,  the  subscriptions  sold  at  as  low  a  figure  as  85,  or  15  points  under  par, 
notwithstanding  the  fact  that  the  company  had  sold  the  stock  to  its  stockholders  at  par 
and  received  in  cash  the  par  value  thereof. 

(4)  That  the  present  market  value  (Aug.  29,  1919)  of  this  stock  on  the  New  York 
Stock  Exchange  which  was  sold  to  the  stockholders  at  par  for  cash  was  as  follows: 
Common  stock,  41^-42;  preferred  stock,  64^.  At  no  time  since  1916  has  the  common 
stock  sold  at  par  or  its  equivalent,  and  at  no  time  since  1 917  has  the  preferred  sold  at 
par  or  its  equivalent. 

(5)  The  $99,024,800  of  the  preferred  and  common  stock  which  was  issued  and  dis- 
posed of  was  approved  by  the  Railroad  Commission  of  Wisconsin  by  its  certificate  of 
authority  dated  December  15,  1908.  This  certificate  in  terms  authorized  the  company 
to  issue  and  dispose  of  the  above  capital  stock,  preferred  and  common,  as  follows: 

"That  said  shares  of  capital  stock  are  to  be  issued  in  consideration  of  money  actually 
received  by  the  Chicago,  Milwaukee  &  St.  Paul  Railway  Co.  of  Wisconsin  equal  to 
the  par  value  thereof,  and  the  certificate  for  said  shares  will  not  be  issued  until  the 
full  par  value  of  said  shares  shall  have  been  actually  received  by  said  company  in 
money." 

This  requirement  of  the  Railroad  Commission  of  Wisconsin  was  strictly  complied 
with  in  the  issuance  and  sale  of  this  stock. 

In  respect  to  prior  issues,  to  wit,  in  May,  1901,  $8,673,200,  and  in  October,  1906, 
$24,722,800  of  common,  there  was  at  these  dates  no  law  in  Wisconsin  giving  authority 
to  any  pul)lic  body  to  prescribe  the  terms  and  conditions  under  which  the  capital 
stock  of  this  company  or  any  other  corporation  should  be  disposed  of.  It  is  perhaps 
well  to  state  in  this  connection  that  the  Chicago,  Milwaukee  &  St.  Paul  Railway  Co. 
is  a  corporation  organized  and  existing  under  the  laws  of  the  State  of  Wisconsin — and 
of  no  other  State. 

EXPLANATORY   STATEMENT. 

The  records  of  this  company  will  show  that  from  its  organization  in  May,  1863,  to 
the  present  time  all  issues  of  the  capital  stock  of  the  companv,  both  preferred  and 
common,  were  disposed  of  in  strict  compliance  with  the  laws  of  the  State  of  Wisconsin, 
and  at  an  amount  slightly  in  excess  of  the  par  value  of  all  the  capital  stock  of  the 
company,  preferred  and  common,  outstanding  in  the  hands  of  the  public. 

The  law  in  respect  of  the  right  of  stockholders  to  subscribe  for  new  issues  of  capital 
stock  at  its  par  value  before  offering  the  same  to  the  general  public  I  understand  you 
have  in  hand  and  will  present  to  the  committee. 

In  conclusion,  we  desire  to  attach  to  this  statement  a  true  copy  of  the  certificate  of 
authority  of  the  Railroad  Commission  of  Wisconsin,  dated  December  15,  1908,  and  to 
particularly  request  the  proper  committee  to  give  such  certificate  a  careful  reading, 
as  it  appears  from  this  certificate  why  the  greater  part  of  the  issue  of  capital  stock  of 
this  company  between  January  1,  1900,  and  December  31,  1910,  was  issued,  the  pur- 
pose for  which  it  was  issued,  and  the  terms  and  conditions  under  which  the  company 
was  authorized  to  dispose  of  it. 

Respectfully  submitted. 

Burton  Hansen, 

General  Counsel. 
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Chicago,  Milwaukee  &  St.  Paul  Ry.  Co. — Capital  stock  data,  Jan.  1,  1900,  to  Dec.  SI, 

1910. 


Preferred. 

Common. 

Total. 

Outs  tan  iin.?: 

Jan.  1,  1900 

$35, 30.'),  400 
llti,  27 1,900 

$47, 137,  (00 
11(1,318,200 

$>3,443,000 
232  (i23  100 

Dec.  31,  1910 

Increases 

79,969,500 

69, 210, COO 

149,180,100 

ANALYSIS  OF  INCREASES. 
I'referred  stock: 

Issued  ag  inst  convertible  bonds  at  par — 

6  months  en  led  June  30,  1900 $4,149,500 

Year  en  Jed  June  30— 

1901 4 , 203, 500 

1902 •. 2,021,000 

1903 1, 0 12, 000 

1901 (sm,  000 

1905 953, 000 

190!> 327,000 

1907 151,000 

190S 13^,00C) 

Sold  at  pir  to  or  for  account  of  stockliolders,  year  ended  June  30,  1909 65,9^5,500 

Remaining i n  treasury  unsold ". 3 13, 000 

Total  increase  as  shown  above 79, 909, 500 

Common  stock: 

Issued  ag  linst  convertible  bonds  at  par — 

6  mDnths  en  led  June  30,  1900 9,  COO 

Ye  ir  en  Jed  June  30,  1901 2,000 

Sold  at  par  to  stockhol  lers,  vear  en  Jed  June  30,  1901 8,  (173, 200 

Sol  J  to  public  for  $3,850,(13  <..52,  year  en  led  June  30,  1902 2,3.2,100 

Sold  at  par  to  stockhol  lers,  year  en  Jed  June  30,  1907 24, 722, 800 

Sold  atpar  for  account  stockhol  Jers,  year  en  Jed  June  30,  1903 194,000 

Sold  at  par  to  stockhol  Jers,  year  ended  June  30,  1909 32,S45,300 

Remaining  in  treasury  unsold 402, 200 

Total  increase  as  shown  abo  ve 69, 210,  OCO 

Summary. 


Exchanged  for  convertible  bonds  at  par , 

Sold  to  public  at  market  price 

Sold  to  stockholders  at  par: 

May,  1901 

October,  1906 

December,  19^6,  final  payment  made  and  stock  delivered 

in  March,  1909 

Unsold  in  treasury  at  December  31, 1910 


Total. 


Preferred. 


$13,641,000 


65,985,500 
343, 000 


79,939,500 


Common. 


$11,000 
2,362,100 

» 8, 673. 200 

2  24, 722, 800 

3  33, 039, 300 

402, 200 


Total. 


$13,652,000 
2, 362, 100 

8, 673, 200 
24,722,800 

99,024,800 
745,200 


149, 183, 100 


•Authorized  at  board  of  directors'  meeting  Feb.  28.  1901.  Privilege  of  subscribing  to  common  stock  to 
10  per  cent  of  their  holdings  at  par.  Privilege  given  to  stockholders  of  record  Mar.  11.  1901.  Pri  ilege 
expired  Vpr.  18.  1911.  Payment?  to  be  made  as  folio  vs:  Mar.  11,  1901,  25  per  cent;  June  18,  1901,  25  per 
cent;  July  18,  1901,  25  percent;  Sept.  5.  1911.  25  percent. 

'Authorized  at  board  of  directors'  meeting  Aug.  16.  1906.  Privilege  of  subscribing  to  common  stock  to 
23  per  cent  of  their  holdings  at  par.  Privilege  given  to  stockholders  of  record  Aug.  29.  1996.  Privilege 
expired  Sept.  25. 1936.  Payments  to  be  made  as  f  jIIo  vs:  12/23  on  or  before  Sept.  25, 1906;  11/23  on  or  before 
Nov.  12.  1916. 

s  Authorized  at  board  of  directors'  meeting  Dec.  17,  1900,  and  by  Railroad  Commission  of  Wisconsin 
on  Dec.  15,  1908.  Privilege  given  to  all  stockholders  to  subscribe  to  common  and  preferred  stock  at  par 
as  follows:  50  per  cent  of  holdings  in  new  preferred  stock,  25  per  cent  of  holdings  in  new  common  stock. 
Privilege  given  to  stockholders  of  record  Dec.  19,  1906.  Privilege  expired  Dec.  31,1900.  Payments  as 
follows:  10  per  cent  of  subscription,  Dec.  31,  1906;  15  per  cent  of  subscription,  June  1,  1907;  20  per  cent  of 
subscription,  Dec.  1, 1907;  20  per  cent  of  subscription,  June  1, 1908;  20  per  cent  of  subscription,  Dec.  1, 1908; 
15  per  cent  of  subscription.  Mar.  1, 1909. 

Stock  outstanding  Julv  1. 1900: 

Preferred '. $40,454,900 

Common 47, 146, 603 

Total 87,601,500 
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High. 


Low. 


Quotations  for  rights:  ' 

March,  1901 

April,  1901 , 

Quotations  for  stock  on  Mar.  11, 1901: 

Commou 

Preferred , 

Quotations  for  stock  on  Apr.  18,  1901: 

Common 

Preferred 


5| 

150i 
189i 

157i 
192* 


4i 
5 

189i 

153i 
190 


Dividends  were  paid  during  fiscal  year  ended  June  30, 1901,  of  7  percent  on  preferred  stock  and  5  J  percent 
on  common. 

Stock  outstanding  July  1, 1906: 

Preferred $49^  654, 400 

Common 58, 283, 900 


Total 107, 938, 300 


High.      Low. 


Quotations  for  rights: 

August,  1906 

September,  1906 

Sept.  25,  1906 

Quotations  for  stock: 
Common — 

Aug.  16,  1906 

Aug.  29,  1906  (exclusive  of  dividends  and  rights). 

Sept.  25,  1906 

Preferred — 

Aug.  16,  1906 

Aug.  29,  1906 

Sept.  25,  1906 , 


190 
176i 
1771 

200i 
199i 
194i 


15i 
161 
16| 


187i 
174i 
174i 


Dividends  of  7  per  cent  were  paid  on  each  issue  of  stock  during  fiscal  year  ended  June  30,  1907. 

Stock  outstanding  prior  to  this  issue: 

Preferred 849,654,400 

Common 83, 006, 700 


Total 132,661,100 

QUOTATIONS  FOR  STOCK. 


Dec.  17,1906 

Dec.  19, 1906  (excluding  rights). 

Dec.  31,  1906 

June  1,1907 

Dec.  2,  1907 

Junel,  1908 

Dec.  1,  1908 

Mar.  1,1909 


Common. 


Low. 


147 

146i 

125 

i97f 

131 

1501 

143 


High. 


199S 

154 

149 

126i 

102 

135i 

152i 

144i 


Preferred. 


Low. 


207 

160 

162} 

150 

132i 

153 

163 

161i 


High. 


210 
165 
163 


133 


162 


>  Quotation  Nov.  21, 1907,  93J. 
QUOTATIONS  FOR  INSTALLMENT  CERTIFICATES. 


Common. 

Preferred. 

Low. 

High. 

Low. 

High. 

June  1 ,  1907 

108 
294a 
123 
145 

109i 

1301 
1181 
142 
161 

131 

Dec.  2,  1907 

119i 

June  1 ,  1908 

Dec.  1, 1908 

161i 

152894— 19— VOL  2- 


2  Quotation  Nov.  20, 1907,  85. 
-23 
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QUOTATIONS  FOR  RIGHTS. 


High. 


Dec.  17-18, 1906... 

Dec.  19, 1906 

Dec.  19  to  31, 1906. 
Dec.  31, 1906 


35* 

40 

32 

35^ 

31=^ 

35i 

31i 

33J 

Dividends  of  7  per  cent  per  annum  were  paid  on  each  class  of  stock  during  the  period  of  these  installmenli 
payments. 

Quotations  for  Chicago,  Milwaukee  &  St.  Paul  Railway  Co.,  common  stock  on  New  York  Stock 
Exchange  Aug.  29, 1919: 

Low 41§ 

High 42 

Quotations  for  Ciiicago,  Milwaukee  &  St.  Paul  Railway  Co.,  preferred  stock  on  New  York  Stock  Ex- 
change Aug.  29, 1919,  one  sale  only 64^ 

Before  the  Railroad  Commission  of  Wisconsin:  In  the  Matter  of  the  Appli- 
cation OF  THE  Chicago,  Milwaukee  &  St.  Paul  Railway  Co.  for  Authority 
TO  Issue  663,285  Shares  of  Preferred  Stock  and  331,643  Shares  of  Common 
Stock  in  Accordance  with  Chapter  576  of  the  Laws  of  1907. 

certificate  of  authority  to  issue  stock. 

Be  it  remembered  that  on  the  14th  day  Of  December,  1908,  the  Chicago,  Milwaukee- 
&  St.  Paul  Railway  Co.,  a  public -service  corporation,  applied  to  the  Railroad  Com- 
mission of  Wisconsin  for  authority  to  issue  663,285  shares  of  preferred  stock  of  the  par 
value  of  $66,328,500  and  331,643   shares  of  common  stock  of   the   par  value   of 
133,164,300,  for  money  only  and  for  that  purpose  filed  with  the  said  commission  a 
statement  duly  signed  and  verified  by  its  president  and  secretary,  as  required  by 
chapter  576,  of  the  Laws  of  Wisconsin,  for  the  year  1907;  and  it  appearing  to  the  satis- 
faction of  the  commission  from  the  said  statement  and  other  statements  and  e\ddence 
furnished  in  support  thereof  that  at  its  regular  annual  meeting,  held  in  the  city  of 
Milwaukee,  Wis.,  on  the  29th  day  of  September,  1906.  the  stockholders  of  the  said 
company,  by  a  vote  of  the  holders  of  more  than  two-thirds  of  all  the  capital  stock, 
increased  the  capital  stock  of  the  company  in  the  sum  of  $150,000,000,  of  which 
$75,000,000  was  to  be  preferred  stock,  and  $75,000,000  was  to  be  common  stock,  and 
which  stock  was  to  be  issued  at  such  times  and  in  such  amounts  as  the  directors  of  the 
company  might  deem  for  the  best  interests  of  the  company;  that  the  proceedings  of 
such  meeting,  showing  the  names  of  all  stockholders  voting  therefor,  and  the  amount 
of  stock  owned  by  each,  were  duly  entered  upon  the  records  of  the  railway  company, 
as  by  statute  in  such  case  made  and  provided ;  that  a  certified  copy  of  the  proceedings 
of  such  regular  annual  meeting  authorizing  said  increase  of  capital  stock  was  filed  in 
the  office  of  the  secretary  of  state  of  Wisconsin  on  the  1st  day  of  December,  1906,  and 
recorded  in  volume  9  of  Railroad  Incorporation  and  Resolutions,  on  pages  414  and  415; 
that  on  said  day  said  railway  company  paid  to  said  secretary  of  state  the  sum  of 
$150,000,  being  the  fee  required  by  statute  in  such  case  made  and  provided;   that  at 
the  regular  meeting  of  the  board  of  directors  of  the  said  railway  company,  held  in  the 
city  of  New  York,  State  of  New  York,  on  the  17th  day  of  December,  1906,  it  was  re- 
solved by  said  board  that  663,285  shares  of  said  increased  i:)ref erred  stock  of  the  par 
value  of  $66,328,500,  and  331,643  shares  of  said  increased  common  stock  of  the  par 
value  of  $33,164,300,  be  offered  to  the  stockholders  of  said  railway  company  that  were 
such,  of  record  on  the  books  of  the  company  on  the  19th  day  of  December,  1906,  at  par, 
in  proportion  to  their  several  holdings,  and  that  when  such  subscription  shall  haxe 
been  made  and  the  par  value  thereof  paid,  certificates  of  said  stock  should  be  issued 
and  delivered  by  the  company  to  said  several    stockholders;    that  in    pursuance 
of  the  resolutions  of  said   board  of  directors,  and  the  offer  thereby  made,  all  of 
said  $66,328,500  of  preferred  stock  and  all  of  said  $33,164,300  of  common  stock  was 
subscribed  for  by  said  stockholders  of  record  before  the  1st  day  of  February,  1907; 
that  pursuant  to  said  stock  subscription  there  was  paid  in  cash  to  said  railway  company 
the  following  amounts:  Ten  per  cent  of  the  total  of  said  amounts  on  or  about  the  1st 
day  of  February,  1907;  15  per  cent  of  the  total  of  said  amounts  on  or  about  the  1st  day 
of  July,  1907;  20  per  cent  of  the  total  of  said  amounts  on  or  about  the  1st  day  of  Decem- 
ber, 1907;  20  per  cent  of  the  total  of  the  said  amounts  on  or  about  the  1st  day  of  June, 
1908;  20  per  cent  of  the  total  of  the  said  amounts  on  or  about  the  1st  day  of  December, 
1908,  leaving  a  balance  of  15  per  cent  of  the  total  of  the  said  amounts  to  be  paid  on  or 
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before  the  1st  day  of  March,  1909;  and  that  all  of  said  installment  payments  are  or 
will  be  evidenced  by  installment  certificates  issued  by  said  railway  company,  and 
upon  the  surrender  of  said  installment  certificates  the  holders  thereof  will  be  entitled 
to  full-paid  certificates  of  stock,  as  provided  by  law  and  the  terms  of  said  installment 
certificates;  and  it  appearing  to  the  satisfaction  of  the  commission  that  the  said  pro- 
posed issue  of  preferred  stock  and  common  stock  is  lawful  and  for  lawful  purposes. 

Now,  therefore,  the  said  Railroad  Commission  of  Wisconsin  hereby  authorizes  the 
said  Chicago,  Milwaukee  &  St.  Paul  Railway  Co.  to  issue  the  said  proposed  preferred 
stock  and  common  stock  of  the  company,  as  follows: 

(1)  The  amount  and  character  of  the  said  proposed  preferred  stock  and  common 
stock  are  as  follows:  663,285  shares  of  preferred  stock  of  tlie  par  value  of  166,328,500 
and  331,643  shares  of  said  common  stock  of  the  par  value  of  $33,164,300. 

(2)  The  purposes  for  which  said  preferred  stock  and  common  stock  are  to  be  issued 
are  as  follows:  The  said  railway  company,  in  order  to  maintain  and  insure  its  future 
prosperity,  found  it  necessary  ito  extend  its  operations  to  the  Pacific  coast,  and  after 
several  preliminary  surveys  it  was  determined  that  a  railroad  connecting  with  its 
railroad  near  Mobridge,  on  the  east  bank  of  the  Missouri  River  in  the  State  of  South 
Dakota,  should  be  constructed  in  a  generally  westerly  direction,  through  the  States 
of  South  Dakota,  North  Dakota,  IMontana,  Idaho,  and  Wasliington,  to  the  cities  of 
Seattle  and  Tacoma  on  Puget  Sound  in  the  last-named  State.  Said  railroad  from 
said  Mobridge  to  the  city  of  Butte,  in  the  State  of  Montana,  has  been  constructed 
and  is  now  in  actual  operation,  doing  a  regular  freight  and  passenger  business;  and 
the  construction  of  said  railroad  from  said  Butte  to  said  Seattle  and  Tacoma' is  now 
well  under  way,  and  it  is  expected  that  it  will  be  completed  and  ready  for  operation 
within  the  next  six  months.  That  up  to  and  including  the  31st  day  of  October,  1908, 
the  said  railway  company  expended  in  the  construction  and  equipment  of  said  rail- 
road from  Mobridge  to  Seattle  and  Tacoma,  and  the  purchase  of  coal  lands  for  the 
purpose  of  supplying  the  necessary  coal  for  the  operation  of  said  railroad,  approxi- 
mately 177,000,000,  being  approximately  .$12,000,000  in  excess  of  $65,000,000,  which 
had,  up  to  that  time,  been  receiAed  by  said  company  on  account  of  payments  on 
said  subscriptions  to  said  preferred  and  common  stock.  That  the  remainder  of  said 
subscriptions,  to  wit,  approximately  $23,000,000,  will  be  required  and  will  be  expended 
in  the  construction  and  equipment  of  said  railroad  from  said  Mobridge  to  Seattle  and 
Tacoma,  and  for  extensions,  additions  to,  and  improvements  of  the  railroad  and 
property  of  the  said  railway  company,  such  as  extensions,  additional  second  track, 
side  tracks,  terminal  facilities,  rolling  stock,  and  other  additions  and  improvements 
necessary  for  the  proper,  efficient,  and  economical  operation  of  the  lines  of  the  railway 
company. 

(3)  The  terms  on  which  the  said  shares  of  preferred  stock  and  common  stock  are  to 
be  issued  are  as  follows:  That  said  shares  of  capital  stock  are  to  be  issued  in  the  con- 
sideration of  money  actually  received  by  the  Cliicago,  Milwaukee  &  St.  Paul  Railway 
Go.  of  Wisconsin,  equal  to  the  par  value  thereof,  and  the  certificates  for  said  shares 
will  not  be  issued  until  the  full  par  value  of  said  shares  shall  have  been  actually 
received  by  said  company  in  money. 

(4)  Said  preferred  stock  and  said  common  stock  shall  be  issued  for  money  only 
and  in  accordance  with  the  provisions  of  the  statute. 

(5)  Said  Cliicago,  Milwaukee  &  St.  Paul  Railway  Co.  shall  file  with  the  said  com- 
mission, within  six  months  after  the  application  of  all  of  the  proceeds  derived  from 
said  stock  to  the  purposes  herein  authorized,  a  verified  statement  showing  that  such 
application  of  the  proceeds  of  said  stock  has  been  made  in  accordance  with  the  terms 
hereof. 

In  witness  whereof  these  presents  have  been  signed  and  attested  by  the  Railroad 
Commission  of  Wisconsin,  at  the  city  of  Madison,  this  15th  day  of  December,  A.  D. 
1908. 

[seat..]  Railroad  Commission  op  Wisconsin, 

By  B.  H.  Meyer, 

Halford  Erickson, 
John  H.  Roemer, 

Commissioners. 
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Chicago  &  Northwestern  Railway  Co., 

Chicago,  III.,  August  21,  1919, 
Dear  Sir:  Replying  to  your  wire  of  August  25,  requesting  statement  from  this 
company's  records  in  refutation  of  the  charges  made  by  Mr.  Plumb,  I  submit  the 
following: 

During  the  years  1900  to  1910,  inclusive,  this  company  issued  no  stock  dividends. 
It  did,  however,  issue  and  sell  stock,  ratably  and  at  par,  to  its  stockholders  of  record 
during  said  period  of  time,  as  follows: 


Date  of  issue. 


Amount 
issued. 


Market  price 

ex-rights 
when  issued. 


Feb.  18,  1903 
June  1,  1905 . 
Apr.  2,1906. 
Feb.  2,  1907 . 
Jan.  10,  1910. 


$9,226,110 
10, 609, 230 
16, 267, 400 
24,401,625 
30, 502, 800 


$190 

195-199 

213-214 

160-163 

162 


The  issues  of  1903,  1905,  1906,  and  1907  were  not  approved  by  State  authority  for 
the  reason  that  at  the  time  of  such  issues  the  law  did  not  require  or  admit  of  such 
approval.- 

The  Railroad  Commissions  of  Wisconsin,  Michigan,  and  Nebraska,  with  full  knowl- 
edge that  the  stock  was  to  issued  and  sold  ratably  and  at  par  to  stockholders,  authorized 
the  issue  of  January  10,  1910,  and  the  only  limitation  placed  upon  the  authority  so 
granted  was  that  the  stock  should  be  sold  for  money  only,  and  at  not  less  than  ]->ar; 
The  order  of  the  Railroad  Commission  of  Wisconsin  was  made  on  November  22,  1909. 
that  of  the  Railroad  Commission  of  Nebraska  on  November  24,  1909;  and  that  of  the 
Railroad  Commission  of  Michigan  on  November  30,  1909. 

In  selling  these  issues  to  its  stockholders  at  par,  the  company  acted  upon  the  advice 
of  its  legal  counsel,  who  was  of  the  opinion  that  the  law  required  the  company  to  do 
BO.  Inasmuch  as  this  company  resulted  from  a  consolidation  of  corporations  of  Wis- 
consin, Illinois,  and  Michigan,  it  exists  under  and  is  subject  to  the  laws  of  each  of 
said  States.  The  Supreme  Court  of  Michigan  has  specifically  held  that  before  selling 
its  stock  to  the  public,  a  corporation  must  first  offer  the  same  to  its  stockholders  at 
par,  and  decisions  of  the  Supreme  Courts  of  Wisconsin  and  Illinois  sustain  this 
rule  of  law.  For  your  convenient  reference  I  submit  the  following  citations:  Clark 
&  Marshall  on  "Corporation,"  section  408;  Cook  on  "Corporation,  volume  1,  section 
286;  Cunningham's  Appeal,  108  Penn.  State,  546;  Hammond  r.  Edison  Company, 
131  Michigan,  79;  Electric  Company  of  America  v.  Edison  Elec.  Ilium.  Co.,  Penn- 
sylvania, 50  Atlantic,  164;  Jones  v.  Concord  Ry.  Co.,  N.  H.,  38  Atlantic,  120;  Dunn 
V.  Acme  Auto  Co.,  169  N.  W.,  297  (Wis.). 
Yours,  truly, 

W.  H.  FiNLEY,  President. 

Mr.  Alfred  P.  Thom, 

General  Counsel,  Association  of  Railway  Executives, 

Washington,  D.  C. 
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Statement  of  capital  stock  (preferred)  of  Great  Northern  Raihvay  Co.  issued  to  stockholders 
in  accordance  with  resolutions  of  the  board  of  directors,  1900  to  1910,  inclusive. 


Stock. 

Date  of  resolution. 

Increase 
authorized. 

Issued  to 

stockholders 

at  par.i 

Market 
value  ex 
rights. 

Difference 

on  stock 

issued  to 

stockholders. 

Authorized  prior  to 
date  of  resolution: 
$90,000,000 

$100,000,000 

$125,000,000 

$150,000,000 

Dec.  27,  1899:  holders 

of  record    Jan.    29, 

1900 
Feb.  27,  1901;  holders 

of  record   Apr.    15, 

1901. 
Sept.  23,  1905;  holders 

of  record  Nov.  8, 1905. 
Dec.  11,  1906;  holders 

of  record  Jan.  4, 1907. 

$9, 000, 000.  00 

2  25, 000, 000. 00 

25,000,000.00 

3  60, 000, 000. 00 

$8,926,190.00 

24,715,075.00 

24,891,000.00 
59,390,860.00 

$157. 00 

179.00 

267. 00 
3  128.00 

$5, 087, 928. 30 

19,524,909.25 

41,567,970.00 
16,629,440.80 

Total 

119,000,000.00 

117,923,125.00 

82,810,248.35 

Present  market  value  Sept.  2,  $88.50. 

1  The  difference  between  the  stock  Issued  to  the  stockholders  and  the  amount  authorized  was  sold  to  the 
public  from  time  to  time  at  market  prices. 

2  While  the  resolution  authorizing  this  issue  provided  that  it  be  offered  to  the  stockholders  at  par  as 
above  stated,  the  resolution  at  the  same  time  further  provided  that  there  be  credited  on  the  subscription 
price  an  aggregate  of  20  per  cent  thereof,  beirig  the  stockholders'  interest  in  $5,000,000  par  value  of  the 
improvement  bonds  of  the  St.  Paul,  Minneapolis  &  Manitoba  Railway  Co.  which  were  owned  by  the  com- 
pany and  which  had  been  acquired  out  of  the  not  earnings  of  the  company  during  the  preceding  10  years. 

3  The  issuance  of  this  stock,  as  result  of  injunction  of  the  State  of  Minnesota,  was  deferred  imtil  May  1, 
1908.    The  market  price  at  that  time  was  $128  per  share. 

Note.— In  addition  to  the  above  on  April  20,  1900,  the  board  of  directors  of  the  Great  Northern  Railway 
Oo.  authorized  an  increase  of  the  capital  stock  by  10,000  shares— $1,000,000  par  value  for  the  sole  purpose 
of  carrying  out  an  agreement  between  itself  and  the  Great  Northern  Employees'  Investment  Co.,  under 
which  the  investment  company  would  receive  from  employees  of  the  Great  Northern  Railway  Co.  any  funds 
which  they  desired  to  invest  to  the  extent  that  same  was  available  under  this  issue,  which  funds  were 
immediately  invested  in  the  company's  stock  at  par.  The  employees  secure  the  benefit  of  all  dividends 
made  by  the  c  )mpany  and  at  any  time  may  demand  back  the  amount  of  their  investment,  which  is  evi- 
denced bv  certificates  of  the  investment  company. 

The  wliole  of  the  above  $1,000,000  was  acquired  by  the  investment  company  and  same  is  still  held  under 
the  said  agreement. 

Rate  of  dividend  paid  on  Great  Northern  Railway  Co.  stock  during  the  above  period,  7  per  cent  per 
annum. 


Illinois  Central  Railroad  Co., 

New  York,  August  21,  1919. 
S.  T.  Bledsoe,  Esq., 

Care  of  Alfred  P.  Thorn,  Esq., 

Washington,  D.  C. 
Dear  Sir:  I  have  your  letter  of  August  19,  in  relation  to  statement  made  by  Mr. 
Glenn  E.  Plumb  before  the  House  Committee  on  Interstate  and  Foreign  Commerce, 
relating  to  a  supposed  giving  of  bonuses  to  the  stockholders  of  the  Illinois  Central 
Railroad  Co.  through  the  issue  of  new  stock  which  was  paid  for  at  less  than  its  market 
value. 

Dui-ing  the  period  referred  to  by  Mr.  Plumb  the  increases  of  capital  stock  were  in 
the  following  amounts  and  on  the  following  dates,  respectively: 

December  20,  1900 %,  000,  000 

October  30,  1901 13,  200,  000 

September  19,  1902 15,  840,  000 

May  28,  1908 14,  256,  000 

The  new  stock  was,  in  all  cases,  offered  to  the  stockholders  at  par.  Any  other 
course  would,  as  this  company  is  advised,  have  been  contrary  to  the  law  of  Illinois, 
where  it  is  chartered.  (Eidman  v.  Bowman,  58  111.,  444,  447;  1871);  5  Fletcher  Cyco- 
psedia  Corporations,  5696,  5701,  sec.  3462  (1918). 

At  the  dates,  respectively,  the  market  value  of  the  stocks  in  question  was  approxi- 
mately as  follows : 
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Market  value. 


Dates. 


Dec.  20, 1900. 
Oct.  20,  1901. 
Sept.  18,  1902 
May  27,  1908 


132i 
147? 
1725 
135 


Yours,  very  truly, 


Charles  A.  Peabody,  President. 


Southern  Pacific  Co., 
Executive  Committee, 
Washington,  D.  C,  September  5,  1919. 
Alfred  P.  Thom,  Esq., 

General  Counsel  Association  of  Railway  Executives, 

Washington,  D.  C. 
My  Dear  Mr.  Thom:  In  reply  to  your  request,  I  inclose  statement  marked  "South- 
ern Pacific  Co."  showing  capital  stock  of  the  company  issued  between  June  30,  1899, 
and  June  30,  1910,  from  which  you  will  observe  that  there  is  no  foundation  whatever 
for  that  much  of  Mr.  Plumb's  statement  as  may  refer  to  this  company,  charging  that 
the  Southern  Pacific  Co.  gave  away  in  bonuses  to  their  stockholders  a  share  of  a  sum 
exceeding  $250,000,000. 
Yours,  sincerely, 

J.  Kruttschnitt. 


Memorandum  in  respect  of  capital  stock  issued  from  Jan.  1,  1900,  to  Dec.  31,  1910, 

Southern  Pacific  Co. 

Stock  outstanding  at  Dec.  31,  1899 $197,  832, 148. 40 

Character  of  stock  issued  1900-1910: 
Preferred — 

Issued $74,  866,  463. 00 

Less  retired 74,  848, 138. 00 

$18,  325. 00 


Common — 

Issued 75,  672,  977 .  24 

Less  retired 832,  820. 00 


preferred  stock. 


74, 840, 157. 24 


74, 858,  482. 24 


Dates  sold  or  subscribed  for: 

Offered  June  15,  1904,  for  subscription  on  or  before  Sept.  1,  1904, 

to  stockholders  of  record  July  14,  1904 $40,  000, 000. 00 

Offered  May  9,  1907,  for  subscription  on  or  before  June  15,  1907, 
to  stockholders  of  record  May  25,  1907 36, 000,  000. 00 

Par  amount  of  new  issue  offered: 

June  15,  1904 40, 000, 000. 00 

May  9,  1907 36,  000, 000. 00 

Taken  by  stockholders: 

July  14,  1904,  to  Sept.  1,  1904 39,  569,  840. 00 

May  25,  1907,  to  .June  15,  1907 35,  296,  623. 00 

Taken  by  public,  none. 

Price,  par. 

Market  price  at  time  of  sale:  Sept.  1,  1904,  none;  firstissue.  Mav  25,  1907,  low.  Ill; 
high,  111^.     June  15,  1907,  low,  llOf;  high,  111. 

Commencing  vnih  dividend  paid  January  16,  1905,  and  ending  with  dividend  paid 
July  15,  1909,  the  first  and  last  dividends  paid  on  the  preferred  stock,  the  dividend 
rate  was  7  per  cent  per  annum. 

Average  price  at  which  sold,  par. 

Present  market  price,  none;  all  retired. 

Approval  by  public  authority  not  required. 
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Explanatory  statement. — ^The  full  amount  of  this  preferred  stock  was  authorized  in 
1904.  By  the  terms  of  its  authorization  it  "was  convertible  into  common  stock,  at  par, 
at  the  option  of  the  holder.  Both  in  1904,  when  the  issue  of  preferred  was  authorized 
and  the  first  lot  sold,  and  in  1907,  when  the  second  lot  was  sold,  the  common  stock 
into  which  it  was  convertible,  at  par,  was  below  par.  The  selling  price  of  the  common 
stock  on  representative  dates  of  subscription  period  of  preferred  being  as  follows: 
September  1,  1904,  low,  56^;  high,  57i    May  25,  1907,  low,  77^;  high,  78^. 

COMMON   STOCK. 

Dates  sold  or  subscribed  for,  1901,  1902,  1909,  and  1910. 
Par  amount  of  new  issue: 

1901 $15,  640.  00 

1902 1, 439.  00 

1909 16,  061, 100.  00 

1910 59,  594,  767.  00 

Total 75,  672,  946.  00 

Adjustment,  1903 31.  24 

Taken  by  shareholders — 

Is  sued  to  shareholders  in  exchange  for  an  equal 
amount,  par  value,  of  preferred  stock  surrend- 
ered and  canceled  in  accordance  with  con- 
version privilege  attached  to  preferred  stock 
(see  above) — 

1909 $16,061,100.00 

1910 58,  390,  700.  00 

Taken  by  public: 

Issued  at  par  in  exchange  for  stock  of  Southern 
Pacific  R.  R.  Co.  (of  California) — 

1901,  for  $23,000  S.  P.  R.  R.  Co.  stock 15,  640.  00 

1902,  for  $2,118  S.  P.  R.  R.  Co.  stock    1,439.00 

1910,  for  $1,052,828  S.  P.  R.  R.  Co.  stock. . . .  694,  867.  00 

Total 711,  946.  00 

Issued  at  130  in  exchange  for  $661,960  of  4  per 
cent  convertible  bonds  at  par,  1910 509,  200.  00 

Price,  as  shown  above. 


672,  977.  24 


74,  451,  800.  00 


1,  221, 146.  00 


Market  price  at  time  of  exchange. 


Year. 

Low. 

High. 

Average. 

1901 

29 

48 

86 

109 

631 

69i 

135 

139| 

46J 

581 

iiol 

124 

1902 

1909 

1910 

The  first  di\'idend  on  the  common  stock  was  one  of  2^  per  cent,  paid  October  1,  1906. 
Another  dividend  of  2^  per  cent  was  paid  April  1,  1907,  and  one  of  1^  per  cent  was  paid 
July  1,  1907.  Commencing  with  October  1,  1907,  dividends  have  been  paid  on  the 
common  stock  at  the  rate  of  6  per  cent  per  annum. 

Average  price  at  which  exchanged:  $74,451,800  for  74,451,800  preferred  stock; 
$711,946  for  1,077,946  S.  P.  R.  R.  Co.  stock;  $509,200  for  661,960  convertible  bonds;  or 
$75,672,946  for  76,191,706  as  above— average,  100.69. 

Present  market  price  (Sept.  3,  1919),  102|. 

Approval  by  putalic  authority  not  required. 

Explanatory  statement. — Exchange  of  stock  for  stock  of  Southern  Pacific  Railroad 
Co.  was  made  on  the  basis  of  68  shares  of  Southern  Pacific  Co.  stock  for  100  shares  of 
Southern  Pacific  Railroad  Co.  stock.  The  result  was  therefore  to  decrease  and  not 
increase  the  number  of  shares  of  stock  of  the  Southern  Pacific  Co.  and  constituent 
subsidiary  lines  outstanding  in  the  hands  of  the  public.     The  Southern  Pacific  Railroad 
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Co.'e  stock  was  not  listed  on  the  New  York  Stock  Exchange,  hence  no  market  value 
thereof  is  ascertainable. 

Preferred  stock  surrendered  and  canceled  in  exchange  for  common  stock  at  par  was 
itself  issued  at  par  for  cash  as  shown  on  above  statement.  Conversion  of  4  per  cent 
convertible  bonds  into  stock  at  $130  per  share  was  made  in  accordance  with  conversion 
privilege  attached  to  bonds  and  resulted  in  a  reduction  in  the  amount  of  securities 
outstanding  in  the  hands  of  the  public.  The  net  result  of  all  these  exchanges  was  to 
reduce  oxitstanding  stocks  and  bonds  $518,760. 

A.  D.  McDonald. 

New  York,  September  4,  1919. 


The  Baltimore  &  Ohio  Railroad  Co., 

Baltimore,  Md.,  August  29,  1919. 
Col.  Alfred  P.  Thom, 

General  Counsel  Association  of  Railway  Executives, 

S20  Munsey  Bnilding,  Washington,  D.  C. 

Dear  Sir:  Referring  to  the  statement  of  Mr.  Glenn  E.  Plumb  before  the  House 
Committee  on  Interstate  and  Foreign  Commerce,  on  August  12,  1919,  namely: 

"I  charge  that  during  the  limited  period  from  1900  to  1910,  eight  eastern  railroads 
alone  issued  new  stock  for  $101,000,000  less  than  its  market  value,  or  gave  away  this 
enormous  amount  in  bonuses  to  stockholders;  that  the  dividends  paid  on  these  ficti- 
tious stock  issues  in  1913  alone  amounted  to  over  $4,317,000:  and  I  name  as  the  railroads 
involved  in  this  inflation  the  Baltimore  &  Ohio,  the  Boston  &  Maine,  the  Delaware  & 
Hudson  Co.,  the  New  York  Central  &  Hudson  River  Railroad,  the  New  York,  New 
Haven  &  Hartford,  and  the  Pennsylvania  Railroad." 

I  attach  statement  showing  the  stock  transactions  of  this  company,  1900  to  1910,  in- 
clusive. As  a  matter  of  fact  this  information  would  cover  the  period,  1900  to  1919, 
inclusive,  as  there  has  been  no  issue  of  stock  by  this  company  since  1906.  The  dis- 
position in  1900  was  of  stock  which  had  previously  been  issued  and  covered  in  the 
treasury  against  the  acquisition  of  certain  Baltimore  tk  Ohio  system  properties  of  value 
in  excess  of  par  of  the  stock,  in  reorganization. 

None  of  the  shares  referred  to  in  attached  statement  was  issued  for  consideration  less 
than  par  value  of  the  stock  and  no  bonuses  were  granted  or  paid  to  stockholders.  The 
dividend  return  to  these  shareholders  has  averaged  5  per  cent  and  at  no  time  exceeded 
6  per  cent  per  annum. 

The  sale  of  $15,000,000  in  March,  1901,  was  in  the  form  of  10-year  debenture  con- 
vertible bonds  which  subsequently,  during  the  life  of  the  bonds,  were  converted 
into  stock  at  par.  It  will  be  noted  that  through  this  medium  the  'railroad  company 
was  enabled  to  realize  in  1901  $8.50  per  share  above  the  then  market  shown  for  its 
outstanding  stock. 

The  total  sales  of  stock  in  the  period  (1901  to  1906)  amounted,  at  par,  to  $107,  314,829, 
compared  with  $111,559,677,  had  it  been  possible  to  realize  for  large  blocks  of  shares 
a  price  equivalent  to  the  quotations  current  from  time  to  time,  a  difference  of  $4,235,- 
848.  The  stock  issued  was  all  sold  at  par,  while  the  average  of  the  quotations  on  the 
dates  of  disposition  was  about  ]02|.  The  charter  of  the  Baltimore  &  Ohio  Railroad 
Co.  accords  it  the  right  to  issue  its  shares  for  consideration  at  par,  and  no  action  or 
approval  of  public  service  commissions  was  required  on  the  dates  of  the  several  issues, 
referred  to.  Aside  from  the  general  market  conditions,  the  price  of  shares  is  usually 
controlled  (1)  by  the  accumulated  surplus,  and  (2)  by  the  prospective  eai'nings  of  the 
company.  That  the  Baltimore  &  Ohio  was  fortunate  enough  to  dispose  of  so  large  an 
amount  of  stock  at  par  was  undoubtedly  due  to  the  growth  of  business  upon  its  lines 
and  the  prospect  for  increasing  earnings. 

In  1906  the  company  earned  6.24  per  cent  upon  its  property  investment;  subse- 
quently, the  return  thereon  fell  so  that  the  average  for  the  three  years  ended  June  30, 
1914,  was  but  4.33  per  cent,  and  for  the  three  years  ended  June  30,  1917,  4.58  per  cent. 
This  decline  in  return  was  due  in  part  to  a  gradual  lowering  of  rates,  and  in  large  meas- 
ure to  the  increased  basis  of  cost  incident  to  advances  in  rates  of  pay  and  in  prices  of 
material,  and  this  not-withstanding  an  increase  in  investment  at  June  30,  1917,  over 
1906  of  $122,872,154,  and  an  increase  in  business  of  67  per  cent. 

Because  of  the  less  satisfactory  return,  and  of  the  general  conditions,  the  railroad 
company  has  not  been  able  since  1906  to  sell  stock,  and  has  been  compelled,  in  order 
to  provide  funds  for  additions  and  betterments,  required  to  meet  the  public  demands, 
to  borrow,  thereby  increasing  the  mortgage  indebtedness  ahead  of  the  stock. 

As  a  result  of  the  failure  ito  receive  adequate  returns  upon  the  investment  in  the 
property  used  for  railroad  purposes,  and  because  of  the  general  conditions  prevailing, 
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this  company's  shares  have  declined  in  the  market  to  43  per  cent  of  their  par  value, 
reflecting  a  loss  upon  the  $107,314,000  of  stock,  sold  to  the  public  at  100  cents  on  the 
dollar  during  the  period  1901  to  1906,  of  over  $61,000,000. 

Further,  because  of  the  failure  to  receive  compensation  adequate  to  maintain  cus- 
tomary dividends,  with  reasonable  margin  of  safety,  the  company  has  been  com- 
pelled to  suspend  dividend  payments  upon  its  $152,000,000  of  common  stock.  The 
loss  in  dividends  to  the  holders  of  the  company's  shares,  in  one  year  alone,  will  more 
than  offset  the  difference  between  the  market  price  and  the  selling  price  of  stock 
disposed  of  since  1900. 
Yours  very  truly, 

Geo.  M.  SnmvER,  Vice  Presidevt. 


The  Baltimore  &  Ohio  Railroad  Co. — Sale  of  common  stock,  years  1900  to  1910,  inclusive. 


Ptock  outstanding  at  date  of 
new  issue 

$98,03.5,167 

$104,726,000 

$119,726,000 

$142,263,200 

$1S4,5!?0,060 

Date  sold  or  subscribed  for . . . 

June,  1900. 

March,  1901. 

January, 
1902." 

November, 
1902. 

May,  1906. 

S6, 322, 000 

i?15,000,000 

$22,537,200 

$42,316,860 

$27, 460, 769 

S22,.537,200       S42.31f..K60 

$27, 460, 769 

$6, 322, 000 

2  77.', 
77 
4 

S15,000,000 

•'  100 

90 

2 

, 

100 
102 

4 

'  ino 

lUli 
4 

100 

Market  price  at  time  of  sale 

Rate  of  diN^idend  (per  cent ) 

1101 

5i 

Avera'-'e  price  at  which  sold 98i 

Pra^ent  marl.et  price  (Aug.  28,  1919) 41 

•  i'ale  price  of  convertible  debenture  bonds  subsequently  converted  into  common  stock  at  par. 

2  Treasury  stock  issued  prior  to  1^00  in  exchange  for  pfojerty  valued  in  e.%cess  of  par  value  of  stock. 
•'  A  commission  of  I'i  per  cent  v.'as  paid  syndicate  for  underwriting  these  bonds. 

*  A  commission  of  less  than  1 J  per  cent  on  entire  issue  was  paid  syndicate  lor  underwriti?ig  this  issue. 

NOTE.— No  regulatory  bodies  having  jurisdiction  over  the  issue  ol  securities  was  in  existence  at  the  time 
the  abo\e  stock  was  issued,  and  the  only  limitation  was  that  contained  in  the  charter— that  new  stock 
must  !'e  originally  issued  at  par  or  its  equivalent. 

Boston  &  Maine  Railroad, 

Boston,  August  22,  1919. 
S.  T.  Bledsoe,  Esq., 

Room  320,  Munseij  Building, 

Washington,  D.  C. 

Dear  Sir:  Mr.  Glenn  E.  Plumb  is  reported  to  have  made  the  following  statement 
before  the  House  Committee  on  Interstate  and  Foreign  Commerce  on  August  12,  1919: 

"I  charge  that  during  the  limited  period  from  1900  to  1910,  eight  eastern  railroads 
alone  issued  new  stock  for  $101,000,000  less  than  its  market  value,  or  gave  away  this 
enormous  amount  in  bonuses  to  stockholders;  that  the  di\'idends  paid  on  these  ficti- 
tious stock  issues  in  1913  alone  amounted  to  over  $4,317,000:  and  I  name  as  the  rail- 
roads involved  in  this  inflation  the  Baltimore  &  Ohio,  the  Boston  &  Maine,  the 
Delaware  &  Hudson  Co..  the  New  York  Central  &  Hudson  River  Pwailroad,  the  New 
York,  New  Haven  &  Hartford,  and  the  Pennsylvania  Railroad." 

So  far  as  the  Boston  &  Elaine  is  concerned,  the  facts  are  as  follows: 

During  the  period  from  1900  to  1910  the  laws  of  Massachusetts,  under  which  Boston 
&  Maine  stock  was  issued,  provided  that  railroad  corporations  should  issue  onlysiich 
amounts  of  stock  as  the  board  of  railroad  commissioners  might  approve  in  writing. 
(Rev.  laws  of  Mass.,  ch.  109,  sec.  24;  Laws  of  Mass.  for  1906, _ch.  463,  Pt.  II,  sec.  65.) 

If  the  amount  of  new  stock  exceeded  4  per  cent  of  the  existing  capital  stock,  the 
statutes  required  it  to  be  offered  proportionately  to  the  stockholders  at  not  less  than 
the  market  value  at  the  time  of  increase,  to  be  determined  in  writing  by  the  board  of 
railroad  commissioners  taking  into  account  previous  sales  and  other  pertinent  con- 
ditions. If  the  increase  did  not  exceed  4  per  cent,  or  if  the  issue  was  not  fully  sub- 
scribed, it,  or  the  unsubscribed  balance  of  it,  was  to  be  sold  at  auction  to  the  highest 
bidder  at  not  less  than  par,  to  be  actually  paid  in  cash  and  to  be  offered  for  sale  in  the 
city  of  Boston  or  such  other  city  or  town  as  might  be  prescribed  by  the  railroad  com- 
missioners, after  published  notice.  (Rev.  laws  of  Mass.,  ch.  109,  sec.  30,  31;  Laws 
of  Mass.  of  1906,  ch.  463,  Pt.  II,  sec.  69,  70.) 

During  this  period  69,387  shares  of  common  stock  only  (and  no  preferred)  were 
issued  as  shown  by  the  following  schedule: 
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Capital  stock  issued  during  the  period  Jan.  1,  1900,  to  Dec.  31,  1910. 


Date  issued. 


Number  of 
shares. 


Amount 

received 

in  cash 

per  share. 


Issued  to — 


Total  cash 
received. 


May,  1901 

Scrip 

Juno,  1901 

July,  1901 

January,  1903 

January,  1905 

September,  190G,  to  December,  1908 
January,  1910 

Total 


599 

645. 40) 
17 
709 
000 
000 
337. 200 


$190. 00 

190.00 
196.  50 
190.  50 
170.  625 
165.00 
143. 50 


Stockholders. 


do 

PubUc 

do 

do 

Stockholders. 
Public 


09, 387 


■52, 778, 836.  25 

3.230.00 

532;  318. 50 

381,000.00 

1,365,000.00 

5, 995,  fi38. 00 

817, 806. 50 


11,873,829.25 


During  tiie  calendar  year  1913  the  Boston  &  Maine  paid  dividends  on  its  stock  as 
follows: 

Common,  .Ian.  1,  1918  (1  per  cent) $395,  050 

Preferred.  Mar.  1,  1913  (3  per  cent) 94,  494 

Common,  Apr.  1,  1913  (1  per  cent) 395,  050 

Total 884,  594 

The  total  capital  stock  at  the  present  time  is  426,551  shares  and  a  fraction  of  a 
share,  of  which  31,498  shares  only  are  preferred.  No  preferred  stock  has  been  issued 
since  May  8,  1800. 

The  first  three  items  in  the  above  schedule,  aggregating  17,351  and  a  fraction  shares, 
which  were  in  excess  of  4  per  cent  of  the  capital  stock,  were  authorized  by  an  order 
of  the  railroad  commission  dated  February  27,  1901,  which  order  determined  that 
the  value  at  which  the  stock  should  be  offered  to  stockholders  should  ])e  $190  a  share. 
On  June  27,  1901,  there  being  unsubscribed  for  by  the  stockholders  2.709  shares  of 
the  stock,  the  railroad  commissioners  ordered  that  these  should  be  offered  for  sale 
at  public  auction  to  the  highest  bidder  for  cash,  and  as  appeares  by  the  schedule  the 
amount  realized  was  $196.50  per  share.  During  the  year  1910  the  range  of  prices 
on  the  Boston  Stock  Market  for  Boston  &  Maine  common  stock  was  low  189,  high  200. 
In  May,  1901,  when  the  first  item  was  issued,  the  range  was  low  190,  high  199.  In  June, 
l^f  1 .  ithe  range  was  low  193^,  ex-dividend  high  197.  In  July,  1901,  the  range  was 
low  192,  high^l964. 

The  next  two  items,  dated  January,  1903,  and  January,  1905,  total  10,000  shares, 
were  authorized  by  order  of  the  railroad  commissioners  of  Massachusetts,  dated  No- 
vember 13,  1902,  and  it  appearing  that  the  amount  did  not  exceed  4  per  cent  of  the 
existing  stock,  the  order  provided  for  sale  at  auction.  The  range  of  prices  on  the 
Boston  Stock  Market  for  Boston  &  Maine  common  stock  in  1903  was  low  161,  high  195. 
And  in  January  of  1903  it  was  low  189|,  high  195.  The  amount  realized  for  the  2,000 
shares  sold  at  auction  in  1903  was  $190.50.  In  1905  the  range  of  prices  on  the  Boston 
Stock  Market  for  Boston  &  Maine  common  stock  was  low  170,  high  185i,  both  ex- 
dividend.  In  January,  1905,  the  range  was  low  173.  high  176|^.  The  price  realized 
at  auction  in  1905  -vvas  170|.  Sales  of  large  blocks  at  auction,  of  course,  realize  less 
than  the  usual  market  sales  of  smaller  lots  on  the  exchange. 

The  balance  of  42,036  shares  and  a  fraction,  shown  on  the  above  schedule,  were 
authorized  by  the  board  of  railroad  commissioners  on  June  12,  1906,  and  the  amount 
being  in  excess  of  4  per  cent  of  the  capital  stock,  the  board  determined  that  the  price 
at  which  the  new  shares  should  be  offered  to  stockholders  should  be  165.  The  range 
of  prices  on  the  Boston  Stock  Market  for  Boston  &  Maine  common  stock  for  the  year 
1906  was  low  160,  high  180^;  for  1907,  low  129,  high  178,  and  for  1908,  low  114,  high  140. 
In  September,  1906,  it  was  low  164,  high  166.  On  January  5,  1910,  it  appearing  that 
5,699  shares  of  this  issue  remained  unsubscribed,  the  company  was  authorized  by 
an  order  of  the  board  of  railroad  commissioners  to  sell  it  at  public  auction.  The 
range  of  prices  on  the  Boston  Stock  Market  for  Boston  &  Maine  common  stock  during 
the  year  1910  was  low  118,  high  152.  In  January,  1910,  it  was  low  143|,  high  151. 
The  price  realized  at  the  auction  sale  was  143i. 

Although  not  coming  within  the  terms  of  Mr.  Plumb's  statement,  it  is  fair  to  add  that 
since  December  31,  1910,  there  has  been  but  one  issue  of  new  stock  by  the  Boston  & 
Maine  Railroad,  amounting  to  106,637  shares.     Tliis  was  authorized  by  an  order  of  the 
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railroad  commissioners  of  December  14,  1910,  and  being  in  excess  of  4  per  cent  the  value 
at  which  the  stock  should  be  offered  to  the  stockholders  was  fixed  at  $110  per  share. 
On  June  22,  1911,  there  being  unsubscrbied  for  by  the  stockholders  2,273  shares  of 
the  stock,  the  railroad  commissioners  ordered  that  these  should  be  offered  for  sale  at 
public  auction  to  the  highest  bidder  for  cash  and  the  amount  realized  at  the  auction 
sale  held  in  July,  1911,  was  $105.25  per  share.  During  1911  the  market  prices  of 
Boston  &  Maine  stock  at  the  Boston  Stock  Market  varied  from  low  96i  to  high  122f 
dollars  per  share.  During  1912  the  prices  varied  from  low  94  to  high  IOO5  ex-dividend. 
The  prices  varied  in  July,  1911,  from  low  105  to  high  108.  The  total  amount  realized 
from  these  shares  by  subscription  and  auction  sale  was  $11,719,273.25. 
Yours,  truly, 

Woodward  Hudson,  President. 


The  Delaware  &  Hudson  Co., 

New  York,  August  27,  1919. 
Mr.  A.  P.  Thom, 

General  Counsel  Association  of  Railway  Executives, 

Washington,  D.  C. 

Dear  Sir:  Referring  to  your  telegram  of  August  25,  requesting  data  regarding  vari- 
ous issues  of  stock  by  this  company,  for  use  in  refuting  the  charges  made  by  Mr.  Plumb 
in  his  testimony  before  the  House  Committee  on  Interstate  Commerce: 

I  attach  hereto  copy  of  statement  dated  August  13,  1919,  which  I  furnished  to  the 
various  morning,  evening,  and  financial  papers  published  in  New  York  City,  and  also 
to  the  Associated  Press,  which  I  believe  fully  covers  the  matter.  Copy  of  this  state- 
ment was  forwarded  to  Hon.  J.  J.  Esch,  chairman  of  the  Committee  on  Interstate 
and  Foreign  Commerce,  House  of  Representatives,  Washington,  D.  C,  under  date 
of  August  15,  1919,  and  acknowledged  by  him  under  date  of  August  16.  Mr.  Esch 
said  that  my  statement  would  be  incorporated  in  the  proceedings  of  his  committee. 

The  issue  of  $7,000,000  referred  to  in  this  statement  was  authorized  on  March  7, 
1904,  and  offered  to  stockholders  of  record  on  March  19,  1904,  at  135  per  share.  Al- 
though the  market  price  on  the  New  York  stock  exchange  ranged  between  149  and 
166|,  with  an  average  of  152.42  during  the  month  of  March,  1904,  only  67,189  shares 
out  of  70,000  shares  were  taken  by  stockholders,  leaving  2,811  shares  not  desired  at 
that  price. 

The  issue  of  $5,000,000  in  1905  was  offered  in  exchange  for  Albany  &  Susquehanna 
3J  per  cent  first  mortgage  bonds  at  the  rate  of  S500  in  stock  for  each  $1,000  in  par  value 
of  bonds.  Under  this  proposition  $1,778,000  in  par  value  of  stock  has  been  issued 
at  various  times  in  exchange  for  $3,556,000  of  bonds.  The  owners  of  the  additional 
Albany-  &  Susquehanna  bonds  have  not  cared  to  make  the  exchange  offered  to 
them . 

In  1906  this  company  issued  4  per  cent  convertible  debenture  bonds,  with  the 
privilege  of  conversion  into  stock  at  the  rate  of  $1,000  in  bonds  for  $500  in  stock. 
Only  $27,000  in  par  value  of  these  bonds  have  been  offered  for  conversion  and  in 
exchange  therefor  the  company  has  issued  $13,500  in  par  value  of  its  stock.  The 
issue  of  convertible  bonds  of  1906,  just  referred  to,  fell  due  in  June,  1916.  The  issue 
was  retired  by  an  issue  of  5  per  cent  convertible  bonds,  which,  with  the  authority - 
of  the  public  service  commission,  were  made  convertible  into  stock  at  the  rate  of 
$1,500  in  par  value  of  bonds  for  $1,000  par  value  of  stock.  No  bonds  of  this  issue 
have  been  tendered  for  conversion. 

None  of  the  securities  above  referred  to,  except  those  issued  in  1916,  was  issued 
at  a  time  when  the  laws  of  the  State  of  New  York  pro\nded  for  the  specific  approval 
by  the  public  service  commission  or  its  predecessor,  the  board  of  railroad  commis- 
sioners. All  that  was  required  was  a  statement  shov^dng  the  character  of  the  issue 
and  all  the  requirements  of  the  law  were  complied  with.  Every  issue  had  the  specific 
authority  of  the  stockholders  at  meetings  regularly  called  and  held. 

It  is  significant  that  when  the  issue  of  1916  was  referred  to  the  public  service  com- 
mission, the  exchange  at  the  rate  of  $1,500  for  $1,000  had  the  approval  of  that  b':>:ly. 

This  letter  will  be  delivered  to  you  by  Mr.  W.  H.  Davies,  treasurer  of  this  company, 
who  will  make  verbally  to  you  any  further  explanations  you  may  desire. 
Yours,  truly, 

L.  F.  LoREE,  President. 
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statement  by  l.  f.  loree,  president  the  delaware  &  hudson  co. 

The  Delaware  &  Hudson  Co., 

New  York,  August  13,  1919. 

In  his  testimony  before  the  House  Interstate  Commerce  Committee,  Mr.  Glenn  E. 
Plumb  is  quoted  as  saying: 

"I  charge  that  during  the  limited  period  from  1900  to  1910  eight  eastern  roads  alone 
issued  new  stock  for  $101,000,000  less  than  its  market  value,  or  gave  away  this  enormous 
amount  in  bonuses  to  stockholders,  *  *  *  i  name  as  the  railroads  involved 
"    *    *    The  Delaware  &  Hudson  Co.     *    *    *." 

The  records  of  the  Delaware  &  Hudson  Co.  show  that — - 

At  the  beginning  of  1900  the  authorized  and  outstanding  capital  stock  was 
$35,000,000.  In  1904  the  company  authorized  an  increase  in  its  capital  stock  of 
$10,000,000,  of  which  $7,000,000  was  offered  to  stockliolders  of  recftrd  March  19,  1904, 
at  $135  per  share,  each  stockholder  having  the  right  to  subscribe  for  one  share  of  new 
stock  for  every  five  shares  owned.  The  balance  of  $3,000,000  of  authorized  stock  is 
still  unissued. 

This  $7,000,000  of  capital  stock  was  issued  to  retire  $5,000,000  of  New  York  &  Canada 
Railroad  Co.  bonds  maturing  May  1,  1904,  to  defray  the  cost  of  standard -gauging  the 
Chateaugay  &  Lake  Placid  Railway,  and  to  reimburse  the  treasury  for  advances  for 
construction  work.     At  the  subscription  price,  $9,450,000  was  realized  on  its  sale. 

The  average  market  price  of  the  Delaware  &  Hudson  Co.'s  stock  in  March,  1904,  was 
$152.45.     The  lowest  price  in  that  month  was  $149  on  March  12. 

In  May,  1905,  the  company  authorized  an  increase  in  its  capital  stock  of  $5,000,000 
for  the  purpose  of  exchanging  same,  prior  to  April  1,  1916,  for  Albany  &  Susquehanna 
Railroad  Si  per  cent  bonds  due  in  1946,  at  the  rate  of  five  shares  for  each  $1,000  bond. 
There  has  been  exchanged  thereunder  $1,778,000  of  this  issue  for  $3,556,000  of  Albany 
&  Susquehanna  bonds,  the  balance,  $3,222,000,  remaining  unissued. 

In  January,  1906,  the  company  authorized  an  increase  of  $7,000,000  in  its  capital 
stock  for  the"  purpose  of  exchanging  same  for  its  issue  of  $14,000,000  of  4  per  cent  con- 
vertible debentures,  due  June  15,  1916,  at  the  rate  of  five  shares  for  each  $1,000  deben- 
ture. Thirteen  thousand  five  hundred  dollars  of  capital  stock  was  issued  under  this 
authority  in  exchange  for  $27,000  of  these  bonds,  the  balance  of  the  authorized  increase, 
$6,986,500,  still  remaining  unissued. 

Capital  stock  of  the  company  was  retired  and  canceled  between  the  years  1900  and 
1910,  by  the  operation  of  sinking  fund  as  follows: 


- 

Year. 

Shares. 

Par  value. 

1900                                                                  

2,000 
1,543 
1,386 
1,000 
4,171 
500 
2,285 

$200,000 

1901                    .              

154,300 

1902     

138, 000 

1903 

100, 000 

1904                                                .           

417,100 

1905                   

50, 000 

1906  

228, 500 

12,885 

1,288,500 

To  those  who  can  intelligently  interpret  financial  transactions,  the  financing  of  the 
Delaware  &  Hudson  Co.  through  capital  stock  during  the  11  years  1900-1910  must 
appear  most  fortunate. 


statement  of  the  new  YORK  CENTRAL  RAILROAD  CO.  IN  REPLY  TO  THE  CHARGE  MADE 
BY  MR.  GLENN  E.  PLUMB  BEFORE  THE  INTERSTATE  COMMERCE  COMMITTEE  OP  THE 
HOUSE  OF  REPRESENTATIVES  THAT  DURING  THE  PERIOD  FROM  1900  TO  1910  THE 
NEW  YORK  CENTRAL  &  HUDSON  RIVER  RAILROAD  CO.  MADE  FICTITIOUS  ISSUES 
OF   STOCK. 

August  30,  1919. 

On  December  31,  1899,  the  New  York  Central  &  Hudson  River  Railroad  Co.  had 
outstanding  $100,000,000  of  capital  stock;  on  December  31,  1910,  .$222,729,300.  Dur- 
ing that  period  $122,729,300  of  stock  was  sold,  some  of  it  at  par  and  some  of  it  at  a  pre- 
mium.    Not  a  single  share  was  issued  at  less  than  100  cents  on  the  dollar. 

In  the  case  of  each  issue  the  board  of  railroad  commissioners  or  the  public  8er\dce 
commission  of  the  State  of  New  York  aj^proved  the  increase  by  its  order  made  after 
hearing. 


RETUEN  OF  THE  EAILEOADS  TO  PEIVATE   OWNEESHIP.       1483 

The  average  amount  per  share  received  by  the  company  for  the  stock  issued  during 
the  period  mentioned  was  $103.71.  The  company  between  1900  and  1910  paid  divi- 
dends at  the  rate  of  5  per  cent  on  the  par  of  the  stock,  except  that  in  1907  it  paid  6  per 
cent,  in  1908  5\  per  cent,  and  in  1910  5f  per  cent. 

The  stock  of  the  New  York  Central  &  Hudson  River  Railroad  Co.  went  into  the 
New  York  Central-Lake  Shore  consolidation  on  the  basis  of  par  for  par.  The  stock  of 
the  New  York  Central  Railroad  Co.  (the  consolidated  company)  had  a  market  value 
on  August  28,  1919,  of  $72.50  a  share. 

The  result  has  been  that,  while  the  company  realized  more  than  par  for  the  total 
amount  of  stock  issued  between  1900  and  1910,  those  who  took  it  have  received  a  return 
of  5  per  cent  on  par  (6  per  cent  in  1907,  5^  per  cent  in  1908,  and  5f  per  cent  in  1910) 
and  can  now  get  about  $73  for  what  cost  them  $100  or  more. 

Following  is  a  detailed  statement  of  the  several  issues  during  the  period  mentioned : 

(1)  Stock  outstanding  December  31,  1899,  $100,000,000.  In  1900  $15,000,000  of 
additional  stock  was  offered  to  the  stockholders  for  subscription  at  par  to  the  extent 
of  15  pel-  cent  of  their  holdings,  and  the  stockholders  were  required  to  exercise  on  or 
before  January  2,  1900,  their  right  to  subscribe.  The  stockholders  took  $14,554,365; 
and  the  balance,  $445,635,  was  sold  to  the  public  at  an  average  of  $135.05  a  share,  mak- 
ing the  amount  realized  $15,156,194.89.  During  the  month  of  January,  1900,  the 
market  quotations  for  New  York  Central  stock  were:  High,  138;  low,  131^. 

(2)  In  1902,  $17,250,000  of  additional  stock  was  offered  to  the  stockholders  for  sub- 
scription at  $125  a  share  to  the  extent  of  15  per  cent  of  their  holdings;  the  stockholders 
being  required  to  exercise  on  or  before  May  1,  1902,  their  right  to  subscribe.  The 
stockholders  took  $16,912,900;  and  the  remainder,  $337,100,  was  sold  to  the  public 
during  the  first  quarter  of  1903  at  an  average  of  $152.51  a  share,  making  the  amount 
realized  $21,655,261.50.  During  the  first  quarter  of  1903  the  market  quotations  for 
New  York  Central  stock  were:  High,  156;  low,  130;  and  during  the  month  of  May, 
1902,  they  were:  High,  161f;  low,  153*. 

(3)  Stock  outstanding  December  31,  1904,  $132,250,000. 

(a)  In  1905,  $17,192,500  of  additional  stock  was  offered  to  the  stockholders  for  sub- 
scription at  par  to  the  extent  of  13  per  cent  of  their  holdings;  the  stockholders  being 
required  to  exercise  on  or  before  January  20,  1906,  their  right  to  subscribe.  During 
the  month  of  January,  1906,  the  market  quotations  for  New  York  Central  stock  were: 
High,  1561;  low,  147|. 

(5)  In  1906,  $29,839,560  of  additional  stock  was  offered  to  the  stockholders  for  sub- 
scription at  par  to  the  extent  of  20  per  cent  of  their  holdings;  the  stockholders 
being  required  to  exercise  on  or  before  November  30,  1906,  theii-  right  to  subscribe. 
During  the  month  of  November,  1906,  the  market  quotations  for  New  York  Central 
stock  were:  High,  132f;  low,  126. 

(c)  In  1909,  $44,658,000  of  additional  stock  was  offered  to  the  stockholders  for  sub- 
scription at  par  to  the  extent  of  25  per  cent  of  their  holdings;  the  stockholders  being 
required  to  Exercise  on  or  before  January  10,  1910,  their  right  to  subscribe.  During 
the  month  of  January,  1910,  the  market  quotations  for  New  York  Central  stock  were: 
High,  125i;  low,  115|. 

Of  this  $91,690,060  of  additional  stock  offered  to  the  stockholders  between  Jan- 
uary 1,  1905,  and  December  31,  1910,  $90,479,300  was  issued  between  those  dates  and 
was  sold  at  par. 

Amount  of  stock  outstanding  December  31,  1910,  $222,729,300. 


The  New  York,  New  Haven  &  Hartford  Railroad  Co., 

New  Haven,  Conn.,  August  29,  1919. 
Mr.  Alfred  P.  Thom, 

General  Counsel  Association  of  Railway  Executives, 

320  Munsey  Building,  Washington,  D.  C.    • 
Dear  Mr.  Thom:  Answering  your  request  for  data  regarding  capital  stock  issues 
of  this  company,  as  under: 

1.  Statement,  of  stock  issued  by  dates  between  1900  and  1910,  inclusive. 

2.  How  disposed  of,  including  the  price,  and  to  whom. 

3.  Market  value  of  the  company's  stock  at  the  time  of  such  issue  and  sale. 

4.  The  present  market  value  of  the  stock. 

5.  Whether  the  issue  and  the  terms  and  disposition  thereof  were  approved  by  any 
public  authority. 

6.  Rate  of  dividend  during  period. 

7.  Any  explanatory  statement. 
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Shares. 

July  1,  1899,  capital  stock  outstanding 546, 414 

Apr.  1,  1903,  issued  to  holders  of  convertible  debentures  dated  Apr.  1, 

1893,  and  entitling  holder  to  stock  at  par  (market  price  208^  to  210). . .  162, 119 

Jan.  2,  1904,  issued  to  shareholders  at  $175  per  share  (market  price  195}  to 

196) 67,532 

Jan.  2,  1904,  issued  to  company  at  par,  being  balance  of  issues  not  sub- 
scribed for  by  stockholders 3, 547 

Mar.  20,  1906,  sold  at  195  (market  price  198  to  202) 32, 046 

Issued  at  various  times  during  said  ]Deriod  in  exchange  for  316,767  shares 
of  stock  (par  100)  of  other  companies 313, 338 

Issued  at  various  times  during  said  period  for  $18,052,000  par  value 
bonds  and  debentures  of  other  companies - 93,  785 

June  30,  1910,  capital  stock  outstanding 1,  218,  781 

Of  the  above  there  were  held  in  the  treasury  of  the  New  England  Navi- 
gation Co.,  all  of  whose  stock  was  owned  by  the  New  York,  New  Haven 
&  Hartford  Railroad  Co 172,  946 

All  of  which  was  afterwards  canceled  and  retired,  so  that  there  were 
outstanding  in  the  hands  of  the  public  on  June  30,  1910 1, 045,  835 

Of  the  company's  stock  which  had  been  issued  for  a  par  value  of  bonds 

and  debentures  of  other  companies .• $18, 052,  000 

For  par  value  of  stocks  of  other  companies  (less  stock  canceled) 60,  768,  200 

For  cash 67,  384,  370 


146,  204, 570 

The  present  market  value  of  the  stock  is  33. 

The  company  at  the  time  complied  with  the  requii'ements  of  the  Connecticut  law 
prohibiting  the  issue  of  stock  at  less  than  par.  All  of  the  issues  were  validated  by 
the  Massachusetts  Legislature. 

The  rate  of  dividends  during  the  period  1900  to  1910  was  8  per  cent. 

The  market  prices  quoted  are  on  very  small  sales  limited  to  an  average  of  about 
100  shares  per  day.     If  the  amount  of  the  above  issues  had  been  offered  on  the  stock 
exchange  in  a  block  the  market  price  would  have  been  much  lower. 
^         Yours,  very  truly, 

E.  G.  BucKLAND,  President. 


The  Pennsylvania  Railroad  Co., 

Philadelphia,  August  27,  1919. 
Alfked  p.  Thom, 

S20  Munsey  Building,  Washington,  D.  C. 
My  Dear  Mr.  Thom  :  I  am  inclosing  you  herewith  a  brief  statement  or  memorandum- 
covering  the  issues  of  stock  or  of  bonds  convertible  into  stock  which  were  made  by 
The  Pennsylvania  Railroad  Co.  in  the  period  1900  to  1910,  that  being  the  perioS^ 
referred  to  by  Mr.  Plumb  in  his  statement  to  the  House  committee. 

Mr.  County  tells  me  that  Mr.  Cuyler  embodied  in  his  testimony  before  the  House 
committee  a  statement  which  had  been  prepared  by  Mr.  County,  which  deals  with 
these  stock  issues,  and  I  am  in  doubt,  therefore,  whether  you  want  anything  further 
from  us.  Upon  the  chance,  however,  that  you  may  desire  to  embody  in  any  state- 
ment which  you  will  submit  to  Mr.  Esch  a  more  condensed  statement  with  respect 
to  Pennsylvania  R.  R.  issues,  I  have  prepared  and  am  sending  you  the  inclosed. 

If,  for  any  reason,  you  want  to  go  over  this  matter  with  me  further,  I  can  go  to 
Washington  on  the  10.30  a.  m.  train  to-morrow,  if  you  will  advise  me  by  phone  before 
that  hour  that  my  presence  is  desirable. 
Very  truly,  yours, 

F.  I.  GowEN,  General  Counsel. 

The  Pennsylvania  Railroad  Co.,  in  the  period  between  1900  and  1910,  made  the 
following  issues  of  stock  and  of  bonds  convertible  into  stock,  and  received  therefor 
the  amounts  stated  below. 

In  the  year  1901  an  issue  of  $50,500,800  stock  (equal  to  33J  per  cent  of  the  then 
outstanding  stock)  was  offered  to  and  taken  up  by  the  stockholders  of  the  company 
at  the  price  of  $60  per  share,  par  being  $50.  In  the  year  in  which  this  issue  was  made 
the  market  price  or  the  stock  ranged  between  $68.50  and  $80.75  per  share. 
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In  the  year  1902  an  issue  of  $50,000,000  3i  per  cent  10-year  bonds,  convertible  into 
stock  at  $70  per  share  on  May  1,  1904,  or  any  subsequent  interest  period  during  the 
life  of  the  bonds,  was  offered  to  and  taken  by  the  stockholders  at  par.  Of  this  issue, 
$39,777,500  par  value  was  sulisequently  exchanged  for  stock  at  $70  per  share.  In 
the  year  in  which  this  issue  was  made  the  market  price  of  the  stock  ranged  between 
$73.50  and  $85  per  share. 

In  the  year  1903  an  issue  of  $75,094,750  stock  ("equal  to  33J  per  cent  of  the  then 
outstanding  stock)  was  offered  to  and  taken  by  the  stockholders  at  the  price  of  $60 
per  share,  the  par  being  $50  per  share.  In  this  year  the  market  price  of  the  stock 
ranged  between  $55.50  and  $78.75  per  share. 

In  1905  an  issue  of  $100,000,000  3^  per  sent  10-year  bonds  conAertible  into  stock 
at  $75  per  share  after  December  1,  1905,  was  offered  to  the  stockholders  at  par.  Of 
this  issue,  $13,172,325  was  subsequently  converted  into  stock  at  $75  per  share. 

In  the  year  1909  an  issue  of  $82,517,800  stock  (equal  to  25  per  cent  of  the  then  out- 
standing stock)  was  offered  to  and  taken  by  the  stockholders  at  par.  In  this  year 
the  market  price  of  the  stock  ranged  between  $63  and  $75.50  per  share. 

In  determining  the  prices  at  which  the  stock  should  be  issued,  the  management 
of  the  company  necessarily  was  governed  by  the  consideration  that  large  issues  of 
stock,  running  from  25  to  33J  per  cent  of  the  issue  then  outstanding,  could  not  be 
placed  or  marketed  at  prices  equal  to  or  approximating  the  market  prices  ruling 
prior  to  the  date  of  the  issue,  as  it  was  clear  that  the  stockholders  would  not  have 
subscribed  to  the  stock  upon  such  terms  nor  would  it  have  been  possible  to  secure 
purchasers  for  such  large  blocks  at  prices  which  could  be  secured  for  small  amounts 
of  stock  offered  for  sale  from  day  to  day.  The  very  large  increase  in  the  volume  of 
the  stock  which  would  result  from  increases  of  from  25  to  33J  per  cent  would  neces- 
sarily tend  to  reduce  the  value  per  share,  temporarily  at  least.  The  prices  secured 
from  the  stockholders  were  as  high  as  the  management  believed  could  be  secured. 


PART  9. 
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House  of  Representatives, 
Committee  on  Interstate  and  Foreign  Commerce, 

Thursday^  August  21, 1919. 

after  recess. 

At  the  expiration  of  the  recess  the  committee  resumed  its  session. 

STATEMENT  OF  MR.  CHARLES  PIEZ,  910  SOUTH  MICHIGAN 
AVENUE,  CHICAGO,  ILL. 

The  Chairman.  Mr.  Piez,  please  give  j'our  name,  address,  and 
whom  you  represent? 

•  Mr.  Piez.  Charles  Piez,  910  South  Michigan  Avenue,  Chicago.  I 
represent  the  Illinois  Manufacturers'  Association  and  am  chairman 
of  the  railroad  committee  of  the  association.  That  association  in- 
cludes almost  2,000  firms  in  the  State  of  Illinois  and  represents  very 
large  shippers  and  very  large  employers  there.  Of  course,  Illinois 
is  tremendously  interested  in  this  whole  subject,  because,  outside  of 
Texas,  it  has  more  railroad  mileage  than  an}'^  other  State  in  the 
Union;  it  is  the  leading  agricultural  State;  it  is  third  in  rank  as  a 
manufacturing  State;  it  is  third  in  rank  as  a  mining  State,  and  so 
shipments  from  there  and  to  there  are  extremely  heavy ;  and  we  are 
a  pivotal  State  by  reason  of  our  position  in  the  railroad  world. 

The  Illinois  Manufacturers'  Association  appointed  a  committee 
some  six  or  eight  weeks  ago  in  order  to  study  this  question  from  the 
shipper's  standpoint,  and  they  asked  me  to  come  down  here  and 
present  a  report  based  on  their  deliberations.     May  I  read  this  ? 

The  Chairman.  Certainly. 

Mr.  Piez.  The  Illinois  Manufacturers'  Association  is  strongly  on 
record  against  Government  ownership  and  operation  of  common  car- 
riers and  recommends  return  of  same  to  private  control  and  manage- 
ment as  soon  as  adequate  legislation  can  be  enacted  by  Congress 
which  will  be  just  and  fair  alike  to  the  public,  the  employees,  and 
the  owners. 

We  believe  that  the  rights  of  the  public  in  all  matters  pertaining 
to  common  carriers  are  paramount,  and  that  any  new  legislation 
should  thoroughly  recognize  this  fact. 

After  a  careful  examination  of  the  various  proposed  plans  for 
legislation,  we  recommend  the  following  as  a  basis  for  new  legis- 
lation : 

We  indorse  the  principles  of  the  Esch-Pomerene  bill  (H.  E.  4378), 
with  the  following  exceptions  and  additions: 

First.  Understanding  that  this  proposed  bill  places  wholly  water- 
borne  traffic,  both  river,  lake,  and  ocean  coastwise  under  the  Inter- 
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state  Commerce  Act,  we  disapprove  of  that  portion  of  the  bill,  as 
such  traffic  is  now  under  the  control  of  the  United  States  Shipping 
Board,  and  we  believe  it  preferable  to  leave  it  there.  Elasticity  in 
charters  and  rates  is  essential  to  this  class  of  traffic,  if  it  is  to  be  suc- 
cessful, and  rigid  regulations  by  the  Interstate  Commerce  Commis- 
sion would  eventually  tend  to  strangle  its  development.  Of  course, 
we  are  tremendously  interested  in  purely  water-borne  traffic,  because 
we  are  on  the  lakes,  and  a  very  considerable  amount  of  the  traffic 
from  Chicago  is  wholly  water-borne  to  the  other  lake  ports. 

We  believe  an  addition  should  be  made  to  the  paragraph  com- 
mencing at  line  11  on  page  23  of  the  bill,  which  reads,  "  The  Commis- 
sion in  reaching  its  conclusions  as  to  the  justice  and  reasonableness  of 
any  freight  rate  charge  and  so  forth  shall  take  into  consideration  the 
cost  of  labor  and  other  operating  costs  in  so  far  as  they  may  become 
material,"  by  an  addition  stating  that  the  cost  of  capital  to  be  raised 
by  carriers  for  new  lines,  extensions,  and  improvements,  and  capital 
which  must  be  raised  to  refund  maturing  obligations  should  also  be 
taken  into  consideration  by  the  commission  in  determining  the  rea- 
sonableness of  rates. 

In  order  to  carry  out  our  view  that  the  rights  of  the  public  are 
paramount,  and  therefore  interruptions  of  transportation  by  strikes 
or  lockouts  must  not  be  permitted,  we  recommend  an  addition  to  the 
act  which  will  empower  and  instruct  the  Interstate  Commerce  Com- 
mission to  appoint  and  provide  the  necessary  organization  and  funds 
for  an  arbitration  board  consisting  of  six  persons,  two  to  represent 
the  public,  two  to  represent  the  railroad  managements,  and  two  to 
represent  railroad  employees.  This  board  shall,  when  appealed  to 
by  either  side  of  a  controversy,  or  upon  failure  of  the  carriers  and 
their  employees  to  agree,  investigate  and  make  a  finding  which  shall 
be  final  and  conclusive  to  both  parties,  subject  only  to  final  appeal 
to  the  Interstate  Commerce  Commission.  Such  findings  of  this 
board  shall  be  reported  to  the  Interstate  Commerce  Commission,  and 
that  body  shall  take  such  findings  into  consideration  when  determin- 
ing what  shall  be  reasonable  rates. 

As  a  part  of  the  machinery  thus  created  the  employees  of  common 
carriers  upon  taking  service  with  common  carriers  should,  as  a  part 
of  the  contract  of  hiring,  accept  the  provisions  of  this  act  and  subject 
themselves  to  the  findings  of  this  body  and  waive  their  right  to  strike. 
The  right  of  any  individual  employee  to  resign  from  his  employment 
shall  not  be  denied. 

We  also  recommend  an  addition  to  the  act  which  shall  provide  that 
the  present  existing  rates,  and  so  forth,  both  interstate  and  inti-astate, 
shall  remain  in  effect  on  and  after  the  return  to  private  ownership 
and  operation  until  such  time  as  they  may  be  changed  by  duly  con- 
stituted authority.  This  is  necessary  to  prevent  discriminations  and 
commercial  chaos  which  would  result  should  the  carriers  upon  return 
to  private  control  find  that  intrastate  rates  will  revert  automatically 
to  the  status  existing  prior  to  June  28,  1918.  It  may  be,  from  a  legal 
standpoint,  necessary  to  place  a  time  limit  in  the  act  as  to  this  rever- 
sion of  State  rates  to  their  former  status,  but  this  is  left  to  the  knowl- 
edge of  Congress  with  the  hope  that  the  additions  may  be  enacted  as 
first  stated  without  time  limit. 

That  is  our  submission. 
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The  Chairman.  It  is  true  that  Chicago  is  vitally  interested  in 
water-borne  transj)ortation  ? 

Mr.  PiEz.  Yes,  sir. 

The  Chairman.  The  Interstate  Commerce  Commission  now,  on  ap- 
plication, can  permit  the  filing  of  rates  within  less  than  30  days. 
Your  objection  seems  to  be  based  on  the  fact  that  there  was  too  much 
rigidity  ? 

Mr.  PiEz.  Yes ;  too  much  rigidity. 

The  Chairman.  And  therefore  you  did  not  want  to  be  placed  under 
the  provisions  of  the  act  because  of  that? 

Mr.  PiEz.  Yes,  sir. 

The  Chairman.  Would  th^  fact  that  the  commission  could  allow 
filing  on  such  a  short  notice,  would  not  that  relieve  this  provision  of 
our  pending  bill  of  the  objection  you  have  made? 

Mr.  PiEz.  Of  course,  that  would  assist  matters,  particularly  in  the 
case  of  regularly  established  lines,  but  would  not  help  at  all  in  the 
tramp  service,  of  which  there  is  a  considerable  amount  handling  the 
ore,  grain,  and  coal  trade.  A.  vessel  delivering  a  cargo  at  Buffalo 
ought  to  have  the  right  to  secure  a  return  cargo,  even  if  it  is  necessary 
to  make  a  special  rate  to  get  it.  The  case  between  cargo  vessels  and 
railroads  is  quite  different.  In  the  former,  the  investment  and  over- 
head charges  are  so  heavy  that  lying  in  port  awaiting  a  cargo  is  out 
of  the  question,  while  in  the  case  of  the  railroads  these  charges  are  not 
nearly  as  material.  This  traffic  is  now  under  the  Shipping  Board, 
and  as  the  rules  of  this  body  are  much  more  elastic,  we  prefer  to  keep 
this  traffic  under  the  jurisdiction  of  the  board. 

The  Chairman.  Would  it  remove  any  further  objection  on  your 
part  if  we  included  in  the  bill  the  same  proviso  that  exists  in  the  ship- 
ping act  with  reference  to  the  so-called  "  tramp  "? 

Mr,  PiEz.  I  do  not  recall  that. 

The  Chairman.  That  practically  eliminates  the  tramp  from  the 
operations  of  the  shipping  act.  Are  there  many  tramp  steamers  on 
the  Lakes? 

Mr.  PiEZ.  On  the  Great  Lakes  there  are  three  types  of  steamers: 
Bulk-cargo  boats,  handling  principally  coal,  grain,  ore,  lumber,  etc. ; 
package  freighters,  which  handle  both  package  freight  and  bulk; 
passenger  lines,  which  generally  carry  some  package  freight.  The 
first  class  of  boat's  seldom,  or  never,  have  any  working  connections 
with  railroad  carriers,  their  business  being  from  port  to  port  and 
their  charters  made  from  day  to  day  on  the  market  conditions  which 
will  permit  their  securing  cargo.  The  second  class  of  package 
freight  as  a  rule  have  through-rate  arrangements  with  railroads, 
and  their  through  rates  are  published  and  subject  to  the  interstate- 
commerce  act;  they  also  go  out  and  bid  for  round  lots  of  bulk 
freight  on  the  market,  such  as  grain  from  Chicago  and  west-bank 
ports,  under  practically  the  same  conditions  as  the  grain  boats. 
The  third  type's  principal  business  is  that  of  transporting  passen- 
gers, and  there  are  two  classes  of  these — those  that  operate  on  regu- 
lar schedules  and  those  that  cater  to  excursion  business — and  it 
would  seem  wise  that  these  passenger  fares  should  also  be  free  from 
any  application  other  than  to  make  rates  which  will  fit  occasions 
from  day  to  day.  Wliere  this  type  of  boat  has  through  package- 
freight  arrangements  with  railroads,  they  are  also  under  the  Inter- 
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state  Commerce  Commission.  We  believe  that  tlie  present  situation 
is  the  best  which  can  be  had,  as  it  gives  the  necessary  elasticity  to 
the  needs  of  commerce,  and  we  can  see  no  good  reason  why  any  addi- 
tional restrictions  should  be  thrown  around  them.  Their  through 
working  arrangements  with  railroads  are  naturally  subject  to  the 
competitive  features  which  usually  prevent  them  from  making  higher 
than  the  railroad  rates,  and  generally  they  make  a  lesser  rate,  owing 
to  the  natural  disadvantages  they  are  subjected  to  in  competing  with 
rail  carriers.  On  the  rivers  the  principal  transportation  of  n-eight 
is  by  barges  towed  by  steamers,  and  much  of  this  business  is  of  the 
bulk  variety,  such  as  coal;  and  it  would  seem  that  there  would  be 
no  good  reason  why  there  should  be  any  restrictions  thrown  around 
such  movement. 

Here  also,  where  there  is  any  through  working  connection  with  the 
railroads,  steamer  rates  are  now  under  the  jurisdiction  of  the  Inter- 
state Commerce  Commission,  and  usually  even  from  port  to  port 
their  rates  are  based  on  the  rates  made  by  carriers  with  whom  they 
are  in  competition,  and  their  passenger  business  is  practically  under 
the  same  conditions  as  that  competing  on  the  Great  Lakes.  On  the 
ocean  coastwise,  which  includes  movement  to  and  from  Alaska,  the 
great  portion  of  the  business  is  also  bulk  cargo,  and  corresponds  to 
the  bulk  carriers  on  the  Great  Lakes.  There  is  also  a  considerable 
package-freight  business  between  the  various  ports;  and  where  these 
rates  are  made  through  in  connection  with  the  railroads  they  are 
also  under  the  jurisdiction  of  the  Interstate  Commerce  Commission, 
and  there  would  seem  to  be  no  good  reason  why  from  port  to  port 
package-freight  rates  should  be  under  more  control  than  at  present, 
as  they  are  also  usually  in  the  differential  class  under  the  all-rail 
basis  applying  between  such  ports.  The  cry  of  the  country  has  been 
to  increase  water  trans]3ortation  on  account  of  the  alleged  shortage 
of  necessary  railroad  facilities  to  do  the  business  of  the  country.  If 
this  cry  is  to  be  heeded,  the  greatest  latitude  possible  must  be  given 
water  transportation  to  build  this  up,  and  the  more  restrictions 
thrown  around  them  the  lesser  the  chance  of  their  development. 

The  Chairman.  Do  you  believe  it  is  essential,  in  the  legislation 
that  we  enact  with  reference  to  the  railroads,  that  there  should  be 
coordination  of  rail  and  water  transportation? 

Mr.  PiEz.  When  they  are  combined;  when  a  shipment  goes  over 
part  rail  and  part  water;  yes. 

The  Chairman.  Suppose  they  are  independent,  there  would  be 
no  right  of  coordination  there  unless  some  agency  of  this  Govern- 
ment would  give  the  right? 

Mr.  PiEZ.  Wliy  should  there  be  right  of  coordination?  Are  there 
not  two  absolutely  separate  functions?  How  can  they  interfere  or 
harm  each  other  if  they  are  both  wholly  separate — that  is,  wholly 
water-borne  traffic? 

The  Chairman.  If  they  are  wholly  separate,  one  might  slaughter 
the  other.    Tlie  Government  and  the  people  are  entitled  to  both. 

Mr.  PiEZ.  Well,  our  feeling  is  that,  if  there  is  any  slaughtering, 
the  railroads  would  slaughter  the  boat  lines;  the  reverse  would  be 
hard  to  imagine. 

The  Chairman.  We  have  to  take  a  broader  view  than  the  Great 
Lakes  traffic. 
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Mr.  PiEz.  Yes;  but  is  it  not  true  of  coastwise  traffic,  too?  The 
rails  do  have  the  advantage,  because  they  can  deliver  right  into 
your  yard.  There  is  alv\^ays  the  cost  of  haulage  in  the  case  of 
strictly  water-borne  traffic.  There  is  an  advantage  to  the  rails  in  the 
fact  that  they  deliver  at  destination;  the  others  deliver  near  des- 
tination. 

The  Chairman.  You  suggest  an  amendment  to  paragraph  4  re- 
garding the  settlement  of  labor  disputes  ? 

Mr.  l*iEz.  Yes,  sir. 

The  Chairman.  Have  you  worked  that  out  in  the  form  of  a 
formal  amendment? 

Mr.  PiEz.  No.  We  are  offering  simply  that  general  suggestion. 
Our  underlying  theory  is  this — and  I  judge  wholly  by  analogy  with 
industry,  and  the  experience  I  had  with  the  Emergency  Fleet  Cor- 
poration, of  which  I  was  general  manager  for  some  19  or  "20  months. 
The  authority  that  fixes  prices  ought  also  to  have  authority  to  fix 
wages.  I  was  for  some  time  in  Illinois  a  member  of  the  State 
Arbitration  Board.  That  was  some  9  or  10  years  ago.  I  have  since 
watched  with  considerable  interest  all  attempts  at  arbitration  as  a 
settlement  of  labor  differences  and  disputes.  I  do  not  recall  a  single 
instance  in  which  a  permanent  arbitration  body  really  was  per- 
manent and  was  permanently  accepted  as  a  proper  court  of  adjudi- 
cation for  troubles  of  that  kind.  Our  body  made  several  decisions 
that  presumably  indicated  bias  and  after  that  settlements  were  made 
without  any  reference  to  the  State  Arbitration  Board. 

In  the  case  of  the  Macy  Board,  which  functioned  in  connection 
with  all  the  shipyards,  and  we  had  something  like  500,000  men  em- 
ployed in  the  yards  during  most  of  1918  that  is,  in  the  yards  and  col- 
lateral industries — the  decision  that  was  handed  down  in  August. 
1918,  denying  the  advance  from  80  cents  to  $1  an  hour,  practically 
put  the  Macy  Board  on  the  black  list  of  the  organizations  in  the 
shipyards. 

I  think  you  will  recall  that  most  of  the  adjustments  of  labor  dis- 
putes during  the  war  time  were  made  by  boards  like  the  War  Labor 
board  for  any  length  of  time  that  later  disputes  were  not  referred  to 
paid  the  advances.  I  think  experience  has  been  that  where  a  body 
has  been  in  session  as  an  adjustment  board  or  as  a  labor  adjustment 
board  for  any  length  of  time  that  later  disputes  were  not  referred  to 
that  body  but  were  taken  up  with  the  employers  or  Congress  to  the 
adjustment  board. 

Our  reason  for  submitting  this  in  this  form  and  recommending 
that  labor  disputes  be  taken  before  the  Interstate  Commerce  Commis- 
sion, giving  the  right,  of  course,  to  delegate  that  particular  function 
to  a  State  board,  is  that  we  feel  that  the  determination  of  proper 
wages  should  be  based  on  the  determination  of  what  rate  it  is  possible 
to  set  for  a  given  service.  The  Interstate  Commerce  Commission 
represents  the  public.  It  is  appointed  by  the  President,  and  ap- 
proved by  the  upper  House.  It  is  a  popular  body  in  that  sense, 
and  it  ought  to,  therefore,  represent  public  opinion  and  to  carry  with 
it  the  confidence  of  the  public.  I  think  that  the  adding  of  the  func- 
tion of  determining  what  the  proper  wages  shall  be  is  a  very  proper 
addition  to  the  functions  of  that  body. 

The  Chairman.  You  give  it  final  jurisdiction? 
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Mr.  PiEz.  Yes,  sir ;  on  appeal. 

The  Chairman.  Suppose  the  awards  of  the  commission  met  with 
disfavor  jus^t  as  the  Macy  Board  awards  met  with  disfavor;  would 
there  be  a  tendency  to  blacklist  the  commission  ? 

Mr.  PiEz.  There  might  be,  but  you  must  face  that  in  any  event. 

The  Chairman.  If  they  should  blacklist  the  commission,  could 
it  not  face  an  adverse  influence  throughout  the  country  in  the  exer- 
cise of  the  legitimate  functions  of  the  commission,  namely,  its  func- 
tions as  a  rate-making  body '? 

Mr.  PiEz,  But  would  it  not  be  an  endeavor  to  escape  a  very  proper 
and  legitimate  responsibility  to  take  out  of  the  hands  of  the  Inter- 
state Commerce  Commission,  merely  on  the  theory  that- it  might  be 
blacklisted  because  of  an  adverse  decision,  a  function  so  essential  to 
the  conduct  of  the  transportation  system  as  the  determination  of  the 
wages,  and  put  it  into  the  hands  of  a  body  that  has  no  rate-making 
pOAvers,  and  that  has  no  such  broad  view  of  the  situation  and  is  not 
in  as  good  shape  to  control  and  to  merit  the  confidence  of  the  public 
as  the  Interstate  Commerce  Commission  ?  In  the  case  of  the  Emer- 
gency Fleet  Corporation,  of  course,  we  had  a  strike  in  Seattle  which 
lasted  six  or  seven  weeks.  There  we  simply  set  the  case  before  the 
people  of  the  west  coast,  and  the  men  went  back  to  work. 

They  finally  accepted  the  decision  of  the  board.  I  am  satisfied 
that  we  were  wrong  in  the  Emergency  Fleet  Corporation  in  surrender- 
ing our  right  to  determine  the  wages  to  an  absolutely  independent 
body,  and  from  my  experience  there  I  should  most  certainly  decide, 
if  I  were  in  a  similar  position  again,  that  such  a  corporation  should 
reserve  the  right  to  determine  wages  and  should  exercise  control  over 
the  arbitration  board.  We  have  two  large  industries  in  Chicago 
to-day  that  have  surrendered  their  right  to  determine  wages.  One 
is  the  packing  industry,  and  in  that  case  a  Federal  judge  there  lias 
practically  been  authorized  to  set  the  rate.  The  other  is  the  clothing 
industry,  in  which  an  absolutely  outside  individual  or  subordinp.te 
body  has  the  right  to  determine  the  wages.  I  think  that  both  of 
those  industries  have  made  a  very  serious  mistake.  It  is  a  good  deal 
better  for  them  to  sit  down  with  their  employees  and  thrash  out  the 
thing  than  to  absolutely  give  up  the  right  and  accept  as  final  and 
conclusive  the  decisions  of  a  body  that  is  not  directly  concerned  in 
the  conduct  of  the  business  and  with  the  determination  of  prices. 

The  Chairman.  Of  course,  your  plan  would  deny  to  the  employees 
the  right  to  strike? 

Mr.  PiEz.  Yes,  sir.  It  would  on  this  account:  Take  such  a  center 
as  Chicago,  we  simply  could  not  submit  there  to  a  general  railroad 
strike.  It  would  bring  want,  hunger,  and  privation  to  everybody  in 
Chicago  in  a  week.  I  think  that  the  continuitv  of  the  operations 
of  our  railroads  is  so  absolutely  essential  to  the  comfort  and  neces- 
sities of  every  man,  woman,  and  child  in  the  Nation  that  when  we 
have  provided  proper  machinery  to  consider  differences  and  griev- 
ances, machinery  that  we  have  as  a  Nation  to  keep  clean  and  clear 
from  prejudice  and  bias,  then  the  men  who  accept^  employment  in 
the  transportation  system  should  waive  their  right  to  put  the  entire 
Nation  in  peril  by  stopping  operation. 

Mr.  Hamilton.  Will  you  please  restate  briefly  the  provision  which 
you  advocate  in  relation  to  a  labor  board?    I  did  not  catch  it  fully. 
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Mr.  PiEz.  We  recommend  an  addition  to  the  act  which  will  em- 
power and  instruct  the  Interstate  Commerce  Commission  to  appoint 
and  provide  the  necessary  organization  and  funds  for  an  arbitra- 
tion board  consisting  of  six  persons,  two  to  represent  the  public,  two 
to  represent  the  railroad  managements,  and  two  to  represent  railroad 
employees.  This  board  shall,  when  appealed  to  by  either  side — of 
course,  the  primary  adjustment  lies  between  the  railroad  manage- 
ment and  the  men — this  board  shall,  when  appealed  to  by  either  side 
of  a  controversy,  or  upon  failure  of  the  carriers  and  their  employees 
to  agree,  investigate  and  make  a  finding  which  shall  be  final  and 
conclusive  to  both  parties,  subject  only  to  final  appeal  to  the  Inter- 
state Commerce  Commission. 

Mr.  Hamilton.  Now,  is  there  not  a  further  suggestion  there  that 
employees  when  they  enter  the  service  of  railroad  companies  shall 
bind  themselves 

Mr.  PiEz  (interposing).  Yes,  sir;  as  a  part  of  the  machinery  thus 
created  the  employees  of  common  carriers  upon  taking  service  with 
common  carriers  should,  as  a  part  of  the  contract  of  hiring,  accept 
the  provisions  of  this  act  and  subject  themselves  to  the  findings  of 
this  body,  and  waive  their  right  to  strike.  The  right  of  any  indi- 
vidual employee  to  resign  permanently  from  his  employment  shall 
not  be  denied.  That  is  simply  subordinating  them  to  the  general 
good. 

Mr.  Hamilton,  Suppose  a  strike  was  suggested?  Your  idea  is 
that  the  delay  in  the  negotiations  might  carry  the  situation  to  an 
acute  point  even  when  the  striking  employees  might  be  finally  will- 
ing to  accede  to  the  terms  proposed  by  the  Interstate  Commerce 
Commission  ? 

Mr.  PiEz.  Yes,  sir. 

Mr.  Hamilton.  It  might  be  actually  at  that  stage. 

Mr.  PiEz.  Yes,  sir. 

Mr.  Hamilton.  Even  where  they  might  be  willing  to  accede? 

Mr.  PiEZ.  Yes,  sir. 

Mr.  Hamilton.  And  that  would,  of  course,  tie  up  the  industry  as 
you  have  stated  ? 

Mr.  PiEZ.  Yes,  sir.  Of  course,  the  right  to  strike  in  industry  is 
inherent,  and  ought  to  be  granted  to  the  men,  because  it  is  their  only 
weapon ;  but  in  such  an  occupation  as  that  of  transportation,  that  is 
so  absolutely  essential,  after  we  provide  for  propery  machinery--and 
I  do  not  say  that  this  is  wholly  adequate — but  after  we  have  provided 
proper  machinery  we  ought  to  have  the  right  to  say  that  "  If  you 
enter  the  employment  of  this  particular  transportation  system  you 
shall  accept  this  machinery  as  a  part  of  your  contract  of  employment 
and  abide  by  its  decisions,"  which,  in  effect,  without  further  comment, 
would  imply  the  waiving  of  the  right  to  strike.  There  are  2,000.000 
railroad  employees,  and  I  think  they  are  strong  enough  numerically 
and  politically  to  insure  that  no  radical  injustice  and  no  permanent 
injury  to  them  or  their  organization  would  result  from  such  a  submis- 
sion as  that. 

Mr.  Hamilton.  Do  you  think  there  would  be  reluctance  on  the 
part  of  the  employees  to  enter  the  service  under  the  conditions  pre- 
scribed ? 

Mr.  PiEZ.  There  might  be  just  now;  but  with  quite  a  number  of 
industries  such  an  individual  contract  is  in  effect.     It  could  be  mad^ 
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a  time  contract,  for  instance,  and  the  awards  might  be  for  a  certain 
period;  but,  of  course,  that  would  bring  up  at  the  termination  of 
each  period  the  question  of  whether  there  would  be  a  walkout  or 
whether  the  system  would  be  tied  up  or  not.  After  all,  the  public 
must  determine  what  is  fair  compensation,  and  somebody  that  is 
directly  responsible  to  the  public  must  undertake  that  now.  That  is 
our  feeling  in  presenting  these  views. 

Mr.  Hamilton.  I  assume  that  your  organization  has  discussed  the 
different  phases  of  it  very  carefully,  and  this  is  the  best  solution  they 
could  arrive  at? 

Mr.  PiEz.  I  think  this  represents  the  best  solution  that  we  can 
offer. 

I  want  to  record  the  particular  objection  of  the  association  to  the 
Plumb  bill.  I  simply  want  to  record  that.  I  presume  that  you 
gentlemen  have  been  so  swamped  with  the  various  defects  and  incon- 
sistencies in  that  bill  that  no  further  comment  on  my  part  is  neces- 
sary. 

I  promised  to  take  very  little  of  your  time,  and  will  say  no  more. 

Do  you  want  us  to  present  these  views  a  little  more  completely  in 
the  form  of  amendments? 

The  Chairman.  I  think  it  would  be  very  helpful  to  the  committee, 

Mr.  PiEz.  We  will  be  glad  to  undertake  that. 

The  Chairman.  Will  you  send  them  to  the  committee  when  you 
return  the  transcript  of  your  testimony,  which  will  be  sent  to  you  for 
correction  ? 

Mr.  PiEz.  I  will  do  so. 

The  suggested  amendment  is  as  follows: 

Insert,  after  the  word  "  investigation,"  on  tlie  nineteenth  line  of  page  23 
of  the  committee  print  of  the  bill  introduced  in  Congress  as  H.  R.  4378,  the 
following : 

The  commission  shall  appoint  a  board,  to  be  named  "  the  wages 
arbitration  board,  consisting  of  six  persons,  of  whom  two  shall  be 
representatives  of  the  common  carriers  operating  under  this  act, 
two  shall  be  representatives  of  the  employees  of  common  carriers 
operating  under  this  act,  and  two  shall  be  representatives  of  the 
public.  The  commission  shall  appoint  one  of  the  members  of  the 
board  as  chairman.    The  term  of  office  of  the  members  of  the  board 

shall  be .    Appointment  of  members  to  the  wages  arbitration 

board  or  to  fill  vacancies  on  said  board  may  be  made  by  the  com- 
mission at  any  of  its  regular  sessions.  The  salary  of  each  member 
of  the  said  board  sliall  be  $ per  annum,  and  shall  be  pro- 
vided for  by  the  commission,  as  shall  all  funds  for  the  organization 
and  the  carrying  on  of  the  work  of  such  board. 

The  wages  arbitration  board  shall  have  the  power  and  it  shall 
be  its  duty  when  appealed  to  either  by  any  common  carrier  subject 
to  the  provisions  of  this  act  or  by  the  representatives  of  the  em- 
ployees of  any  such  common  carrier  or  when  it  shall  appear  to  said 
board  that  such  common  carrier  and  its  employees  have  failed  to 
agree  in  any  matter  affecting  wages,  hours  of  work,  or  other  con- 
ditions of  employment  to  enter  into  an  investigation  of  the  merits 
of  the  questions  involved  at  hearings  to  be  held  at  any  place  in  the 
United  States  designated  by  the  board. 

It  shall  be  the  duty  of  tlie  board  to  make  findings  based  upon  the 
facts  as  they  shall  appear  at  such  hearings  and  upon  such  findings 
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to  enter  orders  determining  the  manner  in  which  the  controversy 
in  question  shall  be  settled,  stating  the  wages,  hours  of  work,  or 
other  conditions  of  employment  which  the  board  shall  determine 
upon  a  consideration  of  the  said  facts  to  be  just  and  reasonable. 
It  is  further  provided  that  such  findings  and  orders  entered  by  said 
board  shall  be  final  and  conclusive  as  to  such  common  carrier  and 
its  employees,  subject  only  to  a  review  upon  appeal  to  the  Interstate 
Commerce  Commission,  in  which  case  the  decision  of  the  commission 
shall  be  final  in  all  respects. 

That  every  employee  of  any  common  carrier  subject  to  the  pro- 
vicions  of  this  act  shall  enter  into  a  written  contract  or  agree- 
ment of  hiring  with  such  common  carrier  for  periods  of  one  year. 
Such  contract  shall  incorporate  a  provision  under  which  both  par- 
ties thereto  agree  to  accept  the  provisions  of  this  act  and  to  subject 
themselves  to  the  findings  and  orders  of  the  wages  arbitration  board ; 
and  every  such  employee  shall  agree  in  such  contract  to  waive  any 
right  which  he  may  have  to  combine  or  to  join  with  any  other  em- 
ployee or  employees  in  any  so-called  "  strike,"  it  being  provided, 
however,  that  such  provisions  in  such  agreement  shall  not  deprive 
such  common  carrier  of  the  right  to  discharge  any  such  employee  for 
incompetency  or  willful  or  negligent  failure  to  fulfill  his  obliga- 
tions under  such  contract,  and  provided  further  that  such  provisions 
shall  not  interfere  in  any  way  with  the  right  of  any  individual  em- 
ployee permanently  to  leave  the  employment  in  so  far  as  such  right 
exists  under  the  present  law. 

STATEMENT  OF  MR.   GEORGE  R.  NUTTER,   REPRESENTING  THE 
BOSTON  CHAMBER  OF  COMMERCE,  BOSTON,  MASS. 

Mr.  Nutter.  Mr.  Chairman,  I  am  here  with  three  colleagues,  Mr. 
Charles  H.  Jones,  of  the  Commonweath  Shoe  &  Leather  Co.,  of 
Boston;  Mr.  Edward  J.  Frost,  of  William  Filene  Sons  Co..  of 
Boston;  and  Mr.  Everett  Morss,  of  the  Simplex  Wire  &  Cable  Co., 
of  Boston.  We  are  a  committee  of  the  Boston  Chamber  of  Com- 
merce, who  have  come  down  here  to  present  to  you  very  shortly  and 
very  briefly  the  result  of  a  referendum  which  was  held  in  the  cham- 
ber. This  committee,  consisting  of  these  four  and  three  others, 
was  appointed  last  autumn  to  go  over  as  far  as  we  could  the  rail- 
road situation.  We  are  none  of  us  railroad  men;  we  had  no  counsel, 
and  no  railroad  counsel,  and  our  whole  object  was  simply  to  hear 
as  many  points  of  view  as  possible  and  to  make  up  a  list  of  funda- 
mental ideas  which  we  thought  ought  to  underlie  any  legislation  on 
this  subject  and  present  a  report  to  the  chamber,  which  ordinarily 
would  leave  it  to  a  referendum  of  the  members.  This  we  did,  and 
with  the  permission  of  your  committee  I  will  file  the  report  and  will 
not  take  the  trouble  to  read  it.  On  the  basis  of  our  report  we  drew 
up  certain  questions  for  the  referendum  which  we  sent  out  to  the 
members  of  the  chamber.  These  are  always  in  the  form  of  questions 
accompanied  by  arguments  for  and  against.  These  are  sent  to  the 
members,  and  they  are  given  a  period  of  two  or  three  weeks  within 
which  to  send  their  answers.  About  1,000  answers  were  received — 
which  is  about  the  average  number  that  we  receive  from  any  refer- 
endum— out  of  a  membership  of  some  3,800.    I  think  the  easiest  and 
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shortest  way  would  be  for  me  to  read  these  questions  and  the  an- 
swers. They  require  no  elucidation,  in  my  judgment,  or,  at  least, 
very  little. 

The  first  question  is,  "Are  you  in  fa^'or  of  private  ownership  and 
operation  of  the  railroads?  "  to  which  700  replied  in  the  affirmative 
and  58  in  the  negative. 

The  second  question  was,  "Are  you  opposed  to  the  regional  organi- 
zation of  railroads  ?  "  Four  hundred  and  thirty-six  were  so  opposed 
and  185  were  in  favor. 

The  third  question  was  divided  into  two  parts,  as  follows:  "Do 
you  believe,  first,  that  the  management  of  the  railroads  should  be 
returned  to  their  owners  at  once?  "  To  this  question  671  answered 
affirmatively  and  51  negatively. 

The  second  division  of  the  third  question  was,  "  Do  you  believe  that 
the  Government  guaranty  should  continue  on  the  present  basis  until 
December  31,  1919,  in  order  that  such  legislation  may  be  enacted  as 
will  protect  the  railroads  from  the  disastrous  consequences  which 
would  result  from  the  present  relation  of  expenses  to  income?  " 
Seven  hundred  and  twenty  were  in  favor  of  that  and  eight  were 
opposed. 

The  fourth  question  was,  "  Do  you  believe  that  actual  detail  opera- 
tion of  the  railroads  should  be  restored  at  once,  in  order  that  the 
railroad  officials  may  have  an  opportunity  to  rebuild  their  organiza- 
tions before  the  present  arrangement  with  the  Government  ends  ?  " 
Seven  hundred  and  five  were  in  favor  of  that  proposition  and  19 
were  against  it. 

The  fifth  question  included  a  plan  which  we  had  devised  in  lieu 
of  any  better  plan  to  carry  the  railroads  until  the  rate  structure 
could  be  arranged,  so  that  they  could  really  be  restored  to  a  normal 
rate.    This  plan  is  embraced  in  the  following  question : 

Do  you  believe  that  the  Federal  Government  should  during  the  present 
year  provide  a  fund  by  an  increase  of  rates,  preserving  the  present  rate  rela- 
tionship, equal  to  the  probable  railroad  deficit  for  1920,  this  fund  to  be  col- 
lected by  the  railroads  and  turned  over  to  the  Federal  Government  and  to 
be  used  to  reimburse  such  railroads  as  during  1920  failed  to  earn  the  former 
Government  standard  return,  the  surplus  remaining,  if  any,  to  be  held  for  such 
disposition  as  Congress  may  make  of  it  for  the  benefit  of  transportation  facil- 
ities of  the  country?  The  present  Government  standard  return  to  contin^ie 
until  such  increase  in  rates  becomes  effective. 

To  that  question  there  were  580  affirmative  answers  and  91  nega- 
tive answers. 

Our  feeling  with  .regard  to  that  provision  was  that  it  avoided  any 
Government  guaranty  from  the  time  that  the  railroads  were  returned 
to  their  owners,  and  the  members,  as  it  appears  from  the  referendum, 
are  very  strongly  opposed  to  any  Government  ownership  or  Govern- 
ment guaranty  any  longer  than  it  possibly  can  be  helped.  Now,  the 
sixth  question  was  divided  into  five  questions,  as  follows : 

6.  Do  you  believe  that  by  the  end  of  the  present  year,  or  shortly  after,  legis- 
lation should  be  enacted  which  should — 

(a)  Explicitly  direct  the  Interstate  Commerce  Commission  to  authorize  a 
rate  sti'ucture  which  will  produce  sviificient  revenue  to  pay  a  reasonable  return 
on  an  equitable  valuation  of  railroad  property,  and  in  this  way  revive  and 
strengthen  the  credit  of  solvent  railroads? 

To  that  715  answered  ves  and  15  no. 


KETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1497 

(b)  Provide  for  more  thorough  and  effective  supervision  of  the  railroads  by 
the  Interstate  Commerce  Commission,  but  leaving  such  strictly  local  matters 
as  do  not  affect  interstate  commerce  to  the  jurisdiction  of  the  State  railroad 
commissions? 

There  were  646  in  favor  of  that  and  52  against  it. 

(c)  Permit  consolidations,  unifications,  and  joint  use  of  facilities,  when 
shown  to  be  in  the  public  interest,  having  due  regard  to  the  value  of  compe- 
tition ? 

There  were  720  in  favor  of  that  and  9  against  it. 

(d)  Provide  that  the  Interstate  Commerce  Commission  shall  regulate  and 
control  the  issuance  of  securities  and  shall  supervise  all  capital  expenditures? 

There  were  622  in  favor  of  that  proposition  and  76  against. 

(e)  Provide  for  an  increase  in  the  membership  of  the  Interstate  Commerce 
Commission  and  such  a  division  of  its  duties  as  to  insure  a  prompt  settlement 
of  all  questions? 

There  were  669  in  favor  of  that  and  32  against  it. 

The  seventh  question  Avas,  and  there  were  only  eight  in  all : 

Do  you  believe  that,  in  order  to  insure  the  employees  of  the  railroads  receiv- 
ing fair  wages  and  good  working  conditions,  and  to  insure  to  the  public  con- 
tinuous and  eflicient  service — 

(a)  The  employees  of  the  railroads  should  be  given  representation  on  the 
directorates  of  the  railroads,  and  that  coupled  with  this  representation  em- 
ployees should  be  expected  to  recognize  that  with  the  rights  of  management  go 
corresponding  duties  to  the  railroads  and  to  the  public  to  maintain  continuous 
and  efficient  service? 

To  that  446  were  in  the  affirmative  and  157  in  the  negative. 

(&)  A  competent,  impartial,  and  permanent  tribunal  should  be  established, 
representing  all  parties  in  interest,  including  the  public,  to  which  disputed 
questions  as  to  wages  or  working  conditions  could  be  referred? 

There  were  689  in  favor  of  that  proposition  and  33  against  it. 

(c)  The  decisions  of  this  tribunal  should  be  binding  on  all  parties,  and 
pending  its  decision  there  should  be  no  strikes  or  lockouts? 

There  were  693  in  favor  of  that  and  21  against  it. 

I  may  say  with  regard  to  No.  7  that  our  experience  in  Boston  has 
been  very  vivid.  We  have  had,  I  think,  perhaps  more  trouble 
than  in  other  parts  of  this  country — I  hope  so  for  the  sake  of  the 
other  parts.  We  have  had  four  very  important  and  very  burden- 
some strikes,  all  of  which  could  have  been  avoided  and  none  of  which 
seems  to  any  of  us  to  have  been  necessary.  In  the  first  place,  we  had 
a  strike  of  the  telephone  operators,  which  arose,  as  far  as  we  could 
see,  largely  from  the  delay  in  the  award  of  an  increase  of  wages  by 
the  Government.  That  was  finally  patched  up  after  a  great  deal 
of  inconvenience.  We  then  had  a  local  strike  upon  the  elevated  rail- 
way under  very  aggravated  circumstances.  The  Elevated  with  us 
is  in  difficulties  and  public  trustees  are  running  it.  This  matter  be- 
tween the  employees  and  the  trustees  was  submitted  to  the  War 
Labor  Board,  but  the  decision  of  the  War  Labor  Board  was  not 
sufficiently  quick  for  the  employees,  although  only  two  or  three 
weeks  had  elapsed  from  the  time  the  case  was  argued  and  submitted, 
and  although  they  were  assured  that  in  two  weeks  more  there  would 
be  a  decision.  So  we  had  a  strike  which  tied  the  entire  city  up  for 
a  week  until  there  could  be  another  arbitration  arranged  and  put 
through,  under  circumstances  which  I  have  no  hesitation  in  saying 
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conferred  no  particular  honor  or  credit  on  anybody.  In  the  third 
place,  we  have  had  the  shopmen's  strike  on  the  railroads,  which,  as 
far  as  we  can  make  out,  was  due  to  the  fact  that  there  was  not  as 
quick  a  determination  of  the  question  of  their  wages  as  they  would 
have  liked.  This  in  New_  England  was  considerably  more  aggravated 
than  in  other  parts  of  the  country.  When  we  left  Boston  there  was 
a  threatened  policemen's  strike  on  the  ground  that  they  had  decided 
to  become  affiliated  with  the  American  Federation  of  Labor.  As  to 
the  particular  results  of  that,  we  can  not  tell  until  we  return.  There 
was  also  threatening  a  strike  on  the  Bay  State  Trolley  System  be- 
cause the  award  which  I  think  had  been  made  by  the  War  Labor 
Board  was  not  satisfactory  to  the  employees,  and  they  thought  they 
would  strike  again. 

Now,  all  the  members  of  our  committee,  and  I  think  we  are  war- 
ranted in  speaking  for  the  community,  have  the  greatest  sympthy 
Avith  the  employees  of  these  different  industries.  We  recognize  that 
in  most  instances  their  wages  should  have  been  increased,  and  we 
regret  exceedingly  they  were  not  increased  with  such  rapidity  as  they 
would  have  liked,  and  we  do  not  for  a  moment  quarrel  with  anything 
that  will  lead  to  their  having  proper  wages  and  good  working  condi- 
tions. But  as  to  the  method  of  enforcing  their  demands  our  com- 
munit}^,  whatever  it  may  be  elsewhere  in  the  country,  has  become 
thoroughly  convinced  that  something  has  got  to  be  done  in  the  public 
interest  to  stop  it.  In  other  words,  if  we  are  to  go  on  living  in  an 
ordinary  democratic  community,  if  you  will  excuse  me  for  using  that 
overworked  word — if  we  are  to  live  in  an  ordinary  democratic  com- 
munity, we  can  not  be  subjected,  those  of  us  who  have  nothing  what- 
ever to  do  with  the  merits  of  the  controversies  one  way  or  the  other, 
to  perpetual  striking  in  this  way.  There  has  got  to  be  some  way, 
sooner  or  later,  in  which  these  disputes  can  be  settled  and  settled  in 
such  a  way  that  will  be  fair  both  to  the  employees,  the  employers,  and 
the  public ;  and  for  that  reason  we  have  made  these  recommendations. 
We  believe  the  time  is  now — perhaps  the  psychological  time  is  not 
now — but  we  ourselves  think,  so  far  as  our  community  is  concerned, 
that  the  time  is  now,  and  that  there  might  just  as  soon  be  a  show- 
down now  as  a  showdown  later,  and  for  that  purpose  I  urge,  on  be- 
half of  this  committee,  and  on  behalf  of  the  business  interests  which 
this  committee  represents,  some  form  of  legislation  which  will  give 
to  all  employees  their  rights  but  will  not  expose  the  public,  which  has 
been  the  perfectly  innocent  sufferer,  to  all  the  inconvenience,  and  not 
only  inconvenience,  but  suffering,  which  this  form  of  strike  has  en- 
tailed in  our  community  and  is  likely  to  entail  unless  there  is  some 
remedy  provided. 

Mr.  Hamilton.  Have  you  any  suggestion  as  to  how  that  can  be 
accomplished?  Here  is  an  industry,  for  instance,  a  street  car  com- 
pany, and  the  employees  strike  and  the  people  are  very  greatly  in- 
convenienced. You  feel  that  the  strikers  ought  to  have  their  griev- 
ances arbitrated  or  passed  upon  in  some  orderly  way,  and  you  want  to 
prevent  certain  manifestations  during  a  strike.  Have  you  formu- 
lated any  scheme  which  will  obviate  that? 

Mr.  Nutter.  The  only  scheme  we  could  think  of  was  what  we  say 
here,  that  there  should  be,  as  far  as  the  railroads  of  this  country  are 
concerned,  some  form  of  tribunal  before  which  any  difficulty  of  this 
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kind  should  be  brought,  and  pending  a  decision  by  that  tribunal  there 
should  be  no  strike  permitted,  in  the  sense  that  there  should  be  any 
unity  of  action  or  conspiracy,  so  to  speak.  Of  course,  we  do  not  for 
a  moment  contend  that  any  individual  might  not  leave  his  employ- 
ment ;  but  it  has  been  our  experience,  or  at  least  we  think  we  are  war- 
ranted in  saying  that  in  many  of  these  instances  many  of  these  men 
do  not  want  to  strike.  You  take,  for  example,  the  Elevated  strike. 
On  the  night  that  that  Elevated  strike  was  declared — I  was  not 
present  although  I  was  on  a  committee  of  the  chamber  which  fol- 
lowed that  strike  and  took  part  in  the  deliberations  after  it — I  am 
assured  by  various  persons  who  were  present  that  if  there  had  been 
an  Australian  ballot  on  that  question  there  would  have  been  no 
strike. 

In  other  words,  the  decision  was  so  nearly  against  a  strike  that  you 
could  not  clearly  tell  when  the  vote  was  taken  by  a  viva  voce  vote 
that  a  strike  was  favored ;  but  wlien  they  called  for  a  show  of  hands, 
then  the  element  which  was  most  radical,  consisting  largely  of  the 
younger  men,  practically  downed  the  others.  In  other  words,  no 
man  dared  to  stand  up,  or  very  few  of  them,  against  the  feeling  of 
their  fellows,  and  so  a  strike  was  declared.  Therefore,  we  do  not 
for  a  moment  believe  that  if  a  method  of  this  kind  could  be  in- 
vented it  would  meet  with  such  opposition  as  some  people  think 
among  individual  laborers.  It  might  meet  with  opposition  among 
the  leaders  of  labor.  We  do  not  for  a  moment  suggest  that  the 
individual  should  not  leave  his  employment,  but  that  is  very  dif- 
ferent from  what  the  law  would  recognize  practically  as  a  con- 
spiracy to  induce  many  people  all  at  once  to  leave  their  employment. 
It  is  perfectly  possible  to  work  it  out  in  such  a  way  that  if  they 
did  leave  their  employment  in  that  way  those  Avho  persuaded  them 
thus  to  break  their  contracts — because  man}'-  times  it  is  a  collective 
contract  they  are  breaking,  where  they  have  agreed  to  go  on  for  a 
definite  period  but  are  not  going  on  for  that  period — that  those 
Avho  persuaded  them  to  do  that  should  be  subject  to  a  criminal  lia- 
bility or  a  civil  liability,  or  to  both.  Unless  something  of  that  kind 
is  worked  out  the  public  is  going  to  be  so  much  inconvenienced 
that  it  will  be  one  perpetual  series  of  inconveniences. 

Mr.  Cooper.  Canada  has  a  similar  provision. 

Mr.  NuTTEK.  Canada  has  a  similar  provision  under  the  legislation 
of  MacKenzie  King. 

Mr.  Cooper.  Do  j^ou  know  to  what  extent  that  has  worked  out 
successfully?  I  have  been  given  to  understand  that  lately  they 
have  not  paid  much  attention  to  it  up  there. 

Mr.  Nutter.  I  have  been  given  to  understand  the  sarre  thing, 
Mr.  Representative.  I  am  not  sufficiently  familiar  with  the  circum- 
stances to  know  why  that  has  occurred. 

Mr.  Cooper.  In  fact,  I  believe  one  of  the  worst  strikes  we  have 
witnessed  for  some  time  past  was  the  affair  at  Winnipeg  not  long 
ago. 

Mr.  Nutter.  Yes. 

Mr.  Hamilton.  I  am  curious  to  laiow  how  you  can  control  a 
situation  like  that.  You  say  that  no  strike  shall  be  permitted,  yet 
here  is  an  organization  which  has  a  grievance,  or  we  will  assume 
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they  believe  tliey  have  a  gTievance,  and  that  organization  as  a  body 
determines  to  strike. 

Mr.  Nutter.  I  have  myself  a  very  definite  idea  how  that  can  be 
stopped. 

Mr.  Hamilton.  I  would  like  to  hear  it. 

Mr.  Nutter.  I  think  it  can  be  stopped  in  two  ways.  In  the  first 
place,  I  think  it  could  be  stopped  by  holding  the  officers  of  an  in- 
corporated union  liable  criminally  for  conspiracy  in  issuing  any 
such  order;  and,  secondly,  I  think  the  union  itself,  as  far  as  its 
funds  were  concerned,  could  be  rendered  liable  civilly,  or  as  a  matter 
of  a  fine.    The  Danbury  Hatters'  Case  is  not  greatly  dissimilar. 

Mr.  Hamilton.  What  would  you  say  in  case  the  organization  is  not 
incorporated  ? 

Mr.  Nutter.  I  think  such  an  organization  should  be  incorporated, 
but  even  in  that  case  I  see  no  reasons  to  suppose  that  men  could  not 
be  held  criminally  liable  for  the  crime  of  conspiracy  without  incor- 
poration. The  law  punishes  many  things  which  are  done  by  joint 
action  which  it  allows  persons  individually  to  do;  in  other  words, 
the  gist  of  the  criminal  charge  is  the  joint  action,  the  conspiracy. 

Mr.  Hamilton.  You  can  call  it  a  conspiracy,  but  suppose  it  is 
a  cooperation  to  accomplish  what  is  claimed  to  be  a  beneficent 
purpose. 

Mr.  Nutter.  As  I  understand  the  law,  a  beneficent  purpose  does 
not  excuse  illegal  methods. 

Mr.  Hamilton.  Well,  suppose  no  illegal  methods  are  resorted  to. 
but  the  public  is  inconvenienced  by  the  discontinuance  of  the  em- 
ployees in  their  employment. 

Mr.  Nutter.  Illegal  methods  would  be  resorted  to  because  under 
the  law  it  would  be  made  illegal  to  do  any  such  thing. 

Mr.  Hamilton.  I  catch  your  point,  but  still  it  seems  to  me  to  pre- 
sent a  difficult  question. 

Mr.  Nutter.  It  does.  It  does  present  one  of  the  most  difficult 
questions  before  this  countiy  at  the  present  time,  and  we  all  realize 
it;  but  it  presents  a  question  which  is  no  more  difficult  than  many 
other  questions  we  have  settled. 

Mr.  Sims.  Do  you  think  it  is  per  se  criminal  for  labor  or  anybody 
else  to  confer  together  and  determine  what  is  best  for  their  interest, 
and  then  by  concert  action  follow  that  method.  I  do  not  mean  to 
the  extent,  of  course,  of  pulling  up  tracks  or  destroying  propert3\ 

Mr.  Nutter.  No  ;  I  think  in  the  absence  of  legislation  it  is  not. 

Mr.  Sims.  Do  you  think  you  could  make  it  a  crime  in  the  public 
mind  to  do  that  which  in  the  public  mind  constitutes  no  offense  in 
morals  or  in  law? 

Mr.  Nutter.  But  it  does  constitute  an  offense. 

Mr.  Sims.  How  is  that? 

Mr.  Nutter.  So  far  as  the  public  mind  of  our  community  is 
concerned. 

Mr.  Sims.  The  public  mind  of  some  communities  might  be  differ- 
ent from  some  other  communities,  but  in  this  body  we  all  have  to 
act  together. 

Mr.  Nutter.  That  is  true,  and,  of  course,  I  can  only  speak  for  my 
own  community. 

Mr.  Sims.  Suppose  it  should  be  held  a  crime  for  a  body  of  citizens 
who  are  entitled  to  vote  to  hold  meetings  and  agree  to  vote  for  cer- 
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tain  candidates  of  certain  parties  but  that  they  might  individually 
do  as  they  please.  Do  you  think  the  public  would  ever  regard  that 
as  a  crime? 

Mr.  Nutter.  No;  that  is  a  different  question. 

Mr.  Sims.  No;  this  other  is  just  as  harmless. 

Mr.  Nutter.  No,  sir. 

Mr.  Sims.  Why  not?  They  are  both  doing  that  which  they  think 
is  in  the  public  interest. 

Mr.  Nutter.  I  must  disagree  with  you  on  the  question  whether 
labor  unions  act  in  the  public  interest. 

Mr.  Sims.  I  am  not  talking  about  what  they  do  but  the  propo- 
sition that  as  a  body  or  as  a  union  they  do  not  think  they  are  getting 
the  wages  they  ought  to  have  or  proper  living  conditions,  and  they 
talk  together  and  among  themselves  and  agree  that  the}'  ought  to 
have  an  increase  of  10  per  cent  in  wages  and  talk  that  over  with  the 
employers  and  the  employers  won't  agree  to  give  it,  and  then  they 
say,  "  If  you  do  not  give  us  what  we  demand  we  will  have  to  quit  and 
go  to  some  other  employer  " — that  is  not  malum  in  se  and  is  not  an 
evil  in  itself. 

Mr.  Nutter.  No.  You  make  it  a  general  proposition  applicable  to 
all  people,  and  I  agree  with  you  in  that;  but  I  think  the  railroads 
of  the  country  can,  under  the  interstate  clause  of  the  Constitution, 
be  made — and  in  fact  are — either  an  absolute  public  utility  or  a 
quasi  public  utility.  Now,  if  by  law  a  man  takes  a  position  in  such 
a  utility  he  knows  in  advance  that  if  he  has  any  difficulty  with  his 
wages  or  with  his  working  conditions  he  has  a  perfect  right  to 
combine  with  his  fellows,  because  that  right  he  certainly  ought  to 
have — the  right  collectively  to  present  grievances — but  that  those 
grievances  should  be  passed  on,  if  they  can  not  be  arrived  at  by 
agreement  between  himself  and  the  railroad  heads,  by  some  impar- 
tial tribunal.  I  see  nothing  that  the  community  would  not  back  up 
in  the  further  provision  that  until  there  has  been  some  such  deci- 
sion by  a  tribunal  the  employees  should  not  take  the  law  into  their 
own  hands  by  striking.  For  example,  if  I  have  a  difficulty  with 
another  man  I  do  not  proceed  to  assault  him ;  I  do  not  proceed  to  do 
this  or  that  or  do  many  things  which  under  some  ideas  of  liberty 
I  ought  to  have  a  right  to  do.  Why?  Because  the  community  has 
come  to  the  conclusion  that  the  only  possible  way  in  which  it  can 
live  and  get  on  and  have  the  rights  of  all  the  people  served  is  by 
having  disputes  of  that  kind  arbitrated,  if  you  want  to  call  it  that, 
but  settled  by  a  court;  and  that  until  the  court  settles  it  a  man  has 
not  the  right  to  take  the  law  into  his  own  hands. 

Mr.  Sims.  You  call  it  a  dispute,  but  I  am  not  talking  about  dis- 
putes, because  that  is  where  persons  differ  as  to  facts,  and  so  on. 

Mr.  Nutter.  Those  have  to  all  be  tried  out. 

Mr.  Sims.  But  these  men  get  together  and  say,  "  We  can  not  serve 
any  further  with  this  railroad  unless  we  can  get  10  per  cent  increase 
in  our  wages."  Now,  they  have  determined  that,  and  it  is  a  matter 
for  them  to  determine. 

Mr.  Nutter.  Certainly. 

Mr.  Sims.  It  is  not  a  matter  for  somebody  else  to  determine.  The 
only  dispute  I  can  see  would  be  if  there  was  some  question  of  fact 
that  was  in  disagreement. 
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Mr.  Nutter.  The  ultimate  question  of  fact  is,  What  is  a  fair  wage 
under  the  circumstances? 

Mr.  Sims.  I  understand  that;  but  suppose  these  gentlemen  say, 
"  We  can  not  live  without  having  10  per  cent  more,"  and  the  owners 
of  the  property  say,  "We  can  not  pay  it  and  continue  to  operate; 
our  conditions  are  such  now  that  we  can  not  pay  that  and  continue 
operation."  I  do  not  see  any  dispute  about  that.  It  is  just  a  question 
of  whether  you  want  to  go  ahead  and  work  or  not.  Now,  you  make 
it  a  crime  for  them  to  do  that  by  agreement  or  by  concert  of  action ; 
but  it  is  altogether  tolerable  and  permissible  if  each  man  should  do 
that  without  agreeing  to  do  it  with  anybody  else.  - 

Mr.  Nutter.  Under  the  MacKenzie  King  legislation,  as  I  under- 
stand it.  a  strike  was  prohibited  until  there  was  a  decision  by  the 
tribunal. 

Mr.  Sims.  Did  they  voluntarily  agree  to  refer  it  to  arbitration 
themselves? 

Mr.  Nutter.  They  would.  If  a  man  goes  into  the  employment  of 
a  public  utility,  under  a  law  such  as  I  have  been  suggesting,  he  goes 
in  Avith  an  agreement  that  he  will  refer  it. 

Mr.  Sims.  It  is  an  agreement  that  may  be  enforced  by  a  suit  for 
breach  of  contract  and  for  damages,  and  that  is  the  only  way  you 
can  ever  enforce  an  ordinary  agreement.  You  do  not  imprison  any- 
body for  that. 

Mr.  Nutter.  No. 

Mr.  Sims.  Imprisonment  for  debt  has  been  abolished  all  over  the 
world. 

Mr.  Nutter.  But  you  enforce  it  by  specific  performance. 

Mr.  Sims.  That  is  what  I  am  coming  to.  You  can  force  men  to 
carry  out  a  contract,  but  can  you  force  them  to  do  physical  work. 

Mr.  Nutter.  No;  you  can  not,  of  course,  because  you  can  bring 
a  horse  to  the  water  but  nobody  can  make  him  drink.  But  on  the 
other  hand,  if  you  put  them  in  a  position  so  they  will  have  to  pay 
damages,  you  go  a  long  way  toward  curing  a  good  deal  of  this 
trouble. 

Mr.  Sims.  How  would  you  make  a  man  pay  damages  if  he  did  not 
have  any  money? 

Mr,  Nutter.  The  labor  unions  all  have  money  if  they  are  incor- 
porated. 

Mr.  Sims.  But  if  the  laborers  decide  they  can  not  live  or  continue 
on  their  present  wages,  then  you  are  going  to  hold  them  criminally 
liable  and  penalize  them  and  make  them  continue  that  work  until  a 
specific  time  or  until  some  board  has  passed  on  whether  they  ought 
to  have  it  or  not. 

Mr.  Nutter.  Yes.  There  is  no  question  at  all,  in  my  mind,  that 
by  the  incorporation  of  the  unions  you  would  find  considerable 
amount  of  property.  All  these  people  pay  in  from  time  to  time  so 
much  money,  and  all  these  strikes  have  to  be  financed  and  they  cost 
very  large  amounts  of  money. 

Mr.  Sims.  If  the  property  of  a  railroad  or  other  corporation  is 
injured  by  a  strike,  or  if  there  is  a  breach  of  contract,  and  the 
strikers  have  the  money,  they  can  be  reached  by  law. 

Mr.  Nutter.  You  could  not  do  that,  sir,  because  I  doubt  very 
much,  in  the  first  place,  as  a  practical  matter  if  anybody  wlio  was 
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not  able  to  ride  on  a  train  or  to  send  his  freight  on  a  train  would 
ever  think  of  suing,  and  I  doubt  if  he  could  recover  as  a  matter 
of  law ;  but  even  if  he  can,  it  is  a  matter  which  would  be  extremely 
burdensome  and  difficult. 

Mr.  Sims.  But  handcuffs  are  always  practical.  You  can  arrest  a 
man  and  put  handcuffs  on  him  and  put  him  in  jail. 

Mr.  Nutter.  I  do  not  think  the  man  could  be  handcuffed. 

Mr.  Sims.  That  is  what  criminal  procedure  means.  If  they  were 
destroying  property  or  preventing  the  owners  of  the  property  from 
operating  the  property,  or  getting  other  people  to  take  their  places, 
or  doing  any  unlawful  act,  then  the  criminal  law  would  apply,  but 
if  you  are  going  to  force  involuntary  servitude  upon  a  serving  per- 
son by  reason  of  breach  of  contract,  it  looks  to  me  like  Lincoln  lived 
in  vain,  and  we  might  just  as  well  have  chattel  as  economic  slavery, 
as  they  do  not  differ  very  much. 

Mr.  Nutter.  I  do  not  see  any  involuntary  servitude  because  a  man 
need  not  go  into  the  employment  of  a  public  utility  unless  he  is  will- 
ing to  submit  to  the  rules  and  regulations. 

Mr.  Sims.  His  entering  the  service  is  voluntary. 

Mr.  Nutter.  Absolutely,  and  if  he  goes  into  the  service  by  his 
voluntary  act,  and  finds  there  a  certain  rule  and  regulation,  it  is 
perfectly  voluntary  for  him  to  obey  that.  • 

Mr.  Sims.  Of  course,  nobody  would  encourage  the  terrible  results 
that  sometimes  follow  from  strikes,  as  far  as  that  is  concerned,  and 
I  suppose  the  strikers  do  not  resort  to  it  until  it  is  the  last  resort. 

Mr.  Nutter.  I  am  sorry  to  differ  with  you  there.  They  have  in 
our  community  resorted  to  it  long  before  it  was  necessary.  Every 
strike  I  have  mentioned  was  a  strike  where  they  had  agreed  to 
arbitrate — or  several  of  them  were,  I  will  not  say  all  of  them.  The 
L  strike  was  and  the  shopmen's  strike,  I  think,  was  where  they  had 
agreed  to  submit  to  arbitration  and  had  agreed  not  to  strike  until  the 
award  was  made,  and  they  struck  because  the  award  was  not  made 
as  quickly  as  they  would  have  liked  to  have  it  made.  That  was  the 
whole  point  in  the  L  strike,  and  I  know  that  myself,  because  I  was 
on  a  committee  in  connection  with  it. 

Mr.  Sims.  I  am  not  undertaking  to  justify  every  strike  that  has 
taken  place,  but  you  are  asking  Congress  to  do  something  which  it 
seems  to  me  is  very  doubtful  whether  it  has  the  power  to  do  under 
the  Constitution,  and  that  is,  compulsory  arbitration  and  compul- 
sory service  during  compulsory  arbitration,  and  it  seems  to  me  that 
that  is  asking  a  great  deal. 

Mr.  Nutter.  Congress  has  already  decided — perhaps  not  Congress, 
but  many  of  the  legislatures  have  decided  that  a  man  can  not  work 
more  than  a  certain  number  of  hours. 

Mr.  Sims.  Oh,  no ;  there  is  no  law  that  prevents  a  man  from  work- 
ing more  than  a  certain  number  of  hours. 

Mr.  Nutter.  The  law  in  our  State  prevents  a  woman  from  work- 
ing more  than  a  certain  number  of  hours. 

Mr.  Sims.  That  is  a  public  health  law  or  a  police  regulation. 

Mr.  Nutter.  Yes ;  and  so  is  this. 

Mr.  Sims.  Congress  has  passed  no  law  to  prevent  men  from  work- 
ing as  many  hours  as  they  want  to.  It  has  passed  such  a  law  with 
reference  to  child  labor.    I  thought  you  had  reference  to  the  Adam- 
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son  8-hour-day  law,  but  under  that  law  they  can  work  all  they  want 
to  over  the  eight  hours. 

Mr.  NuTiER.  Yes;  I  understand  the  Adamson  law,  of  course,  and 
it  only  provided  a  method  of  determining  wages  which  was  eight 
hours  to  the  day. 

Mr.  Sims.  I  do  not  question  your  motives  a  particle  and  I  laiow 
that  you  feel  under  the  irritation  of  these  strikes  like  almost  any- 
thing would  not  be  too  severe,  but  we  have  got  to  look  at  the  Nation 
as  a  whole,  and  there  is  continually  being  presented  to  us  the  state- 
ment that  we  must,  by  compulsion  of  law,  authorize  rates  that  will 
be  so  attractive  to  investors  as  will  bring  in  sufficient  money  to  sup- 
port the  railroads  and  support  their  credit,  and  all  that  sort  of 
thing.  We  never  once  think  about  resorting  to  a  compulsory  re- 
quirement of  investment  in  securities  or  anything  of  that  sort,  but 
only  compulsion  to  make  the  securities  attractive.  Why  not  make 
the  service  to  the  employee  attractive  as  well  as  make  the  investment 
attractive  ? 

Mr.  Nutter.  Certainly ;  I  agree  with  you. 

Mr.  Sims.  Both  have  to  be  done  in  the  same  way,  by  rates  and 
charges. 

Mr.  Nutter.  We  agree  with  that  and  we  say  here  that  we  want 
them  to  have  fair  wages  and  good  conditions  of  work. 

Mr.  Sims.  Self-determination  cuts  some  figure  in  this  thing.  If 
these  laborers  determine  for  themselves  that  they  must  strike  if  they 
do  not  get  a  certain  amount,  why  not  pay  it  under  protest  and  then 
take  action  to  recover  it  back  or  adjust  it  afterwards.  The  taxpayer 
has  to  pay  under  protest  and  take  his  chances. 

Mr.  Nutter.  It  would  be  very  difficult,  I  should  think,  to  recover 
from  a  man  his  daily  wages  after  he  spends  them. 

Mr.  Sims.  You  would  not  lose  anything  more  than  whatever  the 
increase  was,  and  would  not  that  be  better  than  having  all  this 
trouble  and  having  the  men  wear  handcuffs  ? 

Mr.  Nutter.  I  do  not  think  anybody  would  advocate  the  handcuffs. 

Mr.  Sims.  I  never  hear  that  side  represented.  I  never  hear  from 
anybody  except  the  public  which  is  inconvenienced,  and  there  is  no 
doubt  about  that.  The  public  is  inconvenienced  because  men  will  not 
lend  their  money  to  the  railroads  at  3  per  cent,  so  they  can  get  all 
the  money  they  want.  The  public  is  greatly  inconvenienced  by  that, 
but  we  can  not  prevent  all  inconvenience  by  legislation. 

Mr.  WiNSLOw.  Judge,  was  not  the  last  utterance  of  the  President 
in  respect  of  this  matter  in  favor  of  compulsory  arbitration  ? 

Mr.  Sims.  I  did  not  catch  that. 

Mr.  WiNSLOw.  Was  not  the  last  utterance  of  the  President  on  this 
matter  in  favor  of  compulsory  arbitration? 

Mr.  Sims.  I  do  not  know  that  I  know  what  the  last  utterance  of 
the  President  was. 

Mr.  Cooper.  Judge,  in  reference  to  one  statement  you  made  a  mo- 
ment ago,  here  ar^  the  railroads  of  the  country,  which  are  public 
utilities;  do  you  not  think  that  inasmuch  as  the  railroads  are  the 
very  life  blood  of  the  Nation,  as  the  President  said,  that  before  these 
employees  strike  they  ought  to  be  willing  to  submit  their  case  to  an 
impartial  tribunal? 

Mr.  Sims.  Do  you  mean  the  right  to  strike  or  the  right  to  the  in- 
crease ? 
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Mr.  Cooper.  In  other  words,  it  seems  to  me  that  it  is  very  often 
pretty  hard  for  the  employer  and  the  employee  to  get  together,  but 
there  have  been  a  good  many  of  these  strikes  settled  by  a  third  party. 
Now,  is  tliere  any  objection  to  these  two  parties  in  question  getting 
together  with  a  third  party  and  trying  to  settle  it  in  a  peaceful 
manner  ? 

Mr.  Sims.  I  do  not  see  any  reason  why  anybody  should  object  to 
that,  but  I  am  not  talking  about  that. 

Mr.  Cooper.  You  made  a  statement  a  moment  ago  about  a  certain 
class  of  railroad  employees  deciding  to  strike. 

Mr.  Sims.  No  ;  deciding  they  must  have  higher  wages. 

Mr.  Cooper.  And  you  did  not  say  anything  about  their  submitting 
their  case  to  a  tribunal? 

Mr.  Sims.  No  ;  not  at  all. 

Mr.  Cooper.  And  you  intimated  that  if  they  did  not  get  the  wages, 
strike  we  go. 

Mr.  Sims.  Not  at  all.  I  do  not  suppose  any  human  being  on  earth 
would  want  to  submit  the  question  of  whether  they  can  live  on  what 
they  are  receiving  or  not  to  any  tribunal.  Whenever  anybody  else 
has  to  say  how  much  I  shall  eat  or  what  I  shall  have  to  wear  in  this 
country,  then  I  want  to  go  to  some  other  place. 

Mr.  Merritt.  Mr.  Nutter,  I  am  going  to  read  you  an  opinion  or 
suggestion  from  the  President  of  the  United  States,  and  then  part 
of  an  opinion  of  one  of  the  Justices  of  the  Supreme  Court,  and  then 
a  suggestion  from  a  gentleman  who  lias  written  me  to  see  whether 
you  agree  with  the  President  and  the  Supreme  Court,  and 

Mr.  Nutter.  I  have  to  agree  with  the  latter,  sir. 

Mr.  Merritt  (continuing).  And  whether  you  think  the  sugges- 
tions of  my  friend  carries  out.  In  the  message  of  the  President  in 
1916  this  occurs  as  a  suggestion. 

Fifth.  An  amendment  of  tlie  existing  Federal  statute  wliicli  provides  for 
tlie  mediation,  conciliation,  and  arbitration  of  such  controversies  as  the  pres- 
ent by  adding  to  it  a  provision  that,  in  case  the  methods  of  accommodation 
now  provided  for  should  fail,  a  full  public  investigation  of  the  merits  of  every 
such  dispute  shall  be  instituted  and  completed  before  a  strike  or  lockout  may 
lawfully  be  attempted. 

In  the  case  of  Wilson  against  New,  which  I  think  Judge  DeAvalt 

deferred  to  yesterday 

Mr.  Nutter   (interposing).  The  Adamson  bill  decision. 
Mr.  Merritt  (continuing).  Mr.  Justice  McReynolds  says  this: 

It  follows  as  of  course  that  Congress  has  power  to  fix  a  maximum  as  well 
as  a  minimum  wage  for  trainmen;  to  require  compulsory  arbitration  of  labor 
disputes  which  may  seriously  and  directly  jeopardize  the  movement  of  inter- 
state traffic ;  and  to  take  measures  effectively  to  protect  the  free  flow  of  such 
commerce  against  any  combination,  whether  of  operatives,  owners,  or  strangers. 

Now,  my  friend  has  suggested  a  bill  to  carry  that  out,  and  I  will 
not  read  the  whole  of  it,  but  the  concluding  section  is  as  follows : 

Pending  the  conduct  and  conclusion  of  any  investigation  by  a  commission 
herein  authorized,  the  submission  of  its  report  to  the  President  and  publication 
by  him,  any  combination,  agreement,  or  conspiracy  by  or  between  either  or 
both  of  the  parties  to  the  controversy,  or  between  two  or  more  persons  acting 
on  their  behalf,  with  their  knowledge  and  consei\t  or  at  their  instigation,  the 
necessary  purpose  or  effect  of  which  is  to  prevent,  interrupt,  obstruct,  or  inter- 
fere with  the  operation  of  a  common  carrier,  the  employees  and  employers  of 
which  are  parties  to  the  controversy,  is  hereby  declared  to  be  a  felony.  Any 
person  convicted  of  the  same  shall  be  subject  to  a  fine  of  not  more  than  $5,000, 
or  imprisonment  for  not  more  than  three  years,  or  both  fine  and  imprisonment. 
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Do  YOU  agree  with  the  President  as  to  his  suggestion? 

Mr.  NuriER,  Yes,  sir.  I  understood  that  afterwards  the  Presi- 
dent presented  before  Congress  the  drafts  of  two  bills.  I  have  not 
the  language  of  them  in  mind,  but  I  think  they  were  along  the  line 
you  have  mentioned. 

Mr.  Sims.  Mr.  Chairman,  you  will  remember  that  a  bill  was  in- 
troduced by  Chairman  Adamson  following  that,  and  it  was  sup- 
posed to  have  been  drafted  by  Mr.  Todd,  who  was  then  in  the  De- 
partment of  Justice,  and  we  had  a  long  hearing,  and  I  suppose  if  I 
said  one  time  I  said  fifty  times  that  under  no  circumstances  would  I 
support  it,  although  it  was  said  to  be  reconmiended  by  the  Admin- 
istration— I  mean  the  compulsoiy  feature  of  it. 

Mr.  Merritt.  Do  you  think  a  bill  substantially  such  as  I  have 
read  would  be  effective? 

Mr.  Nutter.  Effective  or  effected? 

Mr.  ISIerritt.  Effective. 

Mr.  Nutter.  Well,  I  should  like  to  see  it  tried,  I  think  we  have 
got  to  come  to  something  of  that  kind,  and  I  think  there  is  no  ques- 
tion, from  the  decision  in  the  Wilson  and  New  Case  that  Congress 
has  got  power  under  the  Interstate  Commerce  clause  to  pass  some 
such  bill.  There  seems  to  be  no  question  about  it  from  the  Presi- 
dent's recommendation  or  the  President's  suggestion,  and  I  think 
he  went  further  than  that.  I  think  he  laid  before  Congi'ess  the  ac- 
tual language  of  a  bill.  I  do  not  recall  whether  the  language  which 
your  friend  uses  was  in  the  bill  which  he  laid  before  Congress  or 
not,  but  it  was  along  those  general  lines  and  he  recommended  it. 
Now,  it  seems  to  us  the  time  has  come  to  try  it  or  to  try  something, 
at  all  events. 

Mr.  Merritt.  Do  you  think  public  opinion  is  now  in  condition  to 
support  legislation  of  that  sort? 

Mr.  Nutter.  It  is  in  our  community,  and  it  is  rapidly  becoming  so, 
I  should  say.  but  it  is  very  difficult  for  one  to  co]ne  to  any  conclu- 
sion about  public  opinion  except  in  his  own  community.' 

Mr.  Cooper.  "V\niat  effect  do  you  believe  that  provision  would  have, 
which  you  have  just  read,  if  you    leave  out  the  last  clause? 

Mr.  Nutter.  Wliich  provision? 

Mr.  Cooper.  Relative  to  disputes.  The  part  of  the  provision  you 
read  I  have  reference  to  is  that  this  tribunal  to  ti^y  and  adjust  labor 
disputes,  questions  of  wages,  and  so  forth,  leaving  out  that  last 
clause  which  makes  it  a  crime  if  there  be  a  strike  or  a  lockout,  leav- 
ing out  that  last  clause,  what  effect  do  you  think  such  a  provision 
as  that  would  have  ? 

Mr.  Nutter.  I  think  it  would  have  a  very  mild  effect.  For  in- 
stance, in  the  State  of  Massachusetts  we  have  a  State  board  of  arbi- 
tration which  has  no  power  to  do  anything  except  to  offer  its  serv- 
ices, with  the  result  that  in  many  instances,  I  might  say,  speaking, 
perhaps  hastily,  that  nobody  cares  for  any  such  advice  that  is  thrown 
in  upon  them  without  any  effective  way  of  making  it  good  for  any- 
thing. I  do  not  see  how  that  would  be  very  effective ;  it  would  be 
very  mild. 

Mr.  Cooper.  Is  it  not  a  fact  that  a  great  many  of  these  labor  dis- 
putes are  settled  through  a  third  party  ? 

Mr.  Nutter.  Yes,  sir ;  there  is  no  question  about  that. 
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Mr,  Cooper.  A  few  dajs  ago  a  representative  of  one  of  the  rail- 
road brotherhoods,  who  is  on  one  of  the  adjusting  boards  under  the 
Eaih'oad  Administration,  if  I  remember  correctly,  said  that  they 
had  a  great  many  hundreds  of  cases  of  questions  before  their  com- 
mittee since  the  railroads  had  been  taken  over  bj'  the  Government, 
and  I  think  he  said  there  were  only  one  or  two,  not  more  than  three, 
that  they  had  not  been  able  to  adjust  in  a  very  satisfactory  manner. 

Mr.  Nutter.  I  see  no  objection  at  all  to  some  provision  with  re- 
gard to  wage  disputes,  such  as  prevails  in  various  parts  of  the  coun- 
try in  regard  to  suits  upon  policies  of  insurance  where,  as  a  condition 
precedent  to  suit,  an  arbitration  should  be  arranged  by  the  parties 
themselves,  and  on  the  refusal  of  either  side  to  submit  the  dispute 
to  arbitration  it  should  go  before  this  tribunal.  "We  are  not  in  favor 
of  anything  that  will  stir  up  trouble.  What  we  want  is  peace.  We 
do  not  want  more  opportunities  for  war. 

]\Ir.  Cooper.  In  my  mind  better  results  would  be  accomj)lished 
if  tlie  last  clause  in  the  provision  were  omitted. 

Mv.  Nutter.  It  is  a  mere  question  of  degree.  It  might  be  that  it 
would  w^ork  just  as  well  without  that,  though  it  hardl}"  seems  prob- 
able. 

Mr.  Cooper.  There  are  not  enough  penitentiaries  and  jails  in  the 
country  to  hold  the  men. 

Mr.  Nutter.  I  do  not  think  so.  I  do  not  think  it  would  go  to  that 
extent.  There  are  many  laws  on  the  statute  books  of  which  we  never 
convict  anybody,  because  nobody  is  foolish  enough  to  try  any  such 
thing  with  the  possibility  of  being  convicted. 

Mr.  Cooper.  I  am  very  anxious  to  see  something  done  along  that 
line  if  it  can  possibly  be  worked  out. 

Mr.  Nutter.  I  want  to  also  say  this  very  emphatically,  our  com- 
mittee and  our  chamber  are  ver}'  sympathetic  with  the  necessities  of 
these  employees.  Take,  for  example,  the  L  men.  I  think  strongly 
that  the  decision  which  came  out  which  gave  them  eight  hours  and 
increased  their  wages  would  probably  be  backed,  certainly  by  me. 
I  thought  it  was  quite  just.  It  is  purely  the  method  in  arriving  at 
the  conclusion  and  not  the  conclusion  itself  with  which  we  would 
disagree.  I  think  many  of  those  men  are  underpaid.  I  think  many 
of  them  might,  perhaps,  be  paid  differently:  at  least  they  all  seem 
to  be  paid  about  the  same,  no  matter  what  kind  of  work  thev  do. 
I  think  in  many  instances  tliere  should  be  changes.  But  the  public 
is  inconvenienced  by  these  strikes,  and  all  we  ask  for  is  that  there 
should  be  some  method  devised  by  wdiieh  men  should  not  strike. 

Mr.  Cooper.  Do  you  think  that  there  should  be  a  limitation  of 
time  as  to  how  long  these  disputes  should  pend  ? 

Mr.  Nutter.  I  do  not  see  any  particular  necessity  for  time.  You 
mean  a  limitation  on  the  length  of  time  of  a  strike  ? 

Mr.  Cooper.  No.  Suppose  there  is  dispute  and  it  is  submitted 
to  this  tribunal,  should  there  be  a  limitation  of  time  as  to  when  it 
shall  report  its  findings? 

Mr.  Nutter.  I  am  also  ready  to  add  that  the  tribunal  should  re- 
port its  findings  within  a  certain  time.  In  many  of  these  cases  we 
would  not  have  had  any  strikes  if  the  tribunal  had  moved  faster, 
without  attempting  to  criticize  the  tribunal  for  not  having  moved 
faster.     But  there  is  this  to  add,  almost  all  of  these  awards  are 
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retroactive,  and  unless  a  man  is  in  dire  want  it  is  a  matter  of  indiffer- 
ence whether  he  gets  it  this  week  or  next,  provided  he  gets  it  in  a 
kimp  when  he  does  get  it.  At  the  same  time,  I  do  not  have  any 
opinion  as  to  whether  tliere  should  be  a  limitation  or  not;  a  fair 
amount  would  be  all  right. 

Mr.  Sims.  You  Jiave  sovereign  power  in  Boston;  why  rot  do  it 
there  ? 

Mr.  Nutter.  Not  in  Boston ;  we  have  in  Massachusetts. 

Mr.  Sims.  I  mean  in  the  State;  it  can  pass  any  law  that  it  sees 
proper  ? 

Mr.  Nutter.  Of  course,  the  State  may.  We  merely  make  this  sug- 
gestion here  because  it  is  entirely  different  in  the  case  of  railroads. 
They  are  under  the  United  States. 

There  is  just  one  further  thing. 

Mr.  Hamilton.  I  do  not  want  to  occupy  any  time.  My  recollec- 
tion is  that  your  question  5  provided  a  fund  to  be  collected  for  some 
purpose.    Will  you  kindly  restate  the  gist  of  that  ? 

Mr.  Nutter.  Yes,  sir.  Our  idea  is,  of  course,  if  you  transfer  these 
roads  back  into  private  ownership  without  making  some  provision, 
many  of  them  will  go  into  the  hands  of  receivers,  that  we  should  be  in 
a  worse  financial  condition.  Our  idea  was,  in  the  first  place,  that 
Government  regulation  should  continue  during  the  remainder  of 
this  year,  assuming  now  that  the  railroads,  in  accordance  with 
the  President's  recommendation,  should  be  returned  to  their  owners 
December  31  next.  It  will  take  some  time  to  effect  a  rate  structure. 
A  railroad  rate  structure  does  not  grow  up  like  a  nuishroom,  over- 
night. It  will  take  some  considerable  time  all  over  the  country. 
The  Interstate  Commerce  Commission  will  undoubtedly  take  the 
whole  of  1920  in  trying  to  arrange  a  structure  of  rates  to  take  care 
of  this  condition.  According  to  our  idea,  something  has  to  be  done 
between  the  guarantee,  which  ceases  on  December  31  and  the  time 
when  the  rate  structure  comes  into  effect.  We  do  not  want  to  con- 
tinue the  Government's  guaranty.  The  Government's  guaranty  dur- 
ing that  period  would  to  a  considerable  extent  be  the  Warfield 
plan,  only  it  is  not  a  6  per  cent  guaranty.  We  say  to  carry  the 
roads  to  such  a  point  that  the  rates  should  be  raised  so  that  the 
excess  over  the  present  rates  will  constitute  a  fund  which  will  be 
sufficient  to  take  care  of  the  Government's  standard  return.  Then 
let  it  go  to  those  roads  that  can  not  make  enough  for  the  one  year. 
You  might  call  it  an  increase  of  rates  that  would  provide  a  fund 
for  that  year.  We  do  not  want  it  to  continue  on  any  longer  than  we 
can  help. 

8.  Do  you  believe  that  the  stockholders  of  the  various  railroads 
should  elect,  subject  to  the  approval  of  the  Interstate  Commerce 
Commission,  at  least  one  of  its  board  of  directors,  who  shall  serve 
as  a  representative  of  the  public  interest? 

Our  theory  there  was  this:  Of  course,  the  old  idea  of  a  railroad 
was  very  crude,  a  lot  of  men  got  together  and  put  in  money.  They 
obtained  a  charter  for  the  road,  built  it,  and  hired  people  to  run 
it.  It  was  not  very  dissimilar  from  the  boot  and  shoe  business  or 
any  other  business.  The  modern  idea  of  a  railroad  is  entirely  dif- 
ferent. There  are  really  three  parties  in  interest,  capital,  labor,  and 
the  public,  and  this  modern  conception  recognizes  the  right  and 
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also  the  obligation  of  each  of  them.  We  have  had  bitter  experience 
in  New  England  with  boards  of  directors,  run  very  largely  by 
bankers,  without  casting  any  reflection.  Our  suggestion  is  that 
labor  should  have  a  representative  on  the  board  of  directors,  because 
in  that  way  we  think  that  some  of  these  disputes  would  be  bridged 
over,  by  giving  all  the  facts  to  labor,  without  concealing  anything  on 
the  inside,  and  coincidently  we  feel  that  the  public  interest  should 
he  represented  on  the  board  by  some  one  approved  by  the  Interstate 
Commerce  Commission,  who  would  look  after  the  public  interest. 
Then  you  would  have  those  elements  represented  on  the  board.  The 
board,  of  course,  would  be  really  elected  by  the  stockholders.  We 
believe  that  those  persons  will  produce  most  efficiency  who  are  the 
last  people  to  get  a  return  on  their  money.  If  you  are  a  common 
stockholder  and.  you  have  to  pay  the  preferre<;t  stockholders  and 
you  have  to  pay  wages,  and  until  those  people  are  paid  you  do  not 
got  anything,  you  are  probably  the  man  best  and  most  efficient  to 
run  the  concern.  No  man  would  want  to  have  common  stock  in  a 
concern  where  the  preferred  stockholders  ran  it  and  all  they  were 
interested  in  was  getting  7  or  8  per  cent  on  their  stock. 

The  Chairman.  Mr.  Nutter,  we  are  much  obliged  to  you  and  the 
otlier  gentlemen  who  have  come  down  here  personally  to  make  this 
explanation. 

]Mr.  Nutter.  We  thank  you,  Mr.  Chairman,  for  the  opportunity. 
(The  report  submitted  to  Mr.  Nutter  follows:) 
To  the  Executive  Committee  and  Board  of  Dieectors  : 

Your  conimitlee  has  dnriiia:  the  past  vrlnter  conferred  with  advocates  of 
most,  if  not  all,  ot  the  railroad  plans  proposed,  and  also  with  a  number  of  other 
men  known  to  have  special  knowledge  of  the  subject,  and  submits  herewith 
the  following'  conclusions,  reached  by  the  committee  as  a  result  of  these  con- 
ferences and  of  its  study  of  the  railroad  situation: 

Stated  very  briefly,  we  believe — 

1.  That  the  railroads  should  be  returned  to  their  owners  on  December  31, 
1919,  as  recommended  by  the  I'resident  and  the  Director  General  of  Railroads, 
and  in  general  accordance  Avitli  the  following  plan. 

2.  That  the  actual  operation  of  the  railroads  shcrtild,  as  far  as  possible,  be 
restored  at  once,  in  order  that  the  railroad  ofhcials  may  have  an  opportunity 
to  rebuild  their  organizations  before  the  present  arrangement  with  the  Govern- 
ment ends. 

3.  During  the  present  year  the  Federal  Government  shall  make  such  increase 
in  rates,  preserving  the  present  rate  relationship,  as  will  provide  a  fund  for 
the  year  1920  equal  to  the  probable  railroad  deficit  for  that  year.  This  fund 
shall  consist  of  the  amount  of  such  increase  over  the  present  rates,  which  shall 
be  paid  to  the  Federal  Government  by  the  railroads.  It  shall  be  used  pro 
rata  to  reimburse  such  railroads  as  during  1920  fail  to  earn  the  former  Gov- 
ernment standard  return ;  and  the  surplus  remaining,  if  any,  shall  be  held  for 
such  disposition  as  Congress  may  make  of  it  for  the  benefit  of  the  transporta- 
tion facilities  of  the  country.  The  present  Government  standard  return  shall 
be  continued  until  the  above-mentioned  increase  in  rates  becomes  effective. 

4.  That  by  the  end  of  the  present  year,  or  shortly  thereafter,  legislation 
should  be  passed — 

(a)  Directing  the  commission  to  authorize  such  rates  as  will  give  the  rail- 
roads an  opportunity  to  earn  a  reasonable  return  upon  a  value  to  be  established 
by  the  Interstate  Commerce  Commission. 

(6)  Providing  for  a  more  thorough  and  effective  supervision  of  the  railroads 
of  the  country  by  the  Interstate  Commerce  Commission  (but  leaving  such 
strictly  local  matters  as  do  not  affect  interstate  commerce  to  the  .lurisdiction 
of  the  State  railroad  commissions). 

(c)  Directing  the  Interstate  Commerce  Commission  to  authorize  such  con- 
solidations, unifications,  and  joint  use  of  facilities  as  are  shown  to  be  in  the 
public  interest,  having  due  regard  to  the  value  of  competition. 
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(d)  Providing  for  tlie  regulation  and  the  control  by  the  Interstate  Com- 
merce Commission  of  the  issuance  of  securities,  and  the  supervision  by  it  of 
all  capital  expenditures. 

(e)  Increasing  the  membership  of  the  Interstate  Commerce  Commission  to 
such  extent  as  may  be  necessary,  in  view  of  its  added  duties  and  responsibilities. 

5.  That  the  employees  of  the  railroads  should  receive  fair  wages  and  good 
working  conditions,  and  should  be  represented  on  the  directorates  of  the  roads ; 
and  that  coupled  with  this  representation  employees  should  be  expected  to 
recognize  that,  with  the  rights  of  management,  go  corresponding  duties  to  the 
railroads  and  to  the  public  to  maintain  continuous  and  efficient  service ;  and 
that  in  order  to  bring  about  these  results — 

(a)  A  competent,  impartial,  and  permanent  tribunal  should  be  established, 
representing  all  parties  in  interest,  including  the  public,  .to  which  disputed 
questions  as  to  wages  or  working  conditions  shall  be  referred. 

(b)  The  decisions  of  this  tribunal  should  be  binding  on  all  parties,  and 
pending  its  decision  there  should  be  no  strikes  or  lockouts. 

6.  That  the  .'Jtockholders  of  each  i-tiilroad  sliduld  elect,  subject  to  the__approval 
of  the  Interstate  Commerce  Commission,  at  least  one  of  its  board  of  directors, 
who  shall  serve  as  a  representative  of  the  public  interests. 

GOVERNMENT  OWNERSHIP  UNDESIRABLE. 

During  the  past  15  months  the  trend  of  thoughtful  public  opinion,  except 
in  certain  interested  labor  circles,  has  been  against  Government  control  and 
operation  of  railroads.  The  usual  objections  that  it  destroys  efficiency  and 
initiative,  and  results  in  high  costs  of  operation,  seem  to  have  been  impressed 
on  the  public  mind.  It  nows  appears  to  be  conceded  (without  waiting  until 
objections,  based  on  the  political  aspects  of  the  case,  could  be  verified  by  ex- 
perience) that  the  people  will  not  accept  operation  of  the  railroads  by  the 
Government. 

REGIONAL  ORGANIZATION   UNWISE. 

The  proposal  to  organize  the  railroads  into  regional  systems  does  not  meet 
with  the  approval  of  this  committee.  It  would,  without  question,  seriously 
reduce,  if  it  did  not  entirely  destroy,  competition  within  the  "  regions "  so 
organized,  and  through  them  in  the  country  as  a  whole.  Neither  does  it  seem 
to  offer  any  advantage  in  the  way  of  understanding  or  dealing  with  local  ques- 
tions, when  compared  with  usual  and  natural  control  by  the  various  State 
commissions. 

OPERATION   BY   0^\'NERS   AT   ONCE. 

It  seems  clear  that  pubTic  opinion  will  require  that  the  railroads  be  returned 
to  their  owners  on  January  1  next.  In  view  of  this  condition  the  owners 
should  be  placed  in  control  of  operation  immediately.  The  longer  the  man- 
agement remains  in  the  hands  of  the  Government  the  more  difficult  it  will  be 
to  rebuild  the  old  organization.  It  will  also  increase  unduly  the  time  neces- 
sary to  restore  the  former  degree  of  efficiency  and  cooperation.  ]\Iethods  of 
routing  freight  and  other  details  of  operation  have  been  developed  under  Gov- 
ernment management  which  are  discriminatory  and  extremely  unjust  from 
the  standpoint  of  private  ownership  of  the  property,  and  should  be  discontinued 
at  once. 

INCREASED    RATES    TO    STRENGTHEN    CREDIT. 

The  greatest  weakness  of  the  railroad  systems  of  this  country  at  present  is 
caused  by  the  loss  of  their  credit.  They  have  been  unable  to  obtain  money 
for  necessary  development  by  issuing  securities.  If  the  roads  are  to  survive 
under  pri^•ate  management,  this  condition  must  be  corrected.  Shippers  now 
realize  that  prompt  and  efficient  service  is  more  vital  than  the  lowest  possible 
rate,  and  we  believe,  therefore,  that  the  connuisslon  should  be  directed  to 
allow  schedules  which  will  provide  a  somewhat  more  liberal  return.  This 
allowance  of  rates  should  be  based  on  an  "  equitable  "  valuation  and  all  other 
pertinent  factors. 

It  is  in  the  interest  of  the  country  and  of  the  railroads  that  ample  time 
should  be  afforded  for  well-matured  legislation;  and  this  makes  imperative 
some  arrangement  to  meet  the  financial  needs  of  the  railroads  for  the  year 
1920.    The  increase  in  rates  proposed  above  would,  we  believe,  meet  the  situa- 
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tion,  prevent  financial  disturbance,  and  give  tlie  Congress  ample  time  to  con- 
sider and  enact  sound  remedial  legislation. 

SVPER\ISION    AND    REGULATION. 

There  seems  to  lie  no  sufficient  reason  for  multiplying  the  machinery  of  regu- 
lation and  control.  A  Secretary  of  Commerce  will  not,  in  the  opinion  of  this 
committee,  strengthen  the  transportation  systems  of  the  country  or  develop 
economy  or  efficiency  in  service.  An  enlarged  Interstate  Commerce  Commis- 
sion with  somewhat  bi'oader  powers  seems  to  promise  the  most  satisfactory 
method  of  supervision  and  regulation.  Its  authority  over  all  questions  of 
rates,  service,  accounting,  and  the  physical  operation  of  the  roads  should  be 
unquestioned.  It  should  participate  in  strictly  local  matters  only  when  State 
regulations  Interfere  with  the"  broader  national  policy. 

The  powers  and  duties  of  the  Slate  commissions  should  be  defined  and 
clearly  determined,  so  as  to  eliminate  the  conflict  of  authority  and  jurisdiction 
which  has  hei'etofore  occurred.  The  proposed  legislation  might  v.ell  consider 
the  results  of  the  experience  of  the  regulating  bodies  and  work  out  a  plan 
whereby  the  national  and  State  commissions  would  supplement  each  other  and 
together  cover  all  needed  subjects  of  regulation. 

CONSOLIDATIONS WHEN    ADVISABLE. 

The  joint  use  of  terminals  and,  to  some  extent,  the  free  interchange  of  equip- 
ment have  proved  of  some  advantage  during  the  period  of  Government  control 
and  under  proper  super\ision  might  well  he  continued.  So  far  as  consolida- 
tions and  unifications  can  be  shown  to  be  in  the  public  interest  after  giving 
due  consideration  to  the  value  of  competition,  there  seems  to  be  no  reason  why 
they  also  should  not  be  autliorized.  If  there  is  any  doubt  about  the  legality 
of  such  procedure  Congress  should  provide  for  it  by  adequate  legislation. 

INCREASED  RATES  TO. COVER  PROBABLE  1020  DEFICIT. 

Under  Government  control  those  policies  were  adopted  which  were  most 
effective  toward  winning  the  wnr,  regardless  of  the  interests  of  private  owners. 
For  this  reason,  as  well  as  because  the  tolal  revenues  are  far  from  sufficient 
to  meet  expenses,  it  would  be  not  only  unfair  but  also  contrary  to  public  inter- 
ests to  turn  the  railroads  back  to  their  owners  without  financial  support  of 
some  kind.  It  is  not  desirable,  in  our  opinion,  that  the  present  Governr.i'  nt 
guaranty  should  continue  beyond  this  year.  We  recommend  that,  instcsid, 
legislation  be  passed  providing  that  during  the  year  1920  an  increase  in  rates 
equivalent  to  the  probable  raih-oad  deficit  bp  levied  by  the  Federal  Govern- 
ment to  be  collected  by  the  railroads  and  paid  into  a  contingent  fund  in  the 
custody  of  the  Treasurer  of  the  United  States,  who  shall  from  this  fund  pay 
to  each  railroad  such  sum,  if  any,  as  its  net  earnings  for  that  year  are  less 
than  the  present  Government  standard  return.  In  case  the  fund  is  insufficient 
for  this  purpose,  each  of  such  railroads  having  such  a  defiicit  should  receive 
Its  proportion  of  the  total  fund  :  should  there  be  a  surplus  it  should  be  held 
for  such  disposition  as  may  thereafter  be  made  of  it  by  Congress  for  the  benefit 
of  the  transportation  facilities  of  this  country.  The  proposed  increase  will 
protect  the  railroads  while  a  reasor.able  and  eflicient  rate  structure  is  being 
evolved  in  a  much  less  objectionable  manner  than  in  any  of  the  ways  that  have 
yet  been  suggested.  There  is  a  well-founded  objection  in  the  public  mind 
against  the -Government  continuing  to  guarantee  to  the  railroads  beyond  the 
end  of  this  year  the  present  standard  return,  and  against  any  other  form  of 
Government  guaranty  after  Government  control  has  ceased. 

ISSUANCE    or    SECURITIES. 

This  committee  believes  that  capital  expeditures  by  the  railroads  and  the 
issuance  of  securities  therefor  should  be  under  tlie  co)itrol  of  the  Interstate 
Commerce  Commission,  for  the  reason  that  no  other  Government  body  will 
possess  the  intimate  knowledge  of  railroad  affairs  which  would  qualify  them, 
to  the  same  degree,  to  determine  these  matters  in  conformity  with  a  general 
policy  of  providing  adequate  revenue  and  sufficient  service  without  waste  and 
duplication. 

ENLARGED  INTERSTATE  COMMERCE  COMMISSION. 

The  Interstate  Commerce  Commission  is  the  body  now  charged  with  the 
duties  of  railroad  regulation.     Its  past  record  entitles  it  to  the  confidence  of 
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the  railroads,  as  well  as  the  public.  We  believe  that  by  increasing  the  member- 
ship, and  in  this  way,  providing  for  further  division  of  duties,  the  commission 
will  be  enabled  to  handle  promptly  and  successfully  the  new  duties  which  it 
should  be  called  upon  to  assume. 

EMPLOYEES   ON    DIBECTOKATES. 

The  employees  of  the  railroads  are  entitled  to  fair  wages  and  good  working 
conditions.  In  arriving  at  the  proper  basis,  the  cost  of  living,  the  nature  of  the 
work,  and  rates  current  in  other  similar  employment  should  'le  considered.  To 
insure  just  consideration  of  all  factors,  we  feel  that  the  employees  should  have 
direct  and  permanent  representation  on  the  boards  of  directors  of  the  various 
roads ;  but  this  direct  participation  in  the  management  should  carry  with  it  a 
corresponding  responsibility  to  their  employers  and  the  public,  and  serious  differ- 
ences between  the  roads  and  the  employees  should,  in  consequence,  be  largely 
reduced. 

BOARD    OF    APPEAL. 

To  take  care  of  the  possible  differences  that  can  not  be  satisfactorily  adjusted 
by  negotiation  between  the  parties,  we  recommend  a  permanent  tribunal  to 
be  composed  of  representatives  of  the  railroads,  of  employees  and  of  the  public — 
these  latter,  at  least,  to  be  appointed  by  the  President  of  the  United  States  and 
confirmed  by  the  Senate ;  and  to  this  tribunal  should  be  referred  all  questions 
of  wages  and  working  conditions  which  can  not  be  otherwise  settled  with  the 
usual  and  necessary  provision  that  their  finding  shall  be  final.  By  this  method, 
substantial  justice  would  be  assured,  the  excuse  for  an  arbitrary  attitude  on 
either  side  would  be  done  away  with,  and  strikes,  coercion,  and  interruption  of 
service  prevented. 

PEOTECTION  OF  PUBLIC. 

The  paramount  interest  of  the  public  in  the  proper  settlement  of  the  differ- 
ences between  the  common  carriers  and  their  employees  has  come  to  be  fully 
recognized.  The  feeling  that  the  people  at  large  should  not  be  forced  to  endure 
inconvenience  and  serious  loss  through  interrupted  service  is  now  finding  ac- 
ceptance more  generally  than  ever  before.  Under  the  new  conditions  and 
heavier  charges  which  we .  are  approaching,  it  seems  wise  that  the  railroad 
coi^ipanies  should  not  lightly  assume  excessive  burdens  simply  to  bring  about 
an  easy  settlement  of  wage  controversies,  with  the  idea  of  promptly  transfer- 
ring the  entire  charge  to  the  shoulders  of  the  people  through  increased  rates. 
These  considerations  point  very  strongly  toward  representation  of  the  pub- 
lic interest  on  the  directorates  of  the  companies.  If  these  suggestions  are 
adopted  and  the  employees  and  the  public  both  have  sucli  representation,  we 
feel  sure  that  the  directorates  of  the  railroads  in  future  will  have  less  the 
character  of  trustees  of  large  financial  institutions,  but  will  represent  and  pro- 
mote the  real  transportation  interests  of  the  country  far  more  effectively  than 
they  have  done  in  the  past. 

We  recommend  that  the  opinion  of  the  members  of  the  chamber  be  obtained 
upon  the  principal  feature  which  should  underlie  future  railroad  legislation. 
We  submit  herewith  nine  questions  embodying  what  seem  to  your  committee  to 
be  the  fundamental  features  involved ;  and  recommend  that  these  questions  be 
submitted  to  the  members  of  the  chamber  for  a  referendum-mail  vote. 
Respectfully  submitted. 

^Charles  F.  Weed,  Chairman, 

Albert  L.  Scott,  Vice  Chairman, 

B.  Preston  Clark, 

Edward  J.  Frost, 

Chaeles  H.  Jones, 

WiLLLi^M  E.  Jones, 

Everett  Morss, 

George  R.  Nutter, 

Robert  L.  Studlet, 

Special  Committee  on  Oovemment 
Relations  to  Commerce  and  Transportation. 

1  During  the  preparation  of  tliis  report,  Ex-President  Charles  F.  Weed  has  been  in 
Australia  and  other  eastern  countries,  and  therefore  has  not  participated  in  the  drafting 
of  the  report  or  arriving  at  the  conclusions  embodied  therein. 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Monday^  August  %5^  1919. 

STATEMENT    OF    MR.    ALBA    B.    JOHNSON,    PRESIDENT    OF    THE 
RAILWAY  BUSINESS  ASSOCIATION,  PHILADELPHIA,  PA. 

The  Chairman.  The  committee  will  now  hear  Mr.  Johnson.  Give 
your  name  and  address  and  whom  you  represent. 

Mr.  Johnson.  Alba  B.  Johnson,  605  Morris  Building,  Philadel- 
phia, Pa.;  president  of  the  Railway  Business  Association  of  New 
York,  and  up  to  within  a  few  weeks,  42  years  connected  with  the 
Baldwin  Locomotive  Works,  Philadelphia,  for  the  last  nine  years  of 
which  I  was  the  president  of  that  concern. 

The  Railway  Business  Association,  of  which  I  am  president,  is 
composed  of  manufacturing,  commercial,  and  engineering  concerns 
the  whole  or  a  considerable  part  of  whose  business  is  selling  goods  or 
services  to  steam  railroads.  Our  roster  will  be  handed  to  the  clerk. 
Our  members  have  plants,  offices,  or  operations  in  nearly  every  State. 

It  is  believed  that  the  companies  engaged  in  this  kind  of  business 
employ  when  running  moderately  full  time  about  as  many  men  as 
the  railways  themselves  or  something  like  a  million  and  three-quar- 
ters. In  many  large  towns  these  industries  are  the  reason  for  the 
community — its  life.  In  most  of  the  larger  centers  from  coast  to 
coast  they  form  a  very  large  proportion  of  the  whole.  The  most 
extensive  centers  are  Chicago  first  and  New  York  second. 

Representations  of  tliese  business  men  to  your  honorable  body  are 
those  of  a  special  element  speaking  from  its  own  point  of  view.  They 
believe  they  desire  nothing  that  is  not  in  the  public  interest.  National 
prosperity  is  their  prosperity.  Nevertheless  those  for  whom  I  speak 
offer  testimony  only  about  matters  which  concern  or  afflict  them  in 
their  occupation.  Nor  have  we  any  detailed  plan.  We  rather  empha- 
size certain  objects  which  we  hope  Congress  will  seek  to  accomplish 
through  whatever  plan  it  may  adopt. 

With  your  permission  I  shall  first  state  the  purposes  which  we 
urge  you  to  embody  in  the  statute;  second,  set  forth  an  industrial 
condition  which  requires  remedy,  and  third,  discuss  from  our  point 
of  view  a  very  few  of  the  particular  current  proposals  as  they  would 
affect  the  railway  supply  industries. 

The  purposes  of  which  we  ask  your  consideration  can  be  stated  in 
one  sentence.  We  favor  a  prescription  by  Congress  that  rates  and 
fares  shall  be  such  as  will  yield  revenue  sufficient  for  adequate  main- 
tenance and  development  of  transportation,  and  a  lodgmerit  of  the 
authority  and  the  duty  to  promote  such  adequate  maintenance^and 
development  in  Federal  agencies  each  adapted  to  its  respective  task. 

Railway  buying  for  nearly  a  decade  has  shown  two  distinct  changes 
from  conditions  previously  existing. 

On  the  one  hand  the  total  amount  of  material  consumed  in  addi- 
tions and  betterments  during  a  given  period  has  decreased  rather 
than  increased.  It  would  be  superfluous  to  repeat  here  the  familiar 
figures  as  to  provision  of  track,  motive  power,  and  car  capacity.  The 
slow-down  in  development  of  terminal  facilities  other  than  track  is 
also  well  known.    In  the  long  run  this  has  had  the  effect  of  restrain- 


1514        KETURN   OF   IHE  EAILROADS  TO  PRIVATE   OWNERSHIP. 

ing  the  growth  of  railway-supply  industries,  limiting  the  opportuni- 
ties of  employment  in  them  and  retaring  the  progress  of  communities 
wdiere  railway  goods  are  made. 

On  the  other  hand,  at  the  same  time  that  the  aggregate  quantity 
of  industrial  output  for  transportation  purposes  in  a  given  period 
has  exhibited  this  backward  tendency,  there  has  been  a  marked  drift 
in  the  direction  of  instability  in  the  business  of  railway  manufacture. 

Large  purchasing  has  come  to  be  concentrated  in  periods  of  general 
business  activity,  whereas  in  times  of  general  depression  the  rail- 
roads have  drawn  their  purse  strings  tight  and  waited  for  resump- 
tion of  traffic  and  earnings. 

Now,  if  there  is  one  thing  that  the  Railway  Business  Association 
has  endeavored  year  after  year  to  make  clear  it  is  this :  That  we 
would  not  desire  and  would  not  favor  superflous  or  excessive  rail- 
w^ay  purchases  for  the  purpose  of  keeping  these  supply  industries 
busy.  Again  and  again  we  have  declared  that  Avaste  benefits  nobody. 
Waste  retards  national  prosperity  and,  I  may  saj^  again,  national 
prosperity  is  our  prosperity. 

What  we  ask  you  to  consider  in  regard  to  the  volume  of  purchases 
through  a  given  period  is  that  their  amount  measures  our  national 
growth;  that  during  many  years  down  to  about  1910  the  inventors 
and  developers  of  raihvay  appliances  proceeded  on  the  assumption 
that  the  United  States  would  continue  to  develop  its  natural  re- 
sources and  to  open  up  territory  not  yet  accessible.  They  calculated 
future  railway  needs  by  the  yardstick  of  past  consumption. 

This  was  regarded  as  a  warrantable  basis  of  forecast  because  the 
undeveloped  regions  within  our  continental  domain  comprised  still  a 
vast  empire  containing  untold  riches — agricultural,  forest,  and  min- 
eral. They  hoped  and  believed  that  the  time  when  a  halt  Avould  be 
called  on  internal  development  of  this  wonderful  new^  country  was 
far  beyond  their  lifetime.  What  warning  had  they  to  the  contrary? 
Was  there  any  decision,  either  formal  or  informal,  to  stop  opening 
up  new  areas  and  to  slow  down  the  development  of  older  regions? 

If  there  had  been  a  formal  decision,  w^here  w^as  it  made  and  who 
made  it?  Had  Congress  ever  enacted  legislation  of  which  the  de- 
clared purpose  was  to  arrest  railway  improvement  and  extension? 
Had  any  committee  of  Congress  or  any  President  recommended  or 
even  considered  such  a  course? 

You  gentlemen  well  know  that  no  such  policy  of  pessimism  and 
despair  ever  was  proclaimed  in  any  official  quarter.  Had  there  been 
any  consensus  of  public  opinion  that  the  time  had  come  to  withdraw 
encouragement  for  capital  to  >gp  on  giving  the  American  people 
closer  communication  wdth  one  another  and  new  access  to  the  wilder- 
ness?   On  the  contrary. 

Farmers  were  clamoring  to  be  brought  nearer  to  market.  Con- 
sumers of  food,  clothing,  and  fuel,  users  of  dwellings  and  furniture 
were  shouting  from  the  housetops  their  demands  that  new  sources  of 
supply  be  created  and  reduction  made  in  the  cost  of  living. 

The  voice  of  labor  was  beseeching  that  measures  be  found  for  that 
stabilization  of  employment  in  industry  which  results  from  the 
creation  of  new  centers  of  population  where  the  products  of  labor 
might  find  new  markets. 

Chambers  of  commerce  by  the  hundred  were  establishing  bureaus 
with  expert  personnel  to  attract  new  factories  and  enlarge  old  ones, 
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and  calling  upon  the  railroads  for  improved  terminals  and  other 
facilities. 

There  was  nothing  on  any  hand  to  indicate  that  the  American 
people  were  content  with  the  national  development  thus  far  accom- 
jjlished,  but  there  were  innumerable  signs  that  they  desired  and 
expected  a  continuation  of  pioneering  and  settlement  of  the  rich 
regions  still  awaiting  communication. 

Railway  supply  men,  therefore,  10  years  ago  went  ahead  equip- 
ping themselves  to  perform  what  they  supposed  was  the  highly 
important  and  universally  desired  function  of  getting  the  railroads 
ready  for  future  traffic  needs  and  equipping  themselves  on  a  scale 
proportioned  to  the  continuance  of  past  ratios  of  railroad  growth. 

Without  formal  or  informal  notice  or  declaration  railroad  con- 
struction all  but  ceased,  and  we  had  our  plants  and  our  business 
organizations  on  our  hands,  Wliat  is  done  is  done.  Our  thoughts 
are  of  the  future.  Industrial  managers  in  this  field  are  trustees 
for  their  employees  and  for  their  stockholders.  As  such  they  feel 
that  they  ought  now  to  come  to  Congress  and  seek  a  frank  under- 
standing. 

Their  course  from  now  on  must  be  shaped  by  their  impression  of 
the  Federal  purpose.  They  await  decision  one  way  or  the  other. 
Tliey  inquire  whether  or  not  the  country  intends  to  continue  inter- 
nal development;  whether  it  looks  to  them  for  trustworthy  provi- 
sion of  railway  appliances  and  for  progress  in  the  introduction  of 
economical  and  efficient  devices.  They  think  they  ought  to  ascer- 
tain if  possible  what  is  their  responsibility  and  their  opportunity. 
They  believe  they  should  receive  authoritative  assurance  whether 
their  cooperation  is  desired  and  whether  they  may  prudently  go 
forward  Avith  projects. 

Consider  next,  if  you  please,  the  instability  of  purchases.  A  large 
part  of  the  time  those  who  have  plants  and  organizations  established 
to  serve  railway  needs  have  had  either  feast  or  famine.  Our 
employees  have  tended  to  be  either  driven  with  protracted  overtime 
or  limited  to  working  short  days,  short  weeks,  alternate  weeks,  or 
not  at  all. 

We  have  not  the  slightest  doubt  that  financial  panics  have  been 
obviated  by  the  Federal  reserve  bank  system.  Warrant  for  such 
faith  is  to  be  found  in  our  immunity  from  them  during  the  last 
five  years  of  exceptional  strain,  as  contrasted  with  the  prior  ex- 
perience of  our  own  country  and  in  the  experience  for  many  years 
of  most  of  the  civilized  countries  of  the  world. 

But  Germany  had  mobile  reserves,  and  in  1914  Germany  was 
plunged  in  an  industrial  and  commercial  depression,  the  approach 
of  which  had  led  some  observers  to  predict  some  months  before 
that  Germany  would  have  to  go  to  war  in  order  to  prevent  a  social 
and  political  cataclysm.  England,  France,  and  Japan  have  mobile 
banking  resources,  but  they  have  had  depressions.  There  was  no 
panic  in  1914,'  yet  in  that  year  commerce  and  industry  in  the  United 
States  were  in  dire  distress,  destined  to  be  relieved  only  by  war 
contracts,  because  the  railroads  were  confining  their  purchases  to 
the  barest  necessities. 

A  common  remark  is  that  distress  in  the  railway  supply  field 
is  merely  an  incident  in  a  general  depression,  and  that  at  a  time 


1516       RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

when  everybody  else  is  suffering  it  is  unreasonable  for  the  makers 
of  railway  accessories  to  complain  of  unemployment. 

Uneniplo3'ment  is  only  tolerable  when  it  is  unavoidable.  For  un- 
employment in  these  particular  industries  there  is,  in  these  days, 
very  little  valid  excuse.  What  grinds  us  is  the  needlessness  of  it. 
General  depression  is  not  a  time  in  which  to  stop  building  rail- 
road track  and  equipment,  to  leave  off  repairing  railroad  plant,  but 
a  time  to  begin.  Can  anybody  suggest  a  juncture  when  labor  and 
material  will  be  cheaper  than  when  nobody  else  wants  them  except 
the  railroad  and  the  railroad  supply  maker?  Is  it  difficult  to  gi'asp 
the  fact  that  by  keeping  those  industries  going  steadily  jear  after 
year  the  total  output  for  all  the  years  can  be  produced  with  a  smaller 
investment  in  plant,  a  smaller  overhead  for  interest  and  organiza- 
tion, less  waste,  through  idleness? 

Is  it  not  clear  that  the  very  railway  plant  itself  has  to  be  substan- 
tially larger  to  carry  the  peak-of-load  when  that  load  is  further  bur- 
dened with  the  vast,  heavy,  and  bulky  tonnage  required  for  the 
fabrication  of  track,  cars,  and  locomotives,  and  their  maintenance? 

That  is  what  has  been  happening.  The  first  inkling  of  a  slump  in 
earnings  brought  curtailment  of  buying.  When  in  the  next  active 
period  general  merchandise  was  crying  for  cars,  power,  and  tracks, 
the  railroads  would  come  into  the  market  frantically  bidding  against 
one  another  for  deliveries,  demanding  that  factories  work  overtime 
for  them  and  crowding  with  their  o^vn  consignments  the  facilities 
Avliose  \QYy  insufficiency  this  avalanche  of  company  freight  was  hys- 
terically intended  to  relieve. 

The  greatest  railroad  genius  America  produced,  the  late  E.  H. 
Harriman,  pursued  the  well-settled  policy  of  liberal  buying  in  de- 
pressions with  the  two-fold  motive  of  relieving  the  depression  and 
of  obtaining  goods  at  bargain  prices.  A  similar  policy  has  been 
characteristic  of  the  Pennsylvania  system.  The  principle  was  com- 
ing to  be  understood  and  gradually  brought  into  application  in  the 
period  before  1906. 

In  an  appendix,  wliich  I  shall  not  take  3^our  time  to  read,  details 
are  given  of  the  blighting  effect  of  instability  of  railway  purchasing 
upon  the  sober,  industrious,  and  skillful  mechanic  who  is  thrust  into 
unemployment  not  only  for  a  reason  unlvnown  to  himself  but  for  no 
valid  reason  whatever  since  the  public  interest  and  the  interest  of 
the  railroad  corporation  would  be  best  served  if  purchasing  was 
only  moderately  large  in  times  of  great  general  business  activity  and 
largest  when  general  business  is  in  a  state  of  depression. 

Why  do  not  the  railroads  buy  steadily  instead  of  spasmodically? 
The  answer  is  that  the  railroads  generally  speaking  since  1908  have 
lived  from  hand-to-mouth,  not  knowing  one  year  where  the  next 
year's  bond  interest  was  coming  from.  Net  income  was  of  such  pro- 
iportions  that  investors  declined  stock  and  took  bonds,  but  even  these 
in  reduced  quantities. 

The  manager  saw  the  mortgage  advancing  across  the  disk  of  the 
property  like  the  shadow  of  the  moon  across  the  face  of  the  sun. 
Dividends  can  be  passed.  Interest  can  not  be  passed.  With  inter- 
est staring  him  out  of  countenance,  he  refrained  from  purchases  in- 
volving future  commitments.  Sufficient  unto  the  day  was  the  evil 
thereof. 
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I  wonder  if  all  the  members  of  vour  committee  are  aware  of  the 
extent  to  which  that  hand-to-mouth  policy  has  devitalized  the  forces 
formerlj^  serving  the  country  in  the  mechanical  progress  of  trans- 
portation. I  hope  you  share  the  conviction  of  engineers  that  very 
gi-eat  improvements  in  the  direction  of  safety,  economy,  and  effi- 
ciency are  destined  to  be  developed  if  conditions  are  propitious.  I 
believe  that  the  further  progress  in  the  development  of  the  science 
of  transportation  will  be  as  great  or  greater  in  the  next  25  years 
than  it  has  been  in  the  last  25  years. 

In  an  appendix,  the  reading  of  which  I  omit,  I  give  some  account 
of  the  former  absorption  of  inventors  and  managers  in  the  testing 
and  demonstration  of  new  railway  devices  and  methods  and  the  divi- 
sion of  their  time  and  thought  now  and  undoubtedly  in  the  future 
between  the  railroad  customer  and  other  customers;  such  impair- 
ment of  the  former  concentration  having  begun  with  the  determina- 
tion to  avoid  the  disasters  which  have  come  from  having  the  eggs  all 
in  one  basket  and  spread  still  further  v>ith  the  v>'ar-tiuie  experience 
in  turning  from  one  kind  of  product  to  another. 

Tlie  spirit  in  which  we  are  commenting  upon  pending  legisla- 
tion is  not  that  of  a  lot  of  people  who  are  sitting  with  their  hands 
folded  and  sulking.  We  do  not  whine.  We  ask  no  alms.  Compe- 
tition is  free  and  the  railway  supply  manufacturers  can  take  and 
are  taking  their  chances  in  a  more  general  field.  Your  attention, 
however,  is  invited  to  the  unquestionable  fact  that  if  at  a  given 
time  there  is  only  so  much  demand  and  those  for  whom  I  speak  are 
invading  fields  which  they  formerly  left  to  others,  we  may  be  able 
to  keep  our  men  employed,  but  that  T^ill  not  save  from  idleness  the 
employees  of  those  other  concerns  who  would  be  making  goods  if 
we  were  engrossed  in  producing  railroad  accessories. 

I  doubt  whether  even  the  most  comprehensive  resumption  of  rail- 
road development  could  bring  back  that  single-minded  devotion  of 
men  and  plant  to  railroad  mechanical  progress  as  it  was  10  years 
ago.  The  degree  in  which  those  forces  can  be  tempted  again  into 
speculative  investment  of  money,  time  and  energy  for  shop  and 
field  experiment  in  the  transportation  interest  will  de}3end  upon 
the  inspiration  given  by  your  legislation,  by  the  discussion  accom- 
panying it  and  by  the  spirit  in  which  the  Crovernment  proceeds  to 
administer  it. 

Xow  what  was  the  primary  cause  behind  the  financial  condition 
of  the  roads  which  led  to  that  hand-to-mouth  policy?     The  Rail- 
way Business  Association  diligently  sought  a  judgiiient  upon  that 
problem.     Our  diagnosis  was  that  errors  in  railway  management 
;  and  in  railway  financiering  had  given  occasion  for  public  resent- 
;  ment,  and  that  when  this   found   vent  in  governmental  measures 
i  these  were  conceived  more  in  anger  than  in  wisdom. 

We  are  fond  of  quoting  an  epigram  made  by  one  of  the  founders 
of  our  association,  a  veteran  maker  of  car  wheels,  Thomas  A.  GrifSn, 
of  Chicago,  who  has  for  some  years  now  been  gathered  to  his  fathers. 
Standing  amid  the  havoc  of  smokeless  chimneys,  bread  lines  and  the 
general  misery  of  industrial  paralysis,  with  weeping  wives  beseech- 
ing audience  that  they  might  implore  reinstatement  for  their  bread- 
winners, Mr.  Griffin  made  a  gesture  to  include  himself  with  those 
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unemployed,   and  said:     "We   are  the   ultimate   consumers  of  the 
public  wrath." 

As  the  years  have  gone  by  we  have  had  the  satisfaction  of  hailing 
a  new  era.  The  railway  financier  proclaims  higher  standards.  The 
railway  manager  more  fully  realizes  his  obligation  to  the  public  and 
his  responsibility  as  a  diplomat.  The  public  official  perceives  in 
the  popular  element  a  less  insistent  demand  for  punitive  measures, 
a  more  anxious  solicitude  for  encouragement  to  transportation  enter- 
prises. I  wish  Mr.  Griffin,  whom  I  quoted  a  moment  ago,  were  here 
to  enjoy  the  bright  promise  of  a  sound  solution  which  is  vouchsafed 
to  us  by  the  attitude  of  Senators  and  Representatives  in  the  present 
Congress.  He  would  perceive  that  there  is  no  longer  any  public 
wrath  to  be  ultimately  consumed.  Wrath,  he  would  observe,  has 
given  way  to  reason  and  counsel. 

He  would  know  that  if  in  the  future  wage-earners  are  to  be  turned 
away  from  the  factory  gates  because  of  needless  cessation  of  railroad 
orders  they  will  be  ultimate  consumers  not  of  the  public  wrath  but 
of  cold-blooded  governmental  unwisdom;  and  I  do  not  see  how  he 
could  listen  to  the  questions  which  have  been  propounded  to  wit- 
nesses during  these  hearings  by  the  Chairman  and  other  members  of 
this  Committee,  or  converse  with  leaders  in  the  Senate  who  are  giving 
concurrent  consideration  to  this  great  problem  without  feeling  con- 
fident that  the  7,000,000  persons  dependent  upon  earnings  in  the 
railway  supply  industries  and  the  many  more  millions  in  agriculture, 
trades,  professions  and  other  occupations  who  in  turn  depend  upon 
them,  will  be  consumers  neither  of  the  wrath  nor  of  unwisdom  but  of 
governmental  sagacity. 

If  it  were  not  for  fear  that  silence  on  certain  aspects  might  be 
taken  to  imply  opposition,  we  would  state  our  recommendation  in 
three  paragraphs.  Lest  we  be  misunderstood,  we  precede  these  three 
with  another  enumerating  various  proposals  which  have  our  ap- 
proval, but  which  we  do  not  consider  especially  appropriate  for  de- 
tailed discussion  by  our  industry  as  such.  That  enumeration  is  as 
follows : 

We  favor  corporate  ownership  of  railways  and  their  permanent 
return  to  private  management;  permitting  and  facilitating  under 
Federal  sanction  their  consolidation  into  strong  competitive  systems ; 
bringing  railway  corporations  under  Federal  jurisdiction;  Federal 
regulation  of  railway  security  issues;  adjustment  of  railway  labor 
conditions  by  a  joint  board  of  employers  and  employees,  disagree- 
ments to  be  adjusted  by  the  federal  authority  which  determines  the 
amount  of  revenue  to  be  yielded  by  rates  and  fares ;  accumulation  of 
surplus  railway  income  in  good  years  in  order  that  in  poor  years 
railway  maintenance,  additions  and  betterments  may  be  carried  on 
vigorously. 
Mr.  Sanders  of  Indiana.  May  I  ask  you  a  question  ? 
Mr.  Johnson.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  Is  it  your  idea  that  all  of  the  railroad 
rates  should  be  controlled  by  federal  authority,  rather  than  the  dif- 
ferent state  regulatory  bodies  ? 
Mr.  Johnson.  We  believe  in  Federal  regulation. 
Mr.  Sanders  of  Indiana.  Of  rates? 
Mr.  Johnson.  Of  rates. 
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Mr.  Sanders  of  Indiana.  To  the  exclusion  of  the  State  commis- 
sions, so  far  as  the  State  is  concerned  ? 

Mr.  Johnson.  We  do  not  pass  upon  that  question.  That  is  a 
question  which,  as  railway  supply  manufacturers,  we  do  not  feel 
that  we  are  especially  competent  to  pass  upon. 

Mr.  Sanders  of  Indiana.  I  was  going  to  ask  you  another  question, 
Mr.  Johnson,  which  you  may  deal  with  later.  How  does  the  amount 
of  purchases  during  Federal  control  compare  with  a  like  period  under 
private  control? 

Mr.  Johnson.  There  has  been  a  very  large  reduction. 

Mr.  Sanders  of  Indiana.  Is  that  true  with  reference  to  coal  cars, 
for  instance?     Your  association  manufactures  coal  cars? 

Mr.  Johnson.  Our  members  manufacture  cars. 

Mr.  Sanders  of  Indiana.  Has  the  Railroad  Administration  a 
smaller  number  of  cars  for  coal  carrying  than  the  private  owners 
did  under  a  like  period  of  time? 

Mr.  Johnson.  My  impression  is  that  the  purchases  have  averaged 
considerably  less  than  in  previous  years. 

Mr.  Watson.  May  I  ask  a  question?  Relative  to  -the  time  you 
were  president  of  the  Baldwin  Locomotive  Works,  may  I  inquire 
if  the  Federal  Railroad  Administration  ordered  locomotives  from 
your  corporation  for  the  different  railroads? 

Mr.  Johnson.  They  ordered  locomotives;  yes. 

Mr.  Watson.  When  the  orders  were  given  to  you  by  the  Federal 
administration,  were  they  for  locomotives  of  the  same  types  that 
the  railroads  had  severally  heretofore  previously  adopted,  or  were 
the  locomotives  of  unified  type  ? 

Mr.  Johnson.  They  were  standardized  locomotives. 

Mr.  Watson., Then  the  railroad  systems  that  were  compelled  to 
accept  the  standardized  locomotives  would  be  at  gi-eat  expense  in 
rebuilding  them  to  suit  their  requirements  ? 

Mr.  Johnson.  Well,  they  are  not  susceptible  of  being  rebuilt,  but 
the  railways  will  have  to  provide  themselves  with  appliances  and 
repair  parts  for  their  maintenance. 

Mr.  Watson.  My  thought  was  that  the  administration  had  put 
these  railroads  at  very  great  expense  by  not  particularizing  the 
kind  of  locomotives  for  each  system,  and  therefore  when  these  loco- 
motives were  turned  over  to  the  various  systems  they  would  prob- 
ably be  of  little  value  to  them  unless  reconstructed.  Have  you  my 
thought? 

Mr.  Johnson.  Yes;  the  railroads  may  regard  them  as  less  de- 
sirable than  locomotives  of  their  own  standards. 

Mr.  Watson.  And,  of  course,  the  railroads  will  be  at  that  ex- 
pense at  the  instance  of  the  Government  administration? 

Mr.  Johnson.  Yes. 

All  of  these  recommendations  in  one  form  or  another  are  con- 
tained in  plans  submitted  or  to  be  submitted  to  you  by  others  who 
are  especially  qualified  to  explain  them.  Upon  these  phases  we 
volunteer  no  argument. 

Following  are  the  recommendations  which  we  deem  essential  to  be 
especially  emphasized  by  us : 

We  favor  a  Federal  statutory  rule  of  which  the  effect  will  be  that 
rates  and  fares  of  the  railways  within  each  traffic  section  shall  be 
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sufficient  to  yield  the  average  railway  in  the  group  in  the  average 
year  its  necessary  expenses  and  to  provide  the  credit  basis  for  ade- 
quate facilities. 

We  favor  a  Federal  board  to  promote  articulation  of  trans- 
portation by  rail,  water,  and  highway;  to  keep  informed  of  the 
public  need  for  facilities  and  service  in  the  several  traffic  sections 
and  of  carriers'  projects  for  improvements  and  extensions;  to  regu- 
late security  issues;  to  estimate  the  amount  of  revenue  prescribed 
under  whatever  rule  for  adequacy  of  revenue  Congress  may  adopt 
and  the  further  amounts,  if  any,  which  may  prove  necessary  to 
attract  the  capital  required  and  to  certify  such  estimate  as  the 
amount  of  revenue  in  each  traffic  section  necessary  in  the  public 
■  interest  to  be  yielded  by  rates  and  fares  authorized  by  the  Inter- 
state Commerce  Commission. 

Mr.  Sanders  of  Indiana.  If  that  is  done,  won't  such  bodies  neces- 
sarily have  to  have  control  of  all  the  rates  instead  of  just  a  part  of 
them? 

Mr.  Johnson.  We  do  not  attempt  to  pass  upon  that  question,  be- 
cause we  only  urge  adequacy  of  rates.  Whether  there  is  some  system 
of  conference  or  some  system  of  subordination  between  the  Inter- 
state Commerce  Commission  and  the  State  commissions  we  do  not 
enter  into  at  all. 

Mr.  Sanders  of  Indiana.  Wliat  you  want  is  the  general  results? 

Mr.  Johnson.  Nor,  as  a  body,  do  we  express  any  opinion  upon 
this  question  of  removing  the  State  commissions.  That  we  do  not 
touch  upon.  We  do  not  consider  that  our  province.  We  come  here 
as  manufacturers  of  railway  supplies  and  equipment,  and  we  want 
to  emphasize  those  questions  which  are  of  especial  interest  to  us 
as  such. 

We  favor  giving  the  Interstate  Commerce  Commission  by  statute 
the  authority  to  regulate  maximum  and  minimum  rates  and  fares 
of  all  instrumentalities  of  interstate  commerce  in  the  development 
of  just,  reasonable,  and  nondiscriminatory  rate  structures,  and  the 
duty  so  to  adjust  tariffs  that  they  will  produce  as  near  as  may  be  in 
each  traffic  section  the  amount  of  revenue  certified  as  necessary  in 
the  public  interest. 

The  statute,  we  say,  should  explicitly  prescribe  that  rates  and 
fares  shall  be  sufficient  for  necessary  expenses  and  to  provide  a 
credit  basis  for  adequate  facilities  and  for  the  extensions  necessary 
to  the  future  development  of  the  country.  This  means  that  revenue 
shall  be  adequate,  and  that  one  of  the  tests  of  adequacy  is  attraction 
of  capital  for  improvements  and  additions.  That  is  the  only  possible 
test. 

Most  manufacturers  are  not  lawvers.  Yet  their  work  may  be 
profoundly  affected  by  legislation.  The  country  looks  to  those  whom 
I  represent,  or  to  others  who  may  come  into  that  field,  to  atta'n 
reliability  in  quality  and  dealings,  to  acquire  resources  so  that  they 
are  ready  to  meet  normal  demand,  to  engage  in  spirited  rivalry  so 
that  cost  of  production  may  be  reduced,  to  maintain  shops  for  the 
testing  and  development  of  mechanical  inventions — the  instruments 
of  safety,  efficiency,  and  economy  in  transportation. 

Communities  of  wage  earners  and  their  dependents  expect  of  these 
manufacturers  that  when  they  create  works  and  induce  people  to 
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locate  in  a  town,  with  all  the  mercantile,  professional,  and  other 
population  which  gathers  around  such  a  fountain  of  wages,  there  is 
something  more  behind  the  enterprise  than  guesswork.  They  as- 
sume that  men  who  pretend  to  such  standing  and  who  can  command 
from  hardheaded  investors  the  capital  for  such  an  undertaking 
have  made  due  and  diligent  inquiry  regarding  all  the  essential  con- 
ditions necessary  to  be  ascertained  before  permitting  thousands  of 
people  to  remove  thither  and  make  commitments  and  investments  of 
a  hundred  varieties. 

So  that  when  we  come  before  you  recommending  that  one  of  the 
purposes  of  the  act  which  j^ou  are  to  frame  shall  be  what  I  have 
just  road  to  you,  it  is  with  no  pretense  of  legal  lore  or  legislative 
competence,  but  it  is  after  years  of  systematic  study  of  the  laws  as 
they  are,  and  of  the  consequences  which  they  seem  to  contain  as 
affecting  us.  As  well  as  we  could,  we  have  analyzed  these  laws 
ourselves.  We  have  maintained  an  association  for  their  concerted 
consideration.    We  have  caused  specialists  to  study  them  for  us. 

Our  analysts  inform  us  that  the  interstate  commerce  act  requires 
carriers  to  furnish  adequate  facilities  and  every  individual  rate  to 
be  reasonable.  I  think  the  time  has  come  to  make  confession,  at 
least  for  myself,  that  when  large  scale  rate  cases  were  before  the 
Interstate  Commerce  Commission  the  grave  anxiety  of  members  of 
our  association  led  to  the  assumption  of  an  attitude  toward  the 
commission  for  which  there  was  no  Avarrant  in  the  law. 

Our  association,  I  am  proud  to  say,  under  the  wise  leadership  of 
my  predecessor  as  its  president,  Mr.  George  A.  Post,  refrained  from 
beginning  to  end  of  any  expression  of  opinion  with  regard  to  any 
particular  rate  schedule  fiiled  with  the  commission  for  its  sanction. 
We  merely  suggested  to  our  friends  in  other  associations  the  pro- 
priety of  letting  it  be  known  to  the  commission  that  whatever  de- 
cision it  might  find  in  the  public  interest  would  meet  with  their 
ungrudging  acquiescence. 

Nevertheless,  there  was  running  through  our  participation  in 
those  discussions  the  assumption  that  the  commission  under  the  law 
had  the  authority  and  the  cluty  of  sanctioning  rate  structures  which 
as  a  whole  would  yield  revenue  bearing  a  relation  to  the  financial 
needs  of  the  carriers. 

Such  jurisdiction  was  strenuously  denied  to  the  day  of  his  death 
by  the  late  Commissioner  Judson  C.  Clements.  It  was  unanimously 
denied  by  the  commission  in  the  first  great  Eastern  rate  advance 
case,  though  they  proceeded  to  infer  authority  which  they  said  was 
not  in  the  law.  "and  denied  advances  on  <:he  ground  that  the  car- 
riers did  not  need  additional  revenue. 

Citizens  protesting  against  advances  argued  that  the  law,  in  pre- 
scribing that  "  any  rate  "  should  be  reasonable,  gave  no  warrant  for 
consideration  of  a  larger  number  of  rates  in  their  aggregate  effect 
upon  total  revenue.  They  insisted  that  in  a  large-scale  case,  where 
millions  of  tariffs  were  involved,  it  was  incumbent  upon  the  pro- 
ponents of  a  general  advance  to  justify  the  reasonableness  of  each 
one  of  these  millions  of  rates  by  the  tests  which  the  commission 
under  its  traditional  practice  would  apply  if  only  one  rate  were  in 
question. 

It  is  true  that  nowhere  in  the  act  as  it  stands,  or  any  act  of  Con- 
gress, the  commission  is  authorized  and  directed  to  regulate  rates 
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witli  a  view  to  adequacy  of  niaintenaiice  and  of  development  of 
facilities  and  service,  then  I,  for  one,  desire  at  this  time  to  say  that 
it  seems  to  me  that  the  shortcoming;  which  there  has  been  in  the 
regulation  of  rates  this  past  decade  is  to  be  laid  at  the  door  of 
Congress  and  not  at  the  door  of  the  Interstate  Commerce  Corii- 
mission. 

A\'hat  of  the  future?  You  began  these  hearings  with  the  detailed 
consideration  of  House  bill  4378.  The  text  of  that  measure  we  have 
closely  studied.  On  page  23  of  the  committee  print  dated  June  2 
the  following  words  appear  in  italics,  indicating  that  they  are  new 
matter : 

The  commission  in  reacliing  its  conclusion  as  to  tlie  .iustness  an4  reasonable- 
ness of  any  rate,  fare,  charge,  classitication,  regulation,  or  practice  shall  take 
into  consideration  the  cost  of  labor  and  other  operating  costs,  in  so  far  as  they 
become  material  in  any  case  under  investigation. 

In  response  to  one  of  those  questions  which  the  chairman  has  been 
putting  to  witnesses,  and  which  have  contained  so  much  encourage- 
ment to  us.  Connnissioner  Clark  stated  that  the  commission  would 
have  no  objection  to  adding  to  and  inserting  in  the  above  sentence 
the  words  "  and  the  cost  of  capital." 

Suppose  you  enact  this  provision  in  that  amended  form.  Ob- 
viously you  would  not  have  given  the  commission  the  responsibility 
for  the  financial  results  of  its  regulation.  You  would  still  be  saying 
"  any  rate."  You  would  still  be  inviting  citizens  to  demand  that 
each  one  of  a  million  rates  be  justified  by  a  formal  proof  of  reason- 
ableness. 

Is  it  the  intention  to  change  the  old  act  in  that  respect?  If  so, 
why  not  say  so  in  the  text?  Having  so  many  times  been  urged  to 
say  it,  if  you  now  decline  to  do  this,  the  implication  will  be  that  you 
have  deliberately  omitted  from  the  act  the  declaration  that  the 
revenue  derived  from  the  rates  as  a  whole  shall  be  adequate.  If  you 
do  omit  that  declaration,  it  will  be  taken  as  a  signal  by  the  manufac- 
turers for  whom  I  speak  that  the  Government  shrinks  from  acknowl- 
edging its  responsibility  and  has  no  definite  purpose  of  discharg- 
ing it. 

Examine  once  more  the  words  "shall  take  into  consideration." 
\Aniat  does  that  signify?  Is  it  intended  to  convey  the  thought  that 
the  statute  is  defining  the  purpose  of  Congress  for  the  guidance  of 
the  commission?  If  not.  then  v^hj  put  it  in?  If  j^es,  then  why  not 
explicitly  specify  what  the  purpose  is? 

Lawj^ers  say — and  I  presume  Members  of  Congress,  whether 
lawyers  or  not,  agree — that  it  is  the  proper  function  of  a  legislative 
body  to  determine  what  shall  be  done,  and  it  is  the  proper  function 
of  a  court  or  commission  or  any  officer  through  whom  the  public 
authority  is  exercise,  to  apply  that  rule  to  particular  cases.  If  you 
must  enact  authority  for  the  commission  merely  to  "  consider  "  a  rate, 
or  even  all  the  rates,  without  setting  up  a  standard  by  which  they  are 
to  be  considered,  j'^ou  have  instructed  your  administrative  arm  to 
make  your  policy  for  you;  or.  in  other  words,  to  determine  what,  in 
their  judgment,  is  in  the  public  interest. 

But  what  is  in  the  public  interest?  If  any  deputy  of  Congress  is 
to  decide  in  any  matter  what  is  in  the  public  interest  without  any 
indication  from  Congress  of  a  test  or  standard,  why  not  all  deputies 
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of  Congress  in  any  and  all  matters,  and  where  will  delegation  stop? 
Wh}'  not  proclaim  forthwith  that  our  boasted  government  of  laws 
has  been  discarded  and  in  its  place  there  has  been  set  up  a  government 
of  men? 

"  Shall  take  into  consideration." 

Where  in  that  phrase  are  we  to  find  hope?  The  only  sense  in 
which  it  could  be  interpreted  to  promise  restoration  of  railway  credit 
and  resumi^tion  of  railway  development  would  be  this :  That  it  com- 
manded rates  and  fares  to  be  adequate  for  operations  and  credit.  If 
it  does  not  mean  that,  wlw  say  it  at  all?  If  it  is  intended  to  mean 
that,  Avhy  not  express  it  so  that  nobod}'  can  have  any  doubt? 

Mr.  WiNSLOw.  Does  that  finish  this  thought  about  there,  Mr. 
Johnson  ? 

Mr.  JoHNSOK.  Just  a  paragraph  more. 

Bill  4378  is  not  the  onh^  current  plan  in  which  an  attempt  is  made 
to  define  what  the  regulator}^  body  shall  consider  in  making  rates. 
From  among  such  plans  the  Eailway  Business  Association  refrains 
from  a  choice.  This  much  we  earnestly  urge  upon  you — whatever 
rule  for  rate  making  3'ou  adopt,  whether  a  prescription  of  adequacy, 
or  a  rate  per  cent  return,  or  something  else,  clinch  it  by  saying  some- 
where in  the  statute  tliat  the  rates  and  fares  of  all  the  roads  in  any 
sectional  group  shall  be  sufficient  to  yield  necessary  expenses  and  to 
provide  a  credit  basis  for  adequate  facilities  and  development.  If 
other  parts  of  your  rule  fail,  this  would  remain  as  warrant  and 
mandate  for  the  regulator}-  body. 

Mr.  WiNSLow.  Will  you  kindly  explain  just  what  you  have  in 
mind  as  to  how  the  rates  should  be  made  ? 

Mr.  Johnson.  The  Railway  Business  Association  believes  that  no 
fixed,  arbitrary,  limited  sum  of  remuneration  should  be  enacted  by 
Congress.  It  believes  that  adequacy  and  sufficiency  are  terms  which 
are  interpreted,  and  that  there  must  be  a  proper  authority  to  in- 
terpret those  words. 

Mr.  Win  SLOW.  Well,  assuming  that  those  words  were  put  into  the 
provisions  of  an  act,  how  would  they  apply,  exactly,  as  you  see  it? 

Mr.  Johnson.  I  go  on  and  develop  that  in  my  paper. 

Mr.  WiNSLOw.  The  query  which  was  in  my  mind  was  this :  Whether 
or  not  you  would  have  a  statement  so  broad  that  it  would  cover  the 
costs  of  carriage  by  any  and  all  railroads,  or  whether  you  would  have 
somebody  take  into  consideration  what  was  the  fair  cost. 

Mr.  Johnson.  I  make  that  provision;  that  provision  will  be  de- 
veloped later  in  the  paper. 

Mr.  WiNSLow.  You  will  elaborate  that  further?  __ 

Mr.  Johnson.  Yes,  sir. 

Mr.  Merritt.  Is  it  your  view,  Mr.  Johnson,  that  the  statement  in 
the  Esch  bill,  as  to  the  basis  for  reaching  this  conclusion,  goes  too 
much  into  detail;  that  it  should  refer  to  classes  and  to  rates  in 
general — is  that  the  idea? 

Mr.  Johnson.  We  difi'er  from  the  Esch  bill.  We  take  issue  as  to 
certain  of  its  provisions,  which  I  am  working  out,  and  which  I  hope 
I  shall  present  in  such  a  way  as  to  be  convincing  to  you. 

Mr.  Sanders  of  Indiana.  I  would  like  to  ask  just  one  question,  if 
this  will  not  interfere  with  the  continuity  of  j^our  thought.  What 
would  vou  think  of  this  standard:  The  level  of  rates,  fares,  and 
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charges  in  any  rate-making  group  which  shall  from  time  to  time  be 
adjusted  so  as  to  provide  revenue  sufficient  to  pa}^  the  wages  of  labor 
and  all  other  expenses  of  operations,  including  passengers,  a  fair 
return  on  the  value  of  the  property  held  for  or  used  in  the  public 
service,  and  to  establish  a  credit  sufficient  to  attract  the  new  capital 
necessary  to  meet  the  public  need  for  service  and  reasonably  pro- 
tective transportation  facilities  and  service? 

Mr.  Johnson.  That  is  excellent,  so  far  as  it  goes;  but  it  must  be 
supplemented  by  other  definitions.  I  want  to  answer  all  questions 
as  we  go  along.  I  do  not  object  to  questions  at  all.  On  the  contrary, 
I  welcome  them;  but  I  think  that  you  can  ask  them  more  intelli- 
gently after  my  thought  has  been  presented  to  you. 

In  our  correspondence  and  conversations  with  business  men  these 
10  years  we  have  found  in  the  main  three  avowed  reasons  for  hesi- 
tancy about  swallowing  that  pill — that  is,  the  pill  of  adequacy  of 
rates. 

Some  citizens  merely  could  not  bear  the  thought  of  making  rail- 
road rates  adequate.  The  word  gave  them  goose  flesh.  When  in- 
vited to  declare  for  such  adequacy  they  inquired,  "  Does  this  mean 
an  advance  in  rates  ?  "  To  this  the  natural  reply  was  that  if  any- 
where at  any  time  rates  were  too  low  they  would  certainly  have  to  be 
raised  in  order  to  make  them  adequate.  To  this  we  used  commonly 
to  hear  it  rejoined  that  no  rate  anywhere  ever  could  be  too  low.  As 
you  gentlemen  are  aware,  that  attitude  nowadays  is  pretty  generally 
stuffed  and  mounted  in  the  museum  along  with  the  dodo  and  the 
ichth3^osaurus.  It  died  contemplating  one  of  the  most  useless  and 
dismal  of  institutions — a  national  railroad  system  that  can  not  carry 
the  Nation's  tonnage,  and  hence  chokes  industry,  and  that  is  power- 
less to  build  into  new  areas  of  agricultural  and  mineral  production, 
and  hence  droops  helpless  while  the  cost  of  living  soars. 

The  second  misgiving  was  that  somehow  it  would  be  an  indignity 
to  the  connnission  if  the  legislature  which  created  it  should  an- 
nounce what  it  was  created  to  do.  There  were  those  who  predicted, 
"  Congress  will  never  say  '  shall '  to  the  commission."  We  have  lived 
to  see  the  commission  itself  write  a  bill  in  which  the  word  "  shall " 
is  embodied — "  shall  take  into  consideration."  This  seems  to  rele- 
gate the  indignity  argument  to  the  same  cabinet  with  the  dodo,  the 
ichthyosaurus  and  the  conception  that  no  rate  can  be  too  low. 

The  third  misgiving  was  not  so  amenable  to  easy  solution.  This 
was  the  obstacle  of  the  strong  road  and  its  weak  competitor,  both 
taking  the  same  rates.  Toward  that  phase  of  the  problem  the  atti- 
tude of  the  Eailw^ay  Business  Association  is  distinctively  occupa- 
tional.   Numerous  solutions  are  offered.    One  is  consolidation. 

We  favor  this,  but  as  developers  of  mechanical  improvement  we 
earnestly  hope  that  the  independent  corporations  will  be  as  numerous 
as  is  consistent  with  their  financial  stability.  Centralization  tends 
to  overstandardization  and  to  bureaucracy.  It  narrows  the  field  of 
railway  managers,  to  whom  one  after  another  a  new  device  or  method 
can  be  offered  until  somebody  is  found  willing  to  afford  a  demonstra- 
tion. Another  solution,  either  as  an  alternative  or  as  a  supplement 
to  consolidation,  is  a  contingent  fund  drawn  from  excess  income  and 
employed  according  to  the  various  ])lans  to  tide  over  loan  3^ears  or 
to  aid  the  weak  roads,  or  both. 
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The  Eailway  Business  Association  volunteers  no  comments  upon 
these  proposals,  and  its  occupational  attitude  merely  takes  the  form 
of  a  hope  that  whatever  is  clone  the  conditon  will  be  such  that  the 
unprogressive  road  will  suffer  for  its  indolence  and  the  progressive 
road  enjoy  the  reward  of  its  enterprise.  Cobwebs  would  gather  in 
the  departments  where  railway  appliances  are  developed  if  no  rail- 
road had  anything  to  gain  by  trying  new  devices  or  anything  to 
lose  by  ignoring  opportunities  for  efficiency  and  economy.  So  we 
use  the  general  expression  with  respect  to  revenue  that  it  should  be 
sufficient  for  the  average  railway  in  the  group  in  the  average  year. 

Summarizing,  then,  our  observations  regarding  the  rule  for  rate 
making,  we  urge  upon  you — 

(a)  Explicit  authority  for  the  regulatory  agency  or  agencies  to 
test  the  reasonableness  of  rates  as  a  whole  by  the  sufficiency  of  the 
total  revenue  which  they  produce. 

That,  of  course,  presupposes  that  the  rate-making  body  will  exer- 
cise a  sufficient  discretion  and  flexibility  as  to  individual  rates  as  to 
meet  the  necessary  conditions  of  commerce,  wdiilst  at  the  same  time 
producing  the  necessary  aggregate. 

(h)  Prescription  by  statute  that  rates  and  fares  shall  be  such  as 
to  yield  the  average  railvcay  in  the  average  year  its  necessary  ex- 
penses and  to  provide  the  credit  basis  for  adequate  facilities,  includ- 
ing reasonably  rapid  settlement  of  new  territory. 

In  numberless  forms  Congress  might  accomplish  these  two  things. 
As  business  men  we  have  no  pride  of  authorship.  AVe  don't  care 
where  the  ultimate  language  originates.  We  do  think  that  the 
language  when  found  ought  to  be  so  clear  and  unmistakable  that  we 
may  know  at  once  whether  Congress  is  giving  confidence  or  dread 
to  those  who  would  like  to  devote  themselves  to  mechanical  progress 
in  transportation  and  hope  or  despair  to  the  wageworkers  whom  they 
employ  or  might  employ. 

A  number  of  plans  which  you  are  considering  embody  one  or 
another  mandatory  provision  of  law  designed,  as  the  proponents  say, 
to  tell  the  commission  what  it  must  do  with  regard  to  the  effect  of 
rates  upon  railway  income.  As  I  have  already  indicated,  the  Rail- 
way Business  Association  refrains  from  a  choice  as  among  these  pro- 
posals. But  let  me  ask  your  attention  to  certain  practical  difficulties. 
Some  of  these  provisions  appear  to  be  based  upon  the  belief  that 
Congress  can  supply  a  formula  from  which  any  mathematician  can 
compute  the  amount  of  revenue  required.  If  this  belief  were  well 
founded  the  Interstate  Commerce  Commission  would  have  no  other 
function  in  relation  to  adequacy  of  revenues  except  to  fix  rates  esti- 
mated as  sufficient  to  yield  the  amount  of  revenue  so  prescribed. 

We  have  endeavored  to  approach  our  consideration  of  that  proposi- 
tion as  if  it  were  a  business  negotiation.  We  have  asked  ourselves  the 
question.  How  far  would  we,  as  manufacturers,  be  warranted  in 
counting  upon  such  a  statute  to  restore  our  industry  to  the  status 
which  it  was  in  when  the  country  was  vigorously  building  better 
railroads  and  more  railroads?  Such  consideration  has  led  us  to  the 
following  conclusions : 

We  do  not  see  how  anyone  can  predict  what  return  upon  the  in- 
vestment would  in  the  future  be  necessary  in  order  to  attract  new 
capital  in  the  amounts  which  may  be  required.  I  think  that  bears 
upon  the  question  just  asked. 
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The  proposal  of  the  National  Transportation  Conference,  the 
quality  of  whose  contribution  to  the  clarification  of  the  whole  prob- 
lem it  would  be  difficult  to  exaggerate,  has  been  explained  to  you  by 
Mr.  Paul  M.  Warburg  in  the  following  language : 

It  has  been  the  consensus  of  opinion  of  members  of  the  conference  that  if 
private  capital  is  to  enter  freely  upon  the  venture  of  further  developing  the 
roads,  and  if  railroad  credit  is  to  be  reestablished  on  a  solid  basis  of  genuine 
confidence,  that  6  per  cent  of  the  final  valuation  plus  a  modest  share  in  earn- 
ings in  excess  of  this  pei'centage  would  constitute  the  minimum  required. 

Mr.  Warburg  does  not  itemize  the  elements  which  led  the  con- 
ference to  hit  upon  the  figure  6,  although  he  explicitly  speaks  of 
this  as  the  very  least  that  would  accomplish  the  result,  and  he  sug- 
gests a  decennial  revision  of  the  figure.  The  text  of  the  conference 
bill  itself  uses  the  expression  "  not  less  than  "  6  per  cent. 

Is  it  not  evident  that  in  the  minds  of  its  framers  this  plan,  having 
fixed  a  minimum  rate  of  return  below  which  the  regulatory  au- 
thority must  not  go,  and  establishing  contingent  funds,  supported 
by  a  grant  of  Congress,  to  insure  the  return  up  to  6  per  cent,  leaves 
undetermined  a  zone  of  income  in  excess  of  6  per  cent  which  the 
Interstate  Commerce  Commission  is  neither  forbidden  nor  com- 
manded to  permit,  and  concerning  which  the  statute  would  give  it 
no  guidance  whatever? 

To  our  practical  minds,  and  in  view  of  the  responsibility  which 
rests  upon  us,  this  undetermined  zone  appears  to  place  upon  the 
Interstate  Commerce  Commission  a  discretion  by  no  means  accu- 
rately described  as  computation  by  a  mathematical  formula.  "  No 
less  than  6  per  cent."  But  how  much  more  than  6  per  cent,  and  by 
what  standard  determined? 

So  far  as  we  are  aware,  nobody  has  estimated  for  you  the  magni- 
tude of  the  improvements  to  existing  lines  which  the  public  interest 
requires  to  be  made  within  any  specified  period  in  the  future.  It 
is  certain  that  nobody  has  laid  before  you  a  comprehensive  program 
of  pioneering  into  virgin  territory;  that  is,  of  extensions  and  new 
lines.  If  you  were  in  possession  of  such  estimates,  who  shall  say 
how  far  short  they  would  fall  of  the  needs  which  may  actually  be- 
come manifest?  Even  if  you  had  the  power  of  divination  to  make 
approximate  guesses  at  the  requirements  expressed  in  physical  units 
and  in  units  of  work  performed,  what  human  faculty  can  be  brought 
to  bear  in  the  year  of  grace  1919  to  compute  the  cost  of  carrying  out 
such  projects? 

The  Chairman.  Have  you  reached  a  proper  place  to  stop,  Mr. 
Johnson  ? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  The  committee  has  been  in  session  six  hours  to- 
day, and  you  can  not  conclude  to-night,  I  judge. 

Mr.  Johnson.  I  have  more  than  I  can  get  through  with  to-night. 

The  Chairman.  How  much  longer  will  it  take  you? 

Mr.  Johnson.  I  am  about  halfway  through. 

The  Chairman.  Possibly  an  hour  in  the  morning  will  be  suffi- 
cient? 

Mr.  Johnson.  I  think  an  hour  will  be  ample. 

The  Chairman.  We  will  recess  until  10  o'clock  to-morrow. 

(Whereupon,  at  5.10  o'clock  p.  m.,  a  recess  was  taken  until  Tues- 
day, August  26,  1919,  at  10  o'clock  a.  m.) 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Tuesday,  August  26,  1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man)  presiding. 

STATEMENT    OF    ME.    ALBA   B.    JOHNSON,    PRESIDENT    OF    THE 
RAILWAY     BUSINESS     ASSOCIATION,     PHILADELPHIA,     PA.— 

Resumed. 

The  Chairman.  Mr.  Johnson,  you  may  proceed. 

Mr.  Johnson.  Mr.  Chairman,  I  would  like  to  make  a  few  ex- 
planations of  my  answers  to  certain  questions  which  were  asked 
yesterday. 

The  Chairman.  Very  well. 

Mr.  Johnson.  The  first  was  a  question  by  Mr.  Sanders  as  to  my 
opinion  of  a  definition  of  adequacy  of  revenue.  I  regard  the  defini- 
tion which  he  read  as  the  best  which  I  have  yet  seen.  My  answer 
was  that  I  did  not  consider  that  it  was  complete.  The  reason  I 
said  that  was  because  I  felt  it  required  for  its  enforcement  the 
agencies  which  I  propose  to  enlarge  upon  in  my  remarks  this 
morning. 

I  was  also  asked  whether  we  favor  complete  Federal  jurisdiction. 
Not  in  a  miscellaneous  sense.  There  are  certain  questions  which  may 
naturally  be  better  dealt  with  locally  and  which  it  would  probably 
be  wise  to  continue  to  deal  with  locally  than  through  a  national 
agency,  such  as  the  Interstate  Commerce  Commission.  That  is  a 
question  which  we  do  not  discuss.  I  did  not  intend  to  go  into  that, 
but  I  do  wish  to  be  understood  as  stating  that  wherever  the  ques- 
tion of  rates  is  concerned  we  feel  that  complete  and  entire  jurisdic- 
tion over  all  instrumentalities  of  interstate  commerce  should  be 
Federal. 

When  I  concluded  reading  my  address  last  evening  I  was  discuss- 
ing that  undetermined  zone  of  revenue — not  less  than  6  per  cent — 
how  the  amount  and  by  whom  the  amount  over  and  above  6  per  cent, 
which  the  language  seems  to  authorize,  was  to  be  determined,  and  I 
will  repeat  a  few  lines  of  what  I  read  last  night  in  order  to  make  the 
sense  entirely  clear. 

To  our  practical  minds,  and  in  view  of  the  responsibility  which 
rests  upon  us,  this  undetermined  zone  appears  to  place  upon  the 
Interstate  Commerce  Commission  a  discretion  by  no  means  accurately 
described  as  computation  by  a  mathematical  formula.  "  Not  less  than 
6  per  cent."  But  how  much  more  than  6  per  cent  and  by  what 
standard  determined  ? 

So  far  as  we  are  aware,  nobody  has  estimated  for  you  the  magni- 
tude of  the  improvements  to  existing  lines  which  the  public  interest 
requires  to  be  made  within  any  specified  period  in  the  future.  It  is 
certain  that  nobody  has  laid  before  you  a  comprehensive  program  of 
pioneering  into  virgin  territory ;  that  is.,  of  extensions  and  new  lines. 
If  you  were  in  possession  of  such  estimates,  who  shall  say  how  far 
short  they  would  fall  of  the  needs  which  may  actually  become  mani- 
fest? Even  if  you  had  the  power  of  divination  to  make  approxi- 
mate guesses  at  the  requirements  expressed  in  physical  units  and  in 
units  of  work  performed,  what  human  faculty  can  be  brought  to  bear 
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ill  the  year  of  grace  1919  to  compute  the  cost  of  carrying  out  such 
projects? 

Additions,  betterments,  and  extensions  are  made  with  new  capital. 
Construction  of  a  new  stretch  of  mileage,  whether  by  an  existing  sys- 
tem or  by  a  new  one,  involves  investment  of  capital  equal  to  100  per 
cent  of  the  cost  of  the  road,  structures,  and  rolling  stock.  The  same  is 
true  of  additions  to  the  property  of  existing  roads.  Betterments  of 
existing  lines  are  provided  100  per  cent  from  investment  less  the 
value  of  property  scrapped  or  replaced. 

If  a  locomotive  requires  repairs  which  can  be  made  in  a  few  days 
at  a  roundhouse,  the  cost  of  chose  repairs  is  an  operating  expense.  If 
a  locomotive  is  so  in  need  of  overhauling  that  it  is  put  into  the  shops, 
it  will  be  repaired  and  also  brought  up  to  date  by  the  application  of 
new  devices,  and  the  cost  will  be  divided  between  replacement  of 
old  value,  which  is  paid  for  as  operating  expense,  and  creation  of 
new  value,  which  is  paid  for  as  investment. 

Expenditures  vast  in  the  aggregate  for  each  region  are  to  be  pro- 
vided from  new  investment.  The  amounts  necessary  to  be  raised 
by  sale  of  stocks  and  bonds  in  order  to  maintain  a  given  scale  of  addi- 
tions and  extensions  will  depend  upon  the  cost  of  labor  and  materials. 
Nobody  knows  what  labor  and  materials  will  cost.  How,  then,  can 
anj^body  predict  within  many  millions  a  year  how  much  capital 
would  have  to  be  raised  to  carry  out  projects  approved? 

This  brings  us  face  to  face  with  the  crucial  factor.  If  you  do 
not  know  how  much  capital  you  must  raise,  how  can  you  possibly 
know  what  rate  of  return  T'^ou  must  pay  in  order  to  obtain  it? 
Supply  and  demand  govern  the  rates  for  money  as  they  govern 
all  other  prices.  The  more  securities  you  put  out  the  higher  goes 
the  rate.  This  was  illustrated  during  the  war,  in  the  successive 
bond  issues  of  every  belligerent  government. 

If  you  were  to  ask  Mr.  Warburg  as  an  investment  banker  what 
is  the  effect  of  quantity  of  output  upon  the  market  he  would  un- 
doubtedly tell  you  that  those  who  undertake  flotations  are  obliged 
to  limit  the  amount  of  their  transactions  to  the  absorptive  capacity 
of  the  investing  public;  that  they  avoid  bringing  out  issues  too 
many  at  once  or  too  close  together;  and  that  so  sensitive  are  rates 
to  conditions  that  the  terms  upon  which  a  flotation  will  be  under- 
taken must  be  accepted  at  once,  and  will  not  hold  good  beyond  a 
stipulated  time. 

Some  have  said  that  with  a  fixed  rate  in  the  statute,  investors 
would  regard  railway  issues  as  more  secure  and  that  this  stabili- 
zation would  enable  the  roads  to  command  the  money  at  lower 
rates  than  heretofore.  But  this  is  already  discounted  in  fixing 
the  figure  at  6  per  cent  as  the  return  for  the  average  road.  Mr. 
Warburg  points  out  that  6  per  cent  is  substantially  less  than  in- 
vestors can  obtain  in  other  industries. 

Again  there  is  the  complication  of  reducing  the  preponderance  of 
bonds  over  stock.  The  reason  why  bonds  have  been  salable  and 
stock  not,  is  that,  railway  income  available  for  dividends  was  in- 
sufficient to  make  a  market  for  stock.  Sooner  or  later  that  problem 
must  be  grappled  with.  Is  there  any  other  way  to  solve  it  than 
!>v  increasing  income  until  a  market  is  made?  Six  per  cent  means, 
sfiv,  4  and  a  decimal  on  bonds  and  7  or  8  on  stock.    Will  stock  of 
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the  average  road  sell  for  those  figures  in  the  quantities  that  would 
be  necessary  if  projects  were  carried  out  on  a  large  scale  and  if 
substantiallv  more  than  40  per  cent  of  the  new  issues  are  to  be 
stock? 

The  truth  is  we  do  not  know  what  average  rate  of  return  will 
be  necessary  in  order  to  develop  the  railroad. 

Nobody  knows  whether  Congress  will -enact  the  6  per  cent  and 
if  it  did  whether  subsequent  Congresses  would  let  that  figure  stand. 

Suppose  this  committee  and  the  Senate  committee  as  well  were 
to  report  6  per  cent,  what  assurance  is  there  that  when  the  measure 
reached  the  respective  branches  the  6  would  not  be  pared  down  ? 

One  of  the  great  handicaps  under  which  citizens  labor,  is  that 
the  committee  hearing  is  their  last  opportunity  to  participate  in 
public  discussions  with  you.  We  bring  you  a  recommendation, 
which,  if  adopted,  would  accomplish  a  purpose  regarded  by  us  as 
essential.  Sometimes  your  committee  or  the  House  omits  or  amends, 
so  that  the  object  which  we  had  in  view  is  not  attained.  This  may 
be  due  in  part  to  our  neglect  in  laying  too  much  stress  upon  a  precise 
provision,  and  not  stress  enough  upon  the  object.  Usually  an  aim 
of  legislation  may  be  attained  by  one  or  another  of  several  methods. 
It  is  with  this  in  mind  that  we  neither  advocate  nor  oppose  any 
of  the  various  rules  for  rate-making. 

What  I  am  now  saying  is  not  to  be  taken  as  indicating  any  view 
whatever  as  to  whether  the  statute  should  or  should  not  prescribe 
a  minimum  of  6  per  cent  return. 

I  might  say  that  yesterday,  when  I  was  asked  about  this  question, 
I  said  that  we  oppose  the  insertion  of  6  per  cent.  That  is  not  quite 
accurate  because  we  do  not  express  an  opinion  upon  this.  We  are 
expressing  our  opinion  upon  the  general  principles  involved.  We 
are  not  opposing,  but  we  are  pointing  out  what  is  involved,  as  a 
necessary  consequence  in  case  any  fixed  rate  is  inserted  in  the  act. 

What  we  beg  of  you  to  consider  is  that  if  you  do  embody  a  rate 
per  cent  in  the  bill  which  you  report  you  shall  in  addition  recognize 
the  undetermined  zone  of  return  which  may  prove  necessary  above 
the  rate  prescribed  as  the  minimum. 

Obviously,  if  the  statutory  rate  is  made  less  than  6  the  unde- 
termined zone  will  be  by  so  much  the  wider.  Suppose,  moreover,  the 
66th  Congress  says  6  per  cent.  What  will  the  6Tth  Congress  say? 
Does  anybody  expect  any  Congress  to  feel  itself  bound  to  maintain 
a  rate  merely  because  an  earlier  Congress  fixed  it  and  perhaps  pro- 
vided for  decennial  revisions?  You  will  invite  disappointment  if 
you  expect  to  beg  public  sentiment  at  6  per  cent  by  making  the  rate 
6  per  cent  in  the  statute.  Laws  are  created  by  sentiment,  not  senti- 
ment by  laws. 

Your  minimum  rate  of  return  will  not  restore  development. 

Development  can  only  be  restored  through  the  undetermined  zone ; 
and  it  will  be  restored  or  not  accordingly  as  public  sentiment  as 
to  interest  rates  is  or  is  not  brought  to  see  and  to  keep  seeing  that 
fact.  There  is  no  way  of  insuring  it.  No  solemn  pronouncement 
and  no  hocus  pocus  can  put  the  result  beyond  jeopardy  of  public 
apathy  or  hostility. 

There  is  only  one  route  to  our  destination — genuine  and  contin- 
uous public  acquiescence  in  the  purpose  and  definite  assignment  of 
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responsibility  first  to  the  power  that  appoints  and  secondly  to  the 
functionaries  appointed  for  exercise  of  judgment  and  courage. 

The  finictions  of  appraising  the  carriers'  projects  and  sanction- 
ing security  issues  involve  an  assumption  of  responsibility  insep- 
arable from  the  responsibility  of  estimating  and  prescribing  the 
amount  of  revenue  necessary  for  the  projects  approved,  and  im- 
possible of  performance  h^y  the  Interstate  Commerce  Commission 
without  destroying  its  character  as  a  tribunal  for  adjudication  of 
com]3eting  citizens'  and  competing  communities'  rights. 

Vrc  assume  that  Congress  will  regard  the  question  of  the  agency 
of  regulation  as  one  of  the  most  important  aspects  of  the  whole 
problem.  Touching  that  aspect,  the  Railway  Business  Association 
will  speak  only  from  the  practical  experience  of  the  industry  which 
comprises  its  membership.  From  that  point  of  view  we  ask  you  to 
ponder  well  at  this  critical  juncture  in  the  life  of  the  Nation  an  ele- 
ment in  i-egulation  tliat  may  be  condensed  into  the  word  "  justice." 
You  ma}'  feel  duly  appreciative  of  this.  You  can  not  be  too  much 
so.  I  venture  to  express  the  fear  that  you  unconsciously  take  for 
granted  a  matter  Avhich  requires  the  most  continuous  and  assiduous 
solicitude. 

I  have  quoted  the  late  Mr.  Griffin  as  saying,  "We  are  the  ulti- 
mate consumers  of  the  public  wrath."  That  was  an  intensely  occu- 
pational remark.  What  was  the  cause  of  the  public  wrath?  Was 
it  big  grievances,  alleged  lootings,  alleged  overcapitalization? 

Not  primarily.  It  was  little  things — rebates,  discriminations. 
These  som.etimes  reached  large  proportions  when  prominent  concerns 
were  the  beneficiaries,  but  the  sensitive  state  of  the  public  mind  in 
which  stories  of  these  conspicuous  incidents  aggravated  the  inflam- 
mation was  due  to  the  every-day  contact  of  the  general  run  of  the 
citizens  with  the  railroads.  The  individual  was  told  and  believed 
that  his  competitor  was  getting  a  lower  rate  than  he  was.  The 
community  was  angry  because  a  rival  trade  center  was  favored.  A 
had  a  pass  while  B  paid  or  walked.  All  this  was  the  foundation  of 
the  public  wrath. 

This  in  reality  is  the  thing  of  which  the  railway  supply  industry 
has  been  and  is  to-day  the  ultimate  consumer  to  a  degree  even 
greater  than  the  owners  or  managers  of  the  railroads  themselves. 
Even  the  first  moderate  decline  in  railroad  earnings,  which  might 
entail  little  if  any  effect  upon  the  income  of  officers  or  owners, 
immediately  involves  drastic  curtailment  of  purchases  and  unem- 
ployment in  the  supply  industries,  greatly  out  of  proportion  to  the 
reduction  of  railway  earnings.  We  are  here  to  implore  you  for 
j)rotection,  so  far  as  Congress  can  give  it,  against  such  an  experi- 
ence in  the  future  for  us  and  our  employees. 

A  reduction  of  tonnage  of  5  per  cent  on  the  railroads  enables  them 
to  lay  out  of  service  100  or  200  or  500  locomotives  on  an  important 
line  and  several  thousand  or  several  hundred  thousand  cars.  It 
may  involve  a  reduction  of  gross  earnings  perhaps  of  5  per  cent; 
but  the  railway  supply  man,  who  goes  to  the  railroad  officials  to 
seek  contracts,  Avhich  are  vital  to  him,  which  are  the  very  bread 
of  life,  without  which  he  must  starve  his  people,  is  told,  "  I  have 
so  many  locomotives  on  the  line  waiting  for  repairs.  I  could  not 
think  of  buying  under  these  circumstances."     So  that  while  thfr 
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reduction  of  revenue  on  the  railroad  may  be  5  per  cent,  the  reduc- 
tion of  volume  of  business  and  the  reduction  of  earnings  of  the 
railroad  supply  industry  may  be  80  per  cent.  >So  you  see  we  are 
indeed  the  consumers  not  only  of  the  public  wrath  but  the  consum- 
ers of  the  unfortunate  effects  of  business  depressions. 

Today  the  citizen  has  his  contact  with  the  railroad,  he  has  his 
differences,  his  complaints,  but  if  his  emotion  reaches  the  stage 
of  wrath  this  is  directed  not  againsti  the  railroad  but  against  the 
public  authority  which  regulates  the  railroad— an  authority  which 
the  citizens  themselves  established  and  which  thev  can  change  at 
will. 

So  far  as  Federal  regulation  is  concerned,  they  do  not  desire  to 
change  it ;  for  in  these  disagreements  of  theirs  with  the  carriers  over 
shipments  and  rates  and  practices  and  regulations  they  long  ago 
came  to  believe  that  they  were  getting  or  could  get  a  square  deal 
from  an  impartial  umpire.  I  wish  to  say  in  this  presence  that  I 
know  of  no  Governmental  tribune  here  or  anywhere,  now  or  at 
any  time,  more  highly  esteemed  for  integrity,  for  conscientious  de- 
Totion  to  the  litigation  which  comes  before  it,  for  freedom  from 
prejudice  in  adjudicating  controversies  between  competitors,  than 
the  Interstate  Commerce  Commission. 

The  Commission  for  32  years  has  been  dealing  with  this  problem. 
No  breath  of  scandal  has  ever  blown  upon  its  work  or  its  personnel. 
In  its  adjudication  of  differences  between  users  or  groups  of  users 
of  railways  no  disappointed  litigant  has  ever  been  heard  to  in- 
sinuate that  the  decision  was  affected  by  fear  or  favor.  "When  re- 
appointment of  one  of  the  present  incumbents  was  before  the  Senate 
it  was  emphasized  by  those  who  doubted  his  fitness  that  they  ques- 
tioned not  his  personal  character,  but  the  correctness  of  his  economic 
views. 

Much  the  same  general  comment  may  be  made  upon  the  staff  cre- 
ated by  the  commission.  Examiners,  accountants,  attorneys,  have  so 
conducted  themselves  that  none  has  ever  been  removed  for  breach  of 
trust  or  assailed  with  criticism  of  character. 

From  time  to  time  in  performance  of  its  statutory  duties  the  com- 
mission has  encountered  situations  which  led  to  a  request  for  particu- 
lar authority  not  previously  bestowed.  Congress  in  most  instances 
has  promptly  complied.  Where  such  a  request  has  been  denied  or 
postponed  reason  has  been  found  in  objection  to  the  proposition  in 
view  or  the  methods  proposed,  never  in  distrust  of  the  commission  as 
a  court  for  determination  of  citizens'  rights.  We  believe  that  Con- 
gress in  thus  giving  its  confidence  to  the  commission  has  accurately 
reflected  public  opinion  throughout  the  Nation. 

For  five  days  at  the  beginning  of  these  hearings  you  listened  to 
the  chairman  of  the  legislative  committee  of  the  commission  explain 
the  bill  which  the  commission  advocates.  You  asked  him  many  ques- 
tions. I  have  taken  occasion  to  read  the  stenographic  report  of  his 
replies.  He  impressed  me  as  the  spokesman  for  a  body  dealing  with 
a  highly  intricate  and  special  problem,  meeting  its  practical  phases 
in  a  practical  way,  capable  of  explaining  the  reasons  for  the  modifi- 
cations proposed  in  the  law  and  deserving  of  the  confidence  with 
which  Congress  and  the  country  look  to  it  for  the  highly  important 
judicial  functions  falling  within  its  purview. 
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The  development  of  the  commission  and  its  performance  day  by 
day  comprise  a  chapter  in  human  progi'ess.  They  demonstrate  the 
capacity  of  the  American  people  to  substitute  reason  and  arbitra- 
ment for  passion  and  strife.  Our  success  in  this  undertaking  is  a 
triumph  in  self-government.  To  your  present  petitioners  it  has  the 
special  bearing  of  an  agency  capable  of  preserving  in  the  Nation  so 
much  of  mental  balance,  of  good  temper,  and  of  the  spirit  of  accom- 
modation that  vital  problems  of  legislation  such  as  those  now  under 
consideration  by  Congress  can  be  debated  without  heat,  prejudice,  or 
recrimination,  and  decisions  reached  with  that  calm  judgment  which 
assures  the  common  weal. 

It  is  our  apprehension  that  the  system  which  I  have  endeavored 
to  describe  is  in  grave  danger. 

Powerful  grouf)s  are  urging  Congress  to  superimpose  upon  the 
present  statutory  duties  of  the  commission  certain  entirely  new  and 
wholly  incompatible  duties.  The  common  purpose  of  these  several 
plans  is  to  introduce  into  the  governmental  policy  an  element  of 
encouragement  to  railroad  development.  The  cry  has  gone  up  on 
every  hand  for  better  railroads  and  more  railroads.  You  are  asked 
to  create  the  new  duty  of  promoting  adequacy  of  facilities  and  the 
opening  up  of  new  areas.  Such  a  declaration  of  policy  to  be  made 
effective  must  be  delegated  hj  the  law-making  body  to  an  administra- 
tive arm — an  agency. 

In  this  proposed  new  governmental  duty,  what  are  the  novelties? 
Is  it  the  object  that  national  growth  shall  be  both  promoted  and 
anticipated  by  provision  of  transportation  facilities?  Is  it  the  ex- 
pectation that  representatives  of  the  Government  will  counsel  with 
railway  men  and  waterway  men  and  hard-surface-road  men  and 
with  users  of  all  these  instrumentalities  everywhere,  planning  for  the 
future?  Is  it  in  your  minds  that  the  reasonable  public  need  for 
enlarged  terminals  or  multiple  tracking  or  extension  into  new  terri- 
tory shall  be  quickly  and  practically  judged  and  promptly  sanc- 
tioned and  that  carriers  undertaking  such  projects  shall  be  provided 
with  the  means  of  carrying  them  vigorously  to  completion? 

If  this  is  the  purpose,  and  the  representative  of  the  Government 
in  that  field  is  to  be  the  Interstate  Commerce  Commission,  then  what 
is  proposed  is  to  transform  the  commissioners  from  judges  into  men 
of  action. 

It  may  be  that  you  could  not  effect  such  a  transformation.  If  you 
tried  but  it  proved  that  you  could  not,  this  would  be  a  gigantic 
calamity  in  itself,  as  I  shall  endeavor  to  maintain  in  a  few  moments; 
but  if  you  could  and  did  transform  these  judges  into  men  of  action, 
what  would  become  of  the  machinery  of  justice  which  it  has  taken 
us  32  years  to  construct  and  develop  ? 

By  the  word  "  action  "  is  meant  getting  things  done — appraising 
projects,  determining  methods,  and  bringing  results.  Getting  things 
done  is  a  function  concerning  which,  as  business  men,  we  are  qualified 
to  speak.  We  choose  our  executives  according  to  our  lights  and 
place  upon  them  the  responsibility  of  ways  and  means  and  results. 

We  expect  them  to  make  mistakes.  We  look  for  a  certain  degree 
of  false  motion  and  waste  of  money,  inseparable  from  pioneer  and 
creative  work.  We  do  not  regard  the  performance  as  setting  up  pre- 
cedent for  future  guidance,  but  largely  as  containing  warnings.  We 
can  not  require  that  in  his  relations  with  other  people  the  executive 
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as  he  hurries  along  will  necessarily  conduct  himself  with  the  primary 
aim  of  being  a  paragon  of  manners,  a  model  of  forbearance,  or  a 
professor  of  ethical  philosophy.  He  uses  the  self-restraint  which  all 
responsible  citizens  use  in  a  civilized  community  where  there  is  law 
and  order  and  a  decent  respect  for  the  rights  of  others;  but  his 
specialty  is  getting  things  done. 

Congress,  which  is  the  board  of  directors  of  the  Nation,  is  about 
to  undertake  a  project — the  restoration  of  railroad  development. 
Congress  is  about  to  assign  supervision  of  that  task  to  an  agent. 
Those  who  have  elected  Congress  as  their  board  of  directors  will 
not  be  satisfied  with  a  report  that  postponement  of  the  result  desired 
has  been  accomplished  politely  or  learnedly  or  according  to  tra- 
dition. 

What  the  Nation  requires  is  that  each  year's  end  will  record  addi- 
tions to  mileage  at  least  larger  than  were  made  by  a  nation  of  32,- 
000,000  before  the  Civil  War.  They  require  some  progress  and 
some  completion  of  terminal  and  double-track  projects,  construction 
of  motive  power  and  cars  somewhere  near  that  before  1906,  a  year 
in  which  industry  was  shackled  and  foodstuffs  rotted  because  there 
was  not  enough  rolling  stock  to  carry  material  to  or  product  from 
the  factory  or  to  convey  grain  and  live  stock  to  market  or  seaboard. 
The  country  wants  results. 

Mr.  Sanders  of  Indiana.  What  year  was  that? 

Mr.  Johnson.  1906 ;  1906  was  a  year  of  good  business. 

Suppose  Congress  appoints  as  its  agent  for  that  task  the  Inter- 
state Commerce  Commission.  I  suppose  nobod}'^  will  assert  that 
any  one  of  the  present  commissioners  has  ever  had  occasion  to 
demonstrnte  by  performance  the  possession  of  the  special  qualifica- 
tions universally  exacted  of  an  executive  who  is  charged  with  a  work 
of  creation.  Each  of  them  would  doubtless  classify  himself  in  this 
respect  with  the  man  who  was  asked  whether  he  could  read  Greek. 
He  answered,  "  I  don't  know ;  I  have  never  tried." 

During  these  hearings,  in  fact,  Commissioner  Clark  has  said  that 
the  bill  advocated  by  the  commission  would  require  an  enlargement 
of  that  body.  I  understand  he  has  special  reference  to  the  regula- 
tion of  security  issues.  Whether  the  commission  is  to  be  enlarged  or 
not,  vacancies  in  it  will  from  time  to  time  occur.  There  is  one  such 
vacancy  at  this  moment.  In  the  long  run  appointments  would  doubt- 
less be  made  of  both  types — the  judicial  and  the  executive.  The  in- 
jection of  one  or  two  men  of  action  into  the  commission  would  cer- 
tainly and  immediately  precipitate  conflict. 

Here  you  would  have  on  the- one  side  a  man  or  men  whose  tem- 
perament, instinct,  training,  and  habit  it  is  to  be  anxious  lest  any 
project  may  not  have  money  enough,  and  hence  to  provide  an  ample 
margin  for  contingencies.  On  the  other  you  would  have  men  whose 
temperament,  instinct,  training,  and  habit  it  is  to  be  anxious  lest 
any  project  have  too  much  money,  and  hence  to  hold  it  down  to 
the  minimum. 

What  would  be  the  outcome?  In  the  past  the  commission  has  had 
the  protection  that  hedges  about  a  judicial  body.  You  will  not  have 
forgotten  that  in  one  of  the  early  large-scale  rate-advance  cases  the 
commission  complained  of  what  it  called  the  campaign  of  publicity. 
Having  had  laid  before  it  for  determination  the  question  how  much 
earnings  a  group  of  carriers  ought  to  have,  which  is  the  same  thing 
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as  saying  how  much  or  how  good  work  those  carriers  should  be  per- 
mitted to  perform,  the  commission  was  in  position  to  rebuke  con- 
certed expression  of  the  public  desire  on  the  ground  that  the  pro- 
ceeding was  judicial,  and  that  public  discussion  ought  not  to  be  em- 
ployed for  the  exertion  of  influence  upon  the  judgment  of  the  com- 
missioners. 

Utterly  different  will  be  the  situation  if  Congress  will  now  decree 
that  railroads  are  to  grow,  and  assign  the  task  of  stimulating  that 
growth  to  the  commission. 

I  need  not  elaborate  to  a  committee  of  Congress  on  the  distinction 
between  a  statutory  provision  which  defines  misdemeanors,  with 
prescription  of  penalty,  and  a  statute  which  sets  up  a  standard  for 
the  instruction  of  an  administrative  department  in  the  carrying  out 
of  a  pul:)lic  project. 

If  a  shipper  solicits  a  rebate  and  a  railroad  officer  gives  it  to  him, 
the  process  by  which  these  lawbreakers  are  brought  to  book  is  one 
with  which  public  opinion  and  public  discussions  should  have  nothing 
to  do.  If  the  citizens  of  Philadelphia  or  of  any  other  city  can 
unite  in  advocating  a  unification  of  terminals,  nothing  ought  to 
stand  in  the  way  of  their  getting  all  the  allies  they  can  to  convince 
the  authorities  that  the  thing  should  be  done,  and  carriers'  revenues 
adjusted  accordingly. 

Does  it  take  the  eye  of  a  prophet  to  see  what  would  happen  within 
a  commission  made  up  partly  of  builders  and  partly  of  judges?  At 
the  first  important  difference  of  judgment  over  the  amount  of  earn- 
ings necessary  in  the  public  interest  the  tribunal  would  be  rent  in 
twain  and  in  a  few  hours  two  factions  in  the  country  would  begin 
the  struggle  for  control.  This,  mark  you,  is  a  judicial  body.  It  ad- 
judicates citizens'  rights.  It  has  made  peace  in  the  United  States 
where  once  there  was  conflict,  and  it  is  relied  upon  to  continue  the 
calm  and  even-handed  ndministration  of  justice. 

On  one  occasion  the  Railway  Business  Association  invited  a  justice 
of  the  Supreme  Court  of  the  United  States  to  deliver  an  address  at 
the  annual  dinner.  The  justice  declined;  and  in  doing  so  explained 
some  of  the  embarrassments  of  his  position. 

When  a  member  of  the  court,  he  said,  made  a  speech  he  was  almost 
invariably  misquoted  or  his  remarks  so  condensed  as  to  be  misunder- 
stood. When  he  next  entered  the  conference  room  of  the  court  one 
of  his  colleagues  was  certain  to  ask  whether  he  really  had  said  it, 
and  what  he  really  had  said;  which  would  lead  other  members  to 
join  the  conversation,  presently  disclosing  views  and  counterviews 
upon  the  subject  matter.  Such  incidents,  he  felt,  tended  to  impair 
that  detachment  of  mind,  that  concentration  upon  the  quest  for  just 
conclusions  in  the'  causes  at  bar,  that  harmony  of  spirit  and  purpose, 
notwithstanding  diversity  of  antecedent  and  of  temperament,  which 
so  greatly  conduce  to  place  and  keep  the  court  on  a  lofty  plane  of 
freedom  from  bias  and  emotion. 

Think  of  it!  A  justice  of  the  Supreme  Court  declining  to  make 
one  public  address  for  fear  the  rights  of  citizens  may  suffer !  And 
here  we  have  the  proposal  that  Congress  knowingly  and  willfully 
shall  toss  into  the  court  of  interstate  transportation  a  patented  and 
guaranteed  occasion  for  disputation  and  bitterness,  with  the  people 
of  the  United  States  surrounding  the  combatants  tier  above  tier  and 
yelling  like  the  local  mob  at  a  national  party  convention. 
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If  anyone  suspects  that  the  commission  mider  the  proposed  condi- 
tions would  someliow  be  immune  from  schism,  I  commend  to  him  an 
incident  which  has  already  happened.  At  the  time  Congress  never 
had  decreed  that  rates'  and  fares  should  be  adequate  for  any  specified 
purpose  whatever  or  even  that  the  commission  must  or  might  con- 
sider rates  as  a  whole  as  affecting  total  earnings.  Just  what  occurred 
I  do  not  pretend  to  know.  The  commission  guards  its  confidences 
well.    But  the  record  is  eloquent  and  the  deduction  is  obvious. 

It  was  the  western  rate-advance  case  of  1915.  The  commission  had 
constructed  a  majority  report,  stating  what  advances  would  be  per- 
mitted. Two  commissioners  dissented  on  the  ground  that  the  grant 
was  insufficient.  What  the  majority  replied  to  their  arguments  is  not 
of  record.     But  one  of  the  dissenters,  Mr.  Daniels,  in  his  opinion  said : 

While  it  is  nowhere  explicitly  stated  in  the  majority  report,  I  am  unable  to 
escape  the  conviction  that  the  reluctance  to  find  that  increased  rates  liave  been 
moBe  generally  justified  is  largely  rooted  in  an  unwillingness  to  find  that  the 
revenues  of  the  carriers  as  a  whole  are  smaller  than  is  demanded  in  the  public 
interests,  and  also  in  tlie  belief  that  the  financial  exigencies  of  many  of  the 
carriers  are  traceable  to  financial  maladministration,  and  that  if  due  economy 
and  integrity  had  been  observed  the  difficulty  over  the  attested  decline  in 
revenues  would  liave  been  readily  surmounted.     *     *     *     it  would  appear  that 

*  *  *  the  time  liad  at  last  come  to  take  a  discriminating  view  of  the  effect 
of  refusing  rate  increases  otherwise  just  and  reasonable  because  of  a  wide- 
spread resentment  at  evils  perpetrated  in  the  past  by  dishonest  or  designing 
railroad  officers  or  their  allied  financiers.  Such  a  policy  visits  in  large  meas- 
ure the  same  penalty  upon  the  proprietors  of  a  railway  conducted  with  in- 
tegrity and  honesty  as  upon  the  luckless  shareholders  of  a  looted  road.  In 
either  case  those  wlio  suffer  from  its  effects  are  not  those  who  have  profited  by 
the  wrongs  perpetrated  in  the  past.  It  is,  therefore,  suggested  that  the  appro- 
priate remedy  is  the  prosecution  and  punishment  of  the  individual  offenders,  not 
the  c-ontinuai  withholding  of  adequate  rates  to  the  carriers  as  a  whole.  In 
bank    management    this    distinction    has    in    large    measure    been    recognized. 

*  *  *  Similarly  in  considering  propositions  involving  more  or  less  general 
increase  of  rates,  the  question  should  be  judged  in  the  light  of  the  carriers' 
revenues  as  a  whole,  and  in  the  light  of  the  reasonableness  or  unreasonableness 
of  particular  rates  proposetl,  and  neither  prejudiced  nor  complicated  by  con- 
siderations of  individual  instances  of  corporate  management. 

Out  of  those  earnest,  almost  passionate,  fragments  can  you  not  re- 
construct the  scene  which  Commissioner  Daniels  refrains  from  de- 
scribing? If  this  is  what  he  felt  impelled  to  impart  to  the  public, 
what  did  he  say  to  his  colleagues  in  the  shelter  of  the  executive  ses- 
sion? What  did  they  reply?  It  is  immaterial.  Their  official  acts 
convey  the  information  whic  h  we  require. 

That  commission  at  that  hour  was  not  a  court  adjudicating  citi- 
zens' rights,  but  a  legislature  determining  the  policy  of  a  nation; 
not  a  tribunal  applying  law  to  a  particular  case,  but  a  congress  en- 
acting the  law  itself. 

Verily,  it  is  not  alone  against  dangers  yet  to  be  created  that  we 
warn  you,  but  against  perpetuation  of  a  present  danger.  Great  as  is 
the  necessity  of  avoiding  the  imposition  of  legislative  functions  upon 
the  commission,  an  important  purpose  is  the  removal  of  that  present 
cause  of  discord,  the  struggle  within  the  commission  for  and  against 
readjustments  designed  primarily  to  promote  transportation  de- 
velopment. 

Bring  on  the  combat  for  control  of  the  commission  and  you  de- 
stroy it  as  a  court,  for  during  the  conflict  you  will  turn  the  bench 
into  a  shambles,  and  when  it  is  over,  and  the  advocates  of  develop- 
ment have  prevailed,  as  they  will,  you  will  have  turned  over  the 
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administration  of  justice  to  men  whose  specialty  is  getting  things 
done;  and  if  j^ou  want  to  know  what  that  means  ask  some  shippers 
how  they  like  the  rates  that  were  made  by  Mr.  McAdoo.  Let  us 
profit  from  at  least  one  lesson  tauglit  us  by  the  war.  Let  us  never 
again  have  railroad  rates  made  by  men  whose  primary  job  is  getting 
things  done. 

You  can  not  authorize  the  Interstate  Commerce  Commission  to 
determine  how  much  revenue  is  needed  and  escape  a  demoralization 
of  the  mechanism  for  justice  which  we  now  have.  You  can  not 
place  upon  the  commission  the  responsibility  for  fixing  the  amount 
of  revenue  and  escape  a  revival  of  agitation  against  the  roads,  which 
would  be  accused  as  the  beneficiaries  of  ruthless  rate  making.  Speak- 
ing for  fabricators  of  railway  accessories,  but  speaking  with  author- 
ity, I  believe,  of  the  general  public  interest,  I  plead  with  you  to 
refrain  from  gambling  away  the  happiness  and  prosperity  of  the 
United  States  on  the  reckless  bet  that  you  can  make  such  an  experi- 
ment without  bringing  on  the  inevitable  consequences. 

Even  if  for  the  sake  of  getting  adequate  facilities  you  were  will- 
ing to  sacrifice  the  judicial  system  so  laboriously  built  up,  about  the 
most  circuitous  and  slow-moving  method,  as  well  as  the  most  doubt- 
ful in  point  of  ultimate  effectiveness,  would  be  an  attempt  to  trans- 
form the  Interstate  Commerce  Commission  into  a  body  of  action. 

As  an  exhibit  convincing  on  that  point  we  can  hardly  choose 
better  than  to  examine  the  testimony  of  Commissioner  Clark  at  the 
beginning  of  these  hearings.  I  have  given  you  my  impression  of 
the  judicial  body  which  could  produce  a  witness  inspiring  so  much 
confidence.  From  practical  experience  on  the  bench  the  commis- 
sioners through  him  offered  detailed  amendments  to  the  law  as  it 
stands — recodification  and  revision,  as  it  were. 

I  now  wish  to  give  you  another  impression.  This  second  impres- 
sion was  one  of  incredulous  amazement  that  any  group  of  eight  men 
having  to  do  with  transportation  in  the  United  States  could  have 
lived  and  worked  through  these  last  few  years  and  come  before  you 
without  apparently  the  faintest  realization  that  the  country  is  con- 
fronted with  a  railroad  problem  requiring  heroic  measures. 

The  chairman  opened  the  proceedings  by  enumerating  the  aspects 
which  would  have  attention.    First  of  all,  he  said : 

One  of  the  great  problems  we  are  to  consider  is  the  matter  of  credits,  and 
credits  involve  the  matter  of  rates. 

Where  in  the  whole  course  of  Judge  Clark's  analysis  of  the  bill 
is  there  a  word  indicating  recognition  by  him  or  by  the  commission 
of  the  existence  of  a  great  problem  of  credits,  involving  rates?  The 
suggestion  has  appeared  in  some  of  the  transportation  journals  that 
the  bill  drawn  by  the  commission  and  Mr.  Clark's  comments  upon 
it  form  only  one  part  of  a  comprehensive  scheme  in  which  the  credit 
problem  will  be  dealt  with  separately.  The  commissioner,  indeed, 
in  his  introductory  remarks  pointed  out  that  as  explained  by  the 
chairman  the  purpose  of  the  hearing  covered  principles  as  well  as 
details,  whereas  the  bill  was  confined  to  amendments,  but  he  gave 
no  intimation  of  any  supplementary  recommendations  to  come  from 
the  commission.  So  far  as  was  disclosed  that  body  stood  upon  its 
annual  report  for  1918,  and  its  special  report  to  Congress  dated  De- 
cember 31,  afterwards  explained  in  detail  to  the  Senate  committee 
in  the  Sixty-fifth  Congress. 


RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1537 

The  special  report  catalogued  a  series  of  objects  of  legislation. 
Upon  first  perusing  that  document  I  was  startled  to  note  what 
seemed  to  be  an  indirect  declaration  for  adequacy  of  revenues.  It 
began  characteristically  enough,  declaring  for  "  limitation  of  railroad 
construction  to  the  necessities  and  convenience  of  the  (Tovernment 
and  the  public  " — a  delicious  bit  of  humor,  as  if  superfluous  railroad 
construction  were  a  pressing  national  peril,  which  must  head  any  list 
of  evils  to  be  abated;  but  immediately  following  were  these  strange 
and  unaccustomed  words :  "And  assuring  construction  to  the  point  of 
these  limitations." 

My  enthusiasm  was  warm  while  it  survived.  I  read  along  through 
the  statement  of  reasons  underlying  the  proposed  limitation  of  rail- 
way construction  and  came  upon  the  statement  of  the  thought  under- 
lying the  assurance  of  construction  to  the  point  of  limitation,  which 
was  this : 

That  a  railroad  having  been  permitted,  by  public  franchise,  and  the  powers 
that  go  with  it,  to  build  into  a  given  territory,  it  should  be  required  to  properly 
serve  and  develop  that  territory.  And  in  developed  territory  it  is  important 
to  provide  for  the  extension  of  shoi't  branch  or  spur  lines  or  spur  tracks  to 
communities  and  industries  that  should  be  served  and  that  can  furnish  suffi- 
cient traffic  to  justify  such  extension. 

There  is  not  a  word  about  enabling  the  carrier  to  improve  or  ex- 
tend ;  only  power  to  require  him  to  do  so. 

In  the  commission's  bill  the  power  to  require  construction  is 
qualified  by  the  following  proviso: 

That  the  commission  shall  find  that  such  provision  of  facilities  or  extension 
is  reasonably  necessary  in  the  interest  of  public  convenience  and  will  not  im- 
pair the  ability  of  the  carrier  to  perform  its  duty  to  the  public. 

In  other  words,  the  carriers  must  construct,  if  it  can  spare  the 
funds,  but  not  even  in  case  of  public  necessity  for  construction  will 
the  commission  be  directed  b}'  law  to  supply  the  carrier  with  the  in- 
creased earnings  necessary  for  the  credit  basis. 

Except  for  this  one  false  alarm  I  have  been  unable  to  find  a  solitary 
phrase  in  any  of  the  statements  of  the  commission  acknowledging 
that  railway  development  needs  encouragement  and  that  a  change  in 
governmental  policy  is  essential  to  that  end. 

Consolidations  would  be  permitted  under  the  commission's  bill. 
Mr.  Clark  in  his  testimony  mentioned  as  an  advantage  of  this 
economies  in  use  of  railroad  plant.  He  did  not  mention  the  rate 
problem  of  the  strong  and  the  weak  road,  which  for  months  has  com- 
manded the  attention  of  all  the  leading  railway  economists,  and  for 
which  a  solution  proposed  by  many  of  them  is  consolidation. 

The  bill  confers  upon  the  commission  jurisdiction  over  minimum  as 
well  as  maximum  rates.  Some  of  the  advocates  of  the  commission 
as  the  agency  for  restoring  railway  credit  have  predicted  that  if 
granted  this  new  power  they  would  do  everything  necessary  in  that 
direction.  You  remember  what  Judge  Clark  told  you  about  that 
provision.  The  farthest  he  went  was  to  point  out  that  "  the  com- 
petition between  carriers  or  the  insistence  of  one  carrier  upon  its  own 
way  results  in  an  unnecessary  and  unwarranted  depletion  of  the  reve- 
nues of  all  the  carriers  in  a  given  situation."  He  gave  no  indorsement 
to  the  idea  that  the  revenue  derived  from  the  correction  of  such 
situation  would  build  in  the  next  year  miles  of  track,  freight  cars, 
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and  locomotives  in  capacity  approaching  the  annual  provision  which 
was  maintained  in  former  years  of  vigorous  development. 

After  he  had  analyzed  the  provisions  of  the  bill  section  by  section 
to  the  end,  Judge  Clark  added  the  most  startling  statement  that  has 
come  from  the  commission  on  the  subject.  In  less  than  five  minutes 
he  did  away  with  the  need  for  any  other  evidence  that  a  new  and 
independent  agency  is  required  for  the  rehabilitation  of  railway 
credit.  He  turned  back  to  a  new  provision  which  in  its  order  he  had 
passed  without  comment.  I  have  previously  quoted  the  provision  to 
you  in  another  connection. 

If  nothing  which  preceded  had  contained  cause  for  astonishment 
occasion  enough  was  afforded  by  his  having  been  able  to  glance  down 
that  page,  with  that  new  matter  staring  at  him  in  italics  out  of  the 
context,  and  regard  it  as  so  trival  as  to  require  no  explanation. 

The  words  are  on  page  23  of  the  committee's  print  dated  June  2, 
as  follows: 

The  commission  in  reaching  its  conclusion  as  to  the  justness  and  reasonable- 
ness of  any  rate,  fare,  charge,  classification,  regulation,  or  practice  shall  take 
into  consideration  the  cost  of  labor  and  other  operating  costs  in  so  far  as  they 
become  material  in  any  case  under  investigation. 

Of  that  provision  the  commissioner  said : 

I  originally  passed  this  by,  but  it  seems  desirable  to  comment  on  it  a  little. 
As  a  part  of  the  statute  it  develops  the  rule  which  the  legislature  contemplates 
shall  be  followed  by  the  administrative  tribunal. 

And  now  mark  you  what  he  says  next : 

In  actual  practice  it  will  not  change  the  rule  followed  by  the  commission, 
because  the  commission  lias  recognized  that  the  necessary  costs  affect  the  net 
return. 

The  chairman  then  observed  that  the  Traffic  Club  of  Chicago  had 
recommended  the  addition  of  the  words  "  and  the  cost  of  capital," 
and  asked  the  witness  his  views  on  that. 

Judge  Clark  replied: 

I  think  it  would  be  entirely  appropriate  to  include  that,  Mr.  Chairman,  be- 
cause I  can  not  conceive  of  the  commission  ignoring  it  if  it  were  pertinent  and 
material  to  the  issue. 

The  Chairman.  In  view  of  the  fact  that  you  say  the  commission  has  always 
heretofore  considered  the  cost  of  labor  and  operation,  you  have  also  considered 
tlie  return  on  capital? 

Judge  Clakk.  Yes;  we  have  considered  the  return  on  capital. 

So  here  was  a  proceeding  which  began  with  a  statement  by  the 
chairman  that  "  One  of  the  great  problems  we  are  to  consider  is  the 
matter  of  credits,  and  credits  involve  the  matter  of  rates,"  a  pro- 
ceeding which  followed  with  examination  of  a  bill  brought  in  by  tlie 
commission  purporting  to  require  adequate  rates  and  making  the 
commission  the  agency  for  accomplishing  such  adequacy ;  a  proceed- 
ing which  then  plunged  to  its  anticlimax  with  an  avowal  by  the 
representative  of  the  commission  that  there  is  no  great  problem  of 
rates  in  relation  to  credit,  because  the  commission  always  has  con- 
sidered the  return' on  capital,  so  that  the  new  rule  would  not  change 
its  course  in  the  least. 

I  submit,  gentlemen,  that  the  least  eligible  candidate  you  could 
find  for  the  task  of  restoring  railway  development  is  a  body  which 
in  the  face  of  universal  opinion  here  and  throughout  the  country 
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denies  the  existence  of  the  problem  and  virtually  promises  to  frus- 
trate any  attempt  at  a  change  of  governmental  attitude. 

It  is  for  these  reasons  that  we  advocate  the  creation  of  a  Federal 
transportation  board,  which,  having  jurisdiction  over  security  issues 
and  hence  over  railway  development,  shall  have  the  power  that  goes 
with  the  responsibility  for  results — the  power  of  certifying  to  the 
commission  the  amount  of  revenue  necessary  to  the  public  interest. 

This  would  designate  men  of  action  for  a  task  of  getting  things 
done.  It  would  pi^serve  this  excellent  and  highly  esteemed  tri- 
bunal, the  Interstate  Commerce  Commission,  as  a  court  to  insure 
that  in  getting  things  done  the  men  of  action  shall  not  ride  rough 
shod  over  the  citizens  and  communities  who  use  the  facilities. 

Many  of  those  who  have  made  valuable  contributions  on  various 
phases  of  the  problem  as  a  whole  are  yet  to  be  converted  into  advo- 
cates of  a  Federal  transportation  board.  We  have  asked  some  of 
them  to  state  their  reasons.  Before  concluding  I  think  it  important 
to  refer  briefly  to  those  reasons. 

First,  it  is  said  that  there  is  no  support  for  such  a  board  in  the 
country. 

If  Senators  and  Representatives  are  so  open-minded  upon  this 
aspect  as  they  have  given  token  of  being  on  other  aspects  of  the  ques- 
tion, what  validity  is  there  to  the  argument  that  a  recommendation 
should  be  withheld  because  they  are  not  already  in  favor  of  it?  If 
we  knew  that  Congress  favored  a  Federal  transportation  board  it 
would  be  a  waste  of  time  for  us  to  come  and  urge  them  to  create  it. 

With  regard  to  sentiment  in  the  country  evidence  is  accumulating. 
Our  own  association  is  a  constituent  member  of. the  Chamber  of 
Commerce  of  the  United  States.  One  of  the  recommendations  con- 
tained in  the  chamber  referendum  No.  28  was  that  a  national  trans- 
portation board  be  created.  We  conducted  an  internal  poll  among 
our  members  to  determine  how  our  association  would  vote.  On  the 
recommendation  in  question  fewer  than  5  per  cent  of  those  voting 
said  no  on  that  provision.  All  the  consituent  bodies  in  the  chamber 
thfoughout  the  country  recorded  a  vote  of  1,196  in  favor  to  245 
opposed.  The  National  Transportation  Conference  makes  such  a 
board  the  central  piece  of  mechanism  in  its  plan  for  rehabilitation 
of  railway  credit.  The  proposition  is  really  just  beginning  to  be 
explained  to  the  public,  and  there  is  no  reason  whatever  for  dismiss- 
ing the  proposal  as  a  project  which  has  no  chance  of  adoption  and 
therefore  is  a  futile  feature  of  any  program. 

Anotlier  objection  is  that  if  such  a  board  were  to  be  created  dur- 
ing the  present  administration  the  appointments  made  by  the  Presi- 
dent would  be  of  the  same  character  as  the  appointments  which  he 
has  made  to  the  Interstate  Commerce  Commission.  I  hold  no  brief 
for  the  present  chief  executive,  and  happen  to  belong  to  another 
political  party  than  his  own,  but  the  arguriient  reduces  itself  to  an 
absurdity. 

It  is  that  citizens  are  willing  to  trust  the  commission,  four  of 
whose  members  were  appointed  by  this  same  President,  and  which 
as  a  w^hole  is  practically  organized  and  committed  against  any 
change  of  governmental  policy,  but  are  unwilling  to  trust  a  new 
board  appointed  by  him,  although  the  launching  would  be  in  the 
atmosphere  and  under  the  influence  of  a  great  constructive  and  non- 
partisan plan. 
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Suppose  Congress  has  postponed  tlic  solution  of  the  banking  and 
currency  problem  because  some  citizens  were  reluctant  to  have 
members  of  the  Federal  Eeserve  Board  appointed  by  the  President 
incumbent  at  that  time,  as  he  is  now. 

It  is  said,  in  the  third  place,  that  there  is  confusion  and  deadlock 
in  coordinate  tribunals.  Amen  and  amen.  The  Railway  Business 
Association  is  no  advocate  of  coordinate  authority.  We  desire  to 
see  the  Interstate  Commerce  Commission  supreme  over  the  con- 
struction of  rate  schedules.  We  desire  to  see  the  Federal  transpor- 
tation board  supreme  over  issuance  of  securities  and  over  the  amount 
of  revenue  necessary  in  the  public  interest. 

With  regret  we  have  noticed  that  some  of  those  who  accept  our 
idea  of  a  certificate  of  public  necessity  for  revenue  would  still  leave 
with  the  commission  some  discretion  as  to  whether  it  likes,  or  not,  the 
estimate  of  the  Federal  transportation  board.  As  well  provide  that 
the  auditor  of  a  commercial  conipany  be  empowered  to  refuse  to 
sign  checks  if  he  believes  that  the  purchasing  authority  has  bought 
goods  not  needed  by  the  company. 

The  only  other  obstacle  which  has  been  specified  to  us  is  that  the 
creation  of  a  Federal  transportation  board  would  not  solve  the  prob- 
lem of  the  strong  and  the  weak  road.  The  answer  is  that  it  would 
if  it  did,  and  the  Interstate  Commerce  Commission  wouldn't  if  it 
didn't. 

If  your  legislation  shall  provide  a  way  of  dealing  with  the  problem 
of  the  strong  and  the  weak  road,  what  possible  difference  can  it  make 
who  is  the  agent  for  executing  the  plan,  provided  he  is  competent 
for  the  job  and  his  instructions  and  power  are  in  accordance  with 
his  responsibility  ? 

What  is  involved  is  largely  the  exercise  of  business  judgment. 
Without  any  moral  obliquity,  and  doubtless  with  the  best  intentions 
in  the  world,  the  temperament,  training,  and  environment  of  the 
Interstate  Commerce  Commission  are  all  against  that  liberal  pro- 
vision of  present  earnings  and  surplus  which  a  business  executive 
insists  upon  as  a  margin  of  safety  for  future  contingencies. 

It  is  proposed  that  Congress  shall  so  prescribe  the  duty  and  au- 
thority of  the  Federal  transportation  board  that  the  President  will 
have  a  clear  definition  of  the  qualifications  of  its  members  and  will 
select  his  nominees  accordingly. 

To  say  that  Congress  can  not  frame  an  authorization  and  the 
American  people  can  not  through  their  Chief  Executive  establish 
a  competent  agency  to  effectuate  the  national  will  is  to  assert  funda- 
mental pessimism  concerning  our  American  experiment  in  self-gov- 
ernment. Your  present  deponent  believes  we  are  justified  rather  in 
a  glowing  optimism,  and  if  there  were  no  other  warrant  for  that 
sentiment  we  believe  it  is  to  be  found  in  the  quest  and  discovery  six 
years  ago  of  the  soundest  banking  and  currency  system  in  the  world. 

For  Congress  to  enact  a  scheme,  sound  and  strong  in  every  other 
detail,  and  present  it  to  the  public  as  possessing  the  same  finality  as 
the  Federal  reserve  legislation  of  1913,  but  designating  the  Inter- 
state Commerce  Commission  as  the  agent  of  rehabilitation,  would  be 
to  settle  nothing  and  accomplish  nothing.  It  probably  would  mean 
Government  ownership  in  10  years,  if  not  in  5,  with  all  the  evils 
which  have  attended  that  system  wherever  tried.  We  can  not  be- 
lieve you  will  take  the  risk. 
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The  Chairman.  Mr.  Johnson,  last  year  you  delivered  an  address 
or  wrote  an  article  expressing  your  views  with  reference  to  the 
practicability  or  utility  of  standardization  of  car  equipment  and 
locomotives. 

Mr.'  Johnson.  Yes,  sir. 
-    The  Chairman.  That  was  after  the  standardization  order  had 
been  issued,  I  think,  by  Mr.  McAdoo.    Do  you  believe  that  through 
the  Government  there  should  be  standardization  of  cars  and  locomo- 
tives ? 

Mr.  Johnson.  I  believe  in  standardization  of  certain  details,  but 
not  in  standardization  as  it  is  practised.  Standardization  means 
that  the  present  practice,  whatever  it  may  be,  is  crystallized  as  the 
practice  of  the  future,  unless  a  Government  board  can  be  persuaded 
by  the  manufacturer  or  inventor  of  the  appliance  to  try  something 
new.  The  great  progress  which  has  been  made  in  this  country  in 
90  years  of  development  has  been  due  to  the  fact  that  there  have  been 
a  great  number  of  railroads  under  independent  control,  all  eager  to 
secure  some  advantage  by  economy  or  efficiency  in  operation,  and  the 
man  who  has  an  invention,  like  the  air  brake  or  the  superheater  or 
a  valve  gear,  superior  to  anything  in  common  use,  goes  to  one  rail- 
road and  receives  a  cold  reception;  he  goes  to  another;  he  goes  to  a 
third,  and  finally,  maybe  to  the  tenth,  and  then  gets  a  trial.  That 
sort  of  effort  and  that  sort  of  progress  becomes  impossible  under  a 
system  of  standardization. 

The  Chairman.  Do  you  see  any  advantage  in  standardization 
which  ought  to  be  preserved  when  Federal  control  ceases? 

Mr.  Johnson.  I  think  there  are  many  advantages  in  the  standardi- 
zation of  details.  Take  for  instance  the  question  of  carloads.  The 
economies  which  have  been  produced  in  this  country  during  the  last 
40  or  50  years  have  been  achieved  by  the  constant  increase  in  the  car- 
load ;  the  constant  increase  in  the  trainload  and  the  constant  increase 
which  was  made  necessary  thereby  in  the  weight  of  rails  and 
bridges  and  all  that  sort  of  thing;  constant  reduction  in  the  cost 
per  ton-mile.  It  is  possible  to  have  a  great  number  of  standard  de- 
tails which  do  not  in  any  sense  hamper  this  development.  You  can 
have  standard  sizes  of  axles,  standard  sizes  of  boxes,  by  which  a 
railroad  can  go  from  one  to  the  next  notch  and  which  will  be 
desirable  standards  to  adopt  on  all  railroads  throughout  the  country, 
and  the  American  Railway  Master  Mechanics'  Association,  consisting 
of  locomotive  superintendents  and  the  master  mechanics  of  all  the 
railroads  throughout  the  country,  have,  for  the  last  40  or  50  years, 
been  working  on  development  in  that  direction,  and  now  the  govern- 
ment operation  of  the  railroads  has  given  that  an  impetus  which 
it  never  has  had  before. 

The  Chairman.  I  can  understand  how  standardization  of  cars  and 
locomotives  might,  in  a  way,  discourage  that  inventive  genius  which 
has  enabled  the  car  supply  people  to  do  business.  Standardization 
might  destroy  inventive  genius ;  is  that  your  idea  ? 

Mr.  Johnson.  Standardization  necessarily  means  the  fixation  of 
practice  at  what  has  been  done.  Standardization  and  progress  are 
two  terms  which  necessarily  are  opposite  to  each  other. 

The  Chairman.  That  would  lead  me  to  assume  you  would  not 
favor  giving  jurisdiction  to  any  commission  or  board  looking  to 
the  standardization  of  cars  and  locomotives. 
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Mr.  Johnson.  I  believe  there  is  an  important  advantage  to  be 
gained  and  that  the  national  progress  and  prosperity  will  be  en- 
couraged by  having  competition  among  the  different  railroads  for 
efficiency  and  economy  unrestricted  by  central  boards. 

The  Chairman.  One  of  the  reasons  for  standardization  of  loco- 
motives was  that  it  would  be  so  much  easier  for  repair  shops 
to  maintain  reserve  parts,  and  they  would  not  have  to  keep  such  a 
large  stock  on  hand,  because,  being  standardized,  they  would  be 
ready  for  any  emergency;  and  it  would  also  avoid  delay  in  making 
such  repairs. 

Mr.  Johnson.  Locomotives  rarely  go  off  the  division  where  they 
are  used,  and  I  might  remark  that  standardization  was  accomplished 
or  undertaken  by  the  Government  at  a  time  when  the  need  was  most 
imperative  for  additional  motive  power  and  the  working  out  of 
standardization  required  several  months  of  preliminary  work  and 
then  those  locomotives  were  placed  on  railroads  which  were  en- 
tirely without  the  necessary  repair  parts  to  maintain  them,  whereas 
had  locomotives  of  their  own  standards  been  furnished  them,  all 
those  repair  parts  would  have  been  present  in  their  repair  shop. 

The  Chairman.  Are  you  of  the  opinion  that  the  state  of  the  art 
as  to  train  control  has  reached  such  a  stage  that  roads  should  be 
required  to  install  such  systems? 

Mr.  Johnson.  By  train  control,  you  mean 

The  Chairman  (interposing).  Automatic  signals  to  control  the 
operation  of  the  train,  automatic  stops  and  so  on. 

Mr.  Johnson.  I  do  not  think  I  am  an  expert  in  that  line,  Mr. 
Esch. 

The  Chairman.  I  knew  you  had  had  large  experience  in  various 
lines  of  railroad  invention;  that  is  all. 

Mr.  Sims.  Mr.  Johnson,  I  would  like  to  ask  you  some  questions. 
About  what  is  the  life  of  a  locomotive  in  line  of  service;  that  is, 
from  the  time  it  is  put  on  new  until  finally  it  has  to  be  put  in  the 
scrapheap,  and  its  salvage  value  obtained. 

Mr.  Johnson.  About  25  years. 

Mr.  Sims.  About  what  is  the  percentage  cost  of  keeping  that  loco- 
motive in  repair  during  that  time?  I  mean,  if  a  locomotive  costs 
$40,000,  about  what  would  be  the  percentage  on  the  investment  of 
that  $40,000  to  keep  it  in  repair  until  the  time  for  it  to  be  per- 
manently retired  from  line  service  ? 

Mr.  Johnson.  I  can  not  answer  that  question,  Mr.  Sims,  offhand. 

Mr.  Sims.  I  do  not  mean  with  absolute  mathematical  exactness, 
but  about  what?  Suppose  it  has  been  operated  25  years,  about  what 
percentage  of  its  original  cost  has  to  be  applied  to  its  upkeep  during 
that  time  so  that  it  can  usefully  perform  transportation  service? 

Mr.  Johnson.  The  maintenance,  of  course,  is  usually  computed 
in  cents  per  mile  run.    I  can  not  answer  your  question. 

Mr.  Sims.  Have  you  never  had  that  up  ? 

Mr.  Johnson.  Not  in  that  form,  sir. 

Mr.  Sims.  Perhaps  you  know  some  form  that  will  give  me  the 
information  I  am  trying  to  get,  as  to  the  average  cost  of  the  main- 
tenance of  an  engine  that  costs  at  the  beginning  $40,000  or  $20,000, 
or  any  other  amount,  used  in  line  service,  so  as  to  exclude  yard 
engines  and  engines  of  special  type  or  pattern. 
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Mr.  Johnson.  Of  course,  my  experience  has  been  in  building  loco- 
motives and  not  in  operating  repair  shops.  I  would  rather  not  go 
on  record  as  stating  that,  although  I  can  place  mj'  hand  on  the  in- 
formation easily. 

Mr.  Sims.  I  supposed  if  any  man  in  the  country  could  answer 
that  question,  the  ex-president  of  the  Baldwin  Locomotive  Works 
could. 

Mr.  WiNSLow.  What  do  you  mean  by  that  question,  judge? 

Mr.  Sims.  Just  what  I  said. 

Mr.  WiNSLOW.  I  know,  but  even  so  what  do  you  mean? 

Mr.  Sims.  I  want  to  know  the  cost  of  an  engine  from  the  time 
it  goes  on  the  road  until  it  goes  off. 

Mr.  Win  SLOW.  You  do  not  mean  depreciation. 

Mr.  Sims.  I  mean  whatever  they  have  to  do  to  that  engine  to  keep 
it  in  service  until  the  time  arrives  for  it  to  be  scrapped,  and  you 
say  that  25  years  is  the  average  life. 

Mr.  Johnson.  Twenty-five  years,  yes. 

Mr.  Sims.  1  do  not  mean  in  so  many  dollars,  but  about  what 
does  it  cost  or  about  what  is  the  percentage  of  cost  incurred  in 
repairs  and  keeping  it  in  active  service? 

Mr.  Johnson.  It  varies  on  different  roads  and  imder  different 
conditions  for  different  classes  of  service.  It  varies  at  different 
times  in  the  life  of  a  locomotive.  There  are  the  ordinary  light  re- 
pairs which  are  given  in  a  roundhouse,  and  there  are  hea\^  repairs 
which  are  given  about  every  three  years  in  the  main  shops.  When 
those  heavy  repairs  are  made,  there  are  generally  added  some  im- 
provements to  the  locomotive  itself.  Those  are  generally  computed 
or  reduced  to  so  many  cents  per  mile  run;  so  much  per  mileage. 

Mr.  Sims.  About  what  is  the  salvage  value  of  a  locomotive  when 
it  is  retired  from  active  line  service? 

Mr.  Johnson.  The  salvage  value  of  a  locomotive  when  it  is  ac- 
tually retired,  of  course,  depends  upon  the  value  or  price  of  scrap. 
In  tlie  old  days  it  used  to  amount  to  perhaps  $250 ;  that  is,  putting 
all  the  labor  necessary  to  cut  it  out  and  prepare  it  for  the  scrap 
market.  lender  present  conditions,  I  should  suppose  you  ought  to 
realize  $1,000  for  the  heavier  locomotive. 

Mr.  Sims.  Judge  Lovett  gave  us  a  very  interesting  statement  with 
reference  to  replacements,  and  if  I  recall  his  statement,  in  substance, 
it  was,  that  where  there  is  a  locomotive  purchased  brand-new,  it  was 
charged  to  capital  account  at  $^10,000,  if  that  is  what  it  cost,  and  at 
the  end  of  the  time  or  when  you  had  to  replace  it  with  an  entirely 
new  one  you  Avould  charge  up  to  capital  account  the  new  one  costing 
$40,000  and  credit  it  with  the  value  of  the  locomotive  that  is  being 
retired,  and  his  insistence  was,  and  I  think  there  was  pretty  good 
show  of  reason  in  it,  that  this  additional  capitalization  by  way 
of  replacement  ought  to  be  permitted  to  be  taken  care  of  by  way 
of  earnings  or  rates  during  the  life  of  the  engine  or  structure  or 
whatever  it  applies  to,  and  I  wanted  to  see  if  you,  as  a  practical  man, 
who  has  been  making  engines  all  your  life,  or  nearly  all  your  life, 
could  give  us  any  information  at  all  upon  this  subject  which  would 
be  reliable  so  that  we  could  have  some  idea  as  to  what  rates  we 
would  have  to  have  to  take  care  of  such  a  matter  during  the 
operation  of  the  locomotive. 
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Mr.  Johnson.  During  the  25  years  the  depreciation  should,  of 
course,  include  the  entire  value  of  the  locomotive  less  its  scrap 
value  when  you  are  through  with  it,  and  in  addition  the  cost  of 
maintenance  would  include  all  the  repairs  put  upon  it.  That  is 
necessarily  an  operating  cost.  It  is  not  a  capital  cost  at  all,  whether 
it  is  a  railroad  or  manufacturing  business,  the  absolescence,  the 
depreciation  and  the  discarding  of  machinery  is  necessarily  an  oper- 
ating cost  and  must  be  carred  by  the  rates  received  or  the  profits 
derived  from  the  business. 

Mr.  Sims.  But  I  understood  from  Judge  Lovetfc  that  in  the  pur- 
chase of  equipment  of  that  kind  at  any  time  it  was  charged  to 
cai^ital  account. 

Mr.  WiNSLOAv.  Mr.  Johnson,  the  explanation  is  perfectly  simple, 
but  if  you  have  not  followed  the  intricacies  of  railroad  bookkeeping 
you  would  not  know  this  point.  They  do  not  depreciate  their  prop- 
erty as  they  go  along  and  charge  it  to  operation  or  set  aside  a  fund 
for  depreciation.  They  simply  put  the  original  purchase  price 
into  the  capital  account.  Then  when  they  buy  a  new  engine,  for 
instance,  to  take  the  place  of  the  old  one,  they  take  the  excess 
value  of  the  new  one  over  the  old  one  and  add  it  to  the  capital 
account  and  then  credit  the  account  for  just  so  much  scrap.  That  is 
why  they  run  it.    They  have  no  depreciation  like  j'ou  do. 

Mr.  Johnson.  That  is  a  mistake. 

Mr.  WiNSLOW.  Of  course,  it  is  a  mistake.  It  is  absolutely  wrong 
and  misleading  to  anybody  and  there  is  no  basis  of  comparison  be- 
tween two  roads  as  to  the  extravagance  of  operations  nor  can  they 
measure  the  upkeep  of  property. 

Mr.  Johnson.  The  way  manufacturers  handle  that  is  when  they 
buy  a  new  tool  they  charge  the  cost  of  that  new  tool  to  capital.  If  it 
replaces  another  tool,  the  other  tool  is  credited  to  capital  account  and 
charged  into  operating  expenses  at  its  full  original  value,  not  its 
scrap  value,  ancl  in  that  way  you  get  out  of  your  capital  account  what 
was  once  put  in  there,  but  which  is  no  longer  an  asset  in  the  account. 

Mr.  WiNSLOw.  What  you  lose  by  grinding  off  that  tool  goes  to 
operating  ? 

Mr.  Johnson.  The  whole  value  of  the  tool  is  charged  off  and  goes 
to  operating,  as  well  as  all  the  maintenance  of  that  tool. 

Mr.  Win  SLOW.  They  do  not  do  it  that  way  in  railroad  bookkeeping. 

Mr.  Sims.  If  I  understood  Judge  Lovett  correctly,  they  charge  the 
new  engine  to  capital  and  credit  it  with  the  charge  for  the  engine  it 
took  the  place  of,  originally  carried  on  the  books,  and  to  that  credit 
should  be  added  whatever  was  realized  in  the  way  of  salvage  for  the 
engine  at  that  time.  My  own  personal  idea  was  that  all  equipment 
should  be  amortized  during  its  life;  that  the  capital  charge  incurred 
for  equipment  should  not  be  carried  forward  any  further  than  during 
the  use  of  that  equipment.  In  other  words,  it  ought  to  be  amortized 
in  its  own  use  and  you  ought  not  to  be  continually  adding  to  capital 
account  every  time  you  buy  a  piece  of  new  machinery. 

Mr.  Johnson.  There  is  no  doubt  about  that. 

Mr.  Sims.  That  was  my  own  personal  view  about  it,  but  I  did  not 
know  exactly  how  that  would  bear  on  the  question  of  increased  rates, 
if  the  railroads  were  permitted  to  keep  on  pyramiding  the  capital 
account,  as  seems  to  be  the  case. 
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Mr.  Johnson.  I  think  it  is  not  a  matter  of  very  great  consequence 
whether  that  is  done  annually  at  a  certain  percentage  of  the  original 
value  of  the  equipment  or  whether  it  is  done  when  the  equipment  is 
withdrawn  from  service,  because  there  are  so  many  of  these  transac- 
tions taking  place  all  the  time  that  they  all  average  up  and  it  is  very 
much  more  convenient  to  do  it  by  one  bookkeeping  entry  when  the 
locomotive  is  scrapped  than  it  is  to  be  taking  it  off  in  percentages 
year  after  year.     That  is  what  you  have  reference  to,  I  think. 

Mr.  Cooper.  Mr.  Johnson,  do  you  not  think  the  cost  of  maintain- 
ing a  locomotive  depends  entirely  upon  the  conditions  to  which  that 
locomotive  is  put? 

Mr.  Johnson.  Necessarily. 

Mr.  Cooper.  And  the  conditions  to  which  locomtives  are  put  are  not 
the  same  all  over  the  country.     You  can  not  standardize  that. 

Mr.  Johnson.  No  ;  you  can  not  standardize  that.  The  cost  of  re- 
pairing and  maintaining  locomotives  varies  largely  on  different 
lines. 

Mr.  Cooper.  You  give  a  general  overhauling  to  locomotives  in 
shops  ? 

Mr.  Johnson.  Yes. 

Mr.  Cooper.  Do  you  not  find  that  the  locomotives  that  are  used  on 
the  great  ore-carrying  railroads,  where  tliey  haul  enormous  loads, 
that  they  go  into  the  shop  for  repairs  and  general  overhauling  sooner 
than  those  on  roads  that  do  not  haul  such  heavy  tonnage? 

Mr.  Johnson.  Yes. 

Mr.  Cooper.  When  Mr.  Sims  was  asking  you  those  questions  that 
thought  came  to  my  mind — that  the  cost  of  maintaining  the  locomo- 
tives depends  entirely  upon  the  conditions  to  which  they  are  put, 
and  you  can  not  standardize  such  conditions. 

Mr.  Johnson.  The  cost  of  maintenance  will  vary  on  different  divi- 
sions of  the  same  road.  One  level  division  will  have  one  rate  and  a 
high-grade  division  will  have  another  rate. 

Mr.  Cooper.  Of  late  years  you  have  been  building  powerful  loco- 
motives, superheaters,  and  big  powerful  engines  which  they  did  not 
have  some  years  ago,  and  of  course  they  haul  greatly  increased  ton- 
nage over  the  roads.  To  what  extent  does  the  life  of  these  large, 
powerful  locomotives  compare  with  the  smaller  locomotives  that 
were  used  by  the  railroads  15  or  20  years  ago? 

Mr.  Johnson.  I  think  they  would  naturally  have  a  shorter  life. 

Mr.  Cooper.  That  is  what  I  was  inclined  to  believe  also. 

Mr.  Johnson.  They  are  much  more  expensive  to  maintain.  The 
cost  of  maintenance  is  enormously  greater  and  the  appliancas  neces- 
sary to  handle  their  repairs  are  costly,  and  the  natural  tendency  of 
the  railroad  management  is  to  keep  them  on  their  feet  just  as  long 
as  they  can  run  them,  whereas  the  lighter  locomotives  formerly  in 
use  were  easy  to  repair  and  the  repairs  were  made  punctually  and 
economically. 

Mr.  Cooper.  You  are  now  manufacturing  some  locomotives  that 
carry  over  200  pounds  steam  pressure. 

Mr.  Johnson.  Yes,  sir;  200  pomids  has  come  to  be  the  standard 
for  the  United  States. 

Mr.  Cooper.  Naturally,  a  locomotive  carrying  200  pounds  steam 
pressure  would  get  more  vibration  and  more  shaking  up  than  a  loco- 
motive that  was  in  use  some  years  ago  carrying  135  or  150  pounds. 
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Mr.  Johnson.  Yes,  sir. 

The  Chairman.  The  committee  thanks  you,  Mr.  Johnson,  for  your 
thoughtful  address. 

Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Represent ati\'e8, 
Wednesday,  August  27,  1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (Chair- 
man) presiding. 

Tlie  Chairman.  Through  the  courtesy  of  Mr,  Bledsoe,  who  has 
the  right  of  way  this  morning,  he  is  willing  to  yield  for  about  30 
minutes  in  order  that  we  may  hear  Messrs,  Field  and  Lingo,  of  the 
Illinois  District  Traffic  League,  who  are  very  anxious  to  leave  on  a 
noon  train, 

STATEMENT  OF  MR.  R.  M.  FIELD,  PRESIDENT  OF  THE  ILLINOIS 
DISTRICT   TRAFFIC   LEAGUE,    PEORIA,   ILL. 

Mr,  Field,  Mr,  Chairman,  we  will  be  as  brief  as  possible,  I  have 
here  a  set  of  resolutions  passed  by  the  Illinois  District  Traffic  League 
on  the  general  subject. 

The  Chairman,  How  many  members  are  there  in  that  league; 
how  extensive  is  it  ? 

Mr,  Field,  We  have  about  10,000  altogether.  Our  membership  is 
composed  of  commercial  organizations  and  individual  shippers  also; 
and  when  I  say  10,000  I  take  into  consideration  the  membership  of 
the  commercial  organizations  who  are  members  of  the  league.  For 
example,  the  Chicago  Association  of  Commerce  is  a  member  of  the 
league.  That  brings  in  its  own  membership  as  subsidiary,  and  the 
Peoria  Association  of  Commerce  and  different  others  throughout  the 
district  are  members,  so  that  we  have  over  10,000  shippers  directly 
associated  with  the  affairs  of  the  league. 

I  do  not  think  it  is  necessary  for  me  to  take  up  your  time  in  read- 
ing these  resolutions  in  detail. 

The  Chairman.  They  may  be  incorporated  in  your  hearing. 

(The  resolutions  referred  to  follow:) 

August  20,  1919. 

At  a  meeting  of  the  executive  committee  of  the  Illinois  District  Traffic  League, 
held  in  the  city  of  Chicago,  on  Tuesday,  August  19,  1919,  the  following  resolu- 
tion was  unanimously  adopted : 

Resolved,  That  the  Illinois  District  Traffic  League  hereby  expresses  its  un- 
qualified disapproval  of  the  so-called  Plumb  plan  as  embodied  in  House  bill  8157, 
providing  for  the  purchase  of  the  railroad  properties  by  the  Federal  Govern- 
ment and  the  turning  over  of  the  operation  of  same  to  a  board  of  management 
composed  of  15  members,  5  to  be  selected  from  the  classified  employees,  5 
from  the  official  employees,  and  5  to  be  appointed  by  the  President  of  the 
United  States.  By  which  plan  of  management  it  is  manifest  that  the  control 
of  this  operating  board  would  rest  with  the  employees. 

We  believe  such  a  plan  would  create  a  condition  contrary  to  the  Interests  of 
the  people  of  the  United  States  as  a  whole  and  destructive  of  that  individualism 
so  dear  to  the  American  people;  and  that  it  would  not  help,  but  create  a  most 
dangerous  political  power  placed  in  the  hands  of  one  single  group  of  citizens. 
This  plan  is  not  a  capital  and  labor  partnership,  but  provides  the  elimination 
of  capital  altogether  as  an  active  force  in  industry,  being  in  a  word  Socialism 
as  the  antithesis  of  capital,   and  even   going  further  tlian  this,  the  plan  is 
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Bolshevistic  in  its  tendency.  We  feel  that  the  unsatisfactory  experience  of  the 
last  year  and  one-half  with  Government  operation  of  railroads  has  demon- 
strated that  the  only  successful  solution  of  our  transportation  problems  lies  in 
properly  regulated  private  ownership  and  competitive  operation  of  the  railroads 
of  the  United  States. 

We  further  condemn  any  and  all  plans  submitted  for  the  operation  of  the 
railroads  which  savor  of  Government  ownership,  or  for  guaranties  by  the 
Government  of  the  earnings  of  the  railroad  properties,  believing  that  the  plau 
of  guaranteeing  earnings  is  but  a  step  removed  from  actual  Government  owner- 
ship. 

We  wish  to  express  our  complete  confidence  to  the  ability  and  disposition  of 
the  present  Congress  to  handle  the  railroad  question  in  a  calm,  dispassionate, 
businesslike  manner,  feeling  confident  that  our  Representatives  in  Congress 
will  not  be  affected  by  any  threats,  veiled  or  direct,  of  strikes  or  revolutionary 
action  in  considering  the  question  of  proper  legislation  to  be  enacted  but  will 
handle  these  problems  in  a  manner  as  dictated  by  their  best  judgment  in  the 
interest  of  the  welfare  of  the  people  of  the  United  States  as  a  whole,  and  not 
in  the  interest  of  any  class,  whether  the  same  represents  capital  or  employees. 

We  further  desire  to  go  on  record  as  recommending  the  enactment  into  legis- 
lation of  the  principles  embodied  in  the  bill  commonly  known  as  the  Esch- 
Pomerene  bill,  H.  R.  4378,  with  the  following  exceptions  and  additions: 

We  consider  that  proposal  in  the  bill  conferring  upon  the  Interstate  Com- 
merce Commission  jurisdiction  over  water  carriers  and  making  port  to  port 
rates  subject  to  the  provision  of  the  act  to  regulate  commerce  should  be  cut 
out  and  these  water  carriers  left  as  at  present,  subject  to  the  control  of  the 
United  States  Shipping  Board. 

We  believe  an  addition  should  be  made  to  the  bill  commencing  at  line  11, 
page  23,  providing  that  the  commission  in  adjusting  rates,  fares,  etc.,  shall 
take  into  consideration  also  the  cost  of  capital,  based  upon  the  level  of  the 
money  market,  which  will  represent  capital  for  new  lines,  extensions,  and  im- 
provements and  capital  necessary  to  refund  maturing  obligations. 

We  believe  that  provision  should  also  be  made  to  strengthen  the  arbitration 
board  in  its  control  of  wage  questions  and  labor  disputes  so  that  the  matters 
may  be  handled  at  all  times  in  a  manner  to  both  serve  the  interests  of  the  public 
and  give  a  thoroughly  square  deal  to  the  labor  interests  involved. 

We  believe  this  bill  also  should  carry  a  proviso  for  the  stabilization  of  in- 
trastate rates  as  fixed  at  the  present  time  by  the  order  of  the  United  States 
Railroad  Administration,  in  order  that  when  the  period  of  Federal  control  is 
ended  there  may  be  maintained  a  specific  level  for  these  rates,  for,  at  least, 
a  limited  period  of  time,  so  as  to  avoid  any  chaotic  condition  arising  as  between 
Intrastate  and  interstate  rates  when  the  period  of  Federal  control  is  terminated. 

Mr.  Field.  There  are  just  one  or  two  little  points  I  would  like  to 
comment  on  in  connection  with  these  resolutions.  In  the  first  place, 
the  resolutions  unqualifiedly  condemn  the  Plumb  plan.  We  have 
enlarged  on  that  a  little  in  the  resolutions. 

We  go  on  record  as  recommending  the  general  principles  embodied 
in  the  Esch-Pomerene  bill  with  a  few  exceptions. 

We  consider  that  the  proposal  in  the  bill  conferring  upon  the 
Interstate  Commerce  Commision  jurisdiction  over  port- to-port  rates 
should  be  cut  out;  and  we  believe  that  an  addition  should  be  made 
to  the  bill  commencing  at  line  11,  page  23,  in  regard  to  what  the 
Interstate  Commerce  Commission  shall  take  into  consideration  in 
adjusting  rates,  fares,  and  so  forth;  that  the  cost  of  capital  should 
be  added  there. 

We  believe  that  provision  should  be  made  to  strengthen  the  arbi- 
tration board.  We  favor  the  suggestion  advanced  by  Mr.  Piez,  of 
the  Illinois  Manufacturers'  Association,  that  there  should  be  an 
arbitration  board  to  adjust  railway  labor  disputes  exclusively;  to  be 
confined  to  railroad  disputes  and  railroad  labor;  and  that  the  out- 
line as  given  by  Mr.  Piez  and  the  plan  advanced  by  him  is  a  good 
one  and  should  be  followed  out. 
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We  believe  also  that  some  provision  should  be  made  in  the  Esch- 
Pomerene  bill  for  the  stabilization  of  intrastate  rates.  The  majority 
of  the  State  commissions  throughout  the  country  have  not  accepted 
as  legal  the  rates  as  filed  under  General  Order  No.  28  of  the  Director 
General  of  Railroads,  which  were  made  effective  June  25,  1918. 
Those  rates  are  therefore  not  legal  rates  in  the  States  in  which  they 
operate,  and  upon  the  termination  of  Federal  control  there  is  a 
question  whether  those  rates  will  not  automatically  revert  to  the 
bn.sis  in  effect  prior  to  June  25,  1918.  This  would  create  a  very  bad 
condition,  which  would  be  bad  for  the  carriers  and  bad  for  business. 
It  would  disturb  things.  It  would  mean  a  gulf,  a  great  difference, 
between  interstate  rates  and  intrastate  rates,  and  some  provision 
should  be  made  for  continuing  those  intrastate  rates  for  at  least  a 
limited  period  of  time,  until  some  adjustment  can  be  made  by  the 
State  commissions  or  the  proper  regulating  body,  say — let  those  rates 
remain  in  effect  for  four  or  six  months  and  then  only  be  changed 
.upon  complaint.  If  there  is  no  complaint  made  let  the  rates  remain 
in  effect  and  be  legalized  by  the  State  commission  as  the  lawful 
rate  of  the  State,  and  if  there  is  a  complaint  made,  the  State  com- 
mission at  the  end  of  the  four  or  six  month  period  may  hold  a  hear- 
ing upon  the  rate  complained  of  and  make  a  proper  adjustment, 
taking  into  consideration  the  level  of  the  interstate  rates  as  well. 
This  would  result  in  a  stabilization  which  in  our  estimation  is  very 
necessary  to  avoid  a  bad  condition  arising  upon  the  termination  of 
Federal  control. 

We  do  not  favor  the  appointment  or  creation  of  a  secretary  oi 
board  of  transportation  to  operate  in  addition  to  or  in  conjunction 
with  the  Interstate  Commerce  Commission.  We  believe  that  the 
creation  of  a  separate  office  or  body  of  this  character  relating  to  and 
having  jurisdiction  over  certain  branches  of  transportation  service 
would  result  in  a  situation  similar  to  the  unpleasant  situation  in 
which  we  find  ourselves  at  present  with  the  Interstate  Commerce 
Commission  and  the  United  States  Railroad  Administration,  the 
latter  in  active  charge  and  the  commission  supposedly  having  juris- 
diction over  certain  features  of  transportation,  but  the  authority  of 
the  commission  being  somewhat  clouded,  resulting  in  more  or  less 
continued  difficulty.  We  feel  that  with  the  establishment  of  two 
regulating  bodies,  for  example,  the  Interstate  Commerce  Commis- 
sion and  tlie  Board  of  Transportation,  there  would  always  be  fric- 
tion, and  no  matter  how  the  law  was  worded  giving  certain  preroga- 
tives to  one  and  certain  other  prerogatives  to  the  second  regulating 
body,  there  would  always  be  a  twilight  zone  of  authority  which 
would  create  unj)leasant  conditions,  which  would  be  bad  for  the 
shippers  and  carriers  alike.  We  believe  that  the  regulating  power 
should  be  vested  in  the  Interstate  Commerce  Commission,  and  if  it 
is  necessary,  as  it  probably  will  be,  to  strengthen  tlie  commission  and 
increase  its  personnel,  this  should  be  done  by  all  means,  as  the  com- 
mission should  be  fully  equipped  to  cope  with  the  increased  work 
occasioned  by  increased  authority  and  additional  obligations  con- 
ferred upon  that  body  by  legislation. 

With  these  exceptions,  we  indorse  the  principles  of  the  Esch- 
Poiuerene  bill. 
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There  is  one  point  in  the  bill  that  we  should  like  to  have  a  little 
light  on,  and  that  is  in  section  4.    It  reads  as  follows: 

Provided,  That  the  Interstate  Commerce  Commission  may,  and  it  is  liereby 
authorized,  from  time  to  time,  upon  application  by  carriers  or  others  or  upon 
its  own  initiative  without  sucli  application,  to  permit  upon  order  the  pooling 
of  traffic  and  facilities  and  the  consolidation  of  two  or  more  carriers,  subject 
to  the  provisions  of  this  act,  etc. 

Now,  what  does  that  mean?  How  can  the  commission,  upon  its 
own  initiative,  permit  a  thing?  They  may,  upon  their  own  initiative, 
order  something  done,  but  it  would  seem  that  a  permit  would  have 
to  be  granted  upon  the  application  of  some  outside  party,  either 
the  carrier  or  the  public  or  some  one  interested. 

Tlie  Chairman.  You  cited  section  4.    That  is  not  in  section  4,  is  it? 

Mr.  P^iEiJ).  It  reads  section  4  here.  I  have  not  a  copy  of  the  bill. 
This  is  a  draft  of  the  Esch-Pomerene  bill  as  printed  in,  "  Clark  on 
Interstate  Commerce."  That  is  the  only  copy  of  the  bill  I  have  and 
it  reads  section  4  here. 

The  Chairman.  I  presume  that  is  probably  the  bill  which  was  in- 
troduced on  the  21st  of  February  and  not  the  one  introduced  on  the 
2d  day  of  June. 

Mr.  Field.  That  is  perhaps  connect. 

The  Chairman.  You  have  the  older  bill. 

Mr.  Field.  I  have  the  older  bill,  evidently. 

The  Chairman.  The  later  bill  has  some  modifications  in  it  and 
you  can  get  a  copy  of  the  committee  print  just  as  soon  as  you  have 
finished  your  hearing. 

Mr.  Field.  Yes. 

The  Chairman.  But  we  will  remember  your  suggestion  with  refer- 
ence to  it  in  connection  with  section  5,  which,  I  think,  is  the  section  in 
the  present  bill. 

Mr.  Field.  Mr.  Chairman,  Mr.  Lingo  has  one  or  two  points  he 
wishes  to  elaborate  on.  I  think  I  have  said  about  all  I  wish  to  say 
and  I  do  not  want  to  take  up  any  more  of  your  time. 

Mr.  Sims.  Mr.  Chairman,  I  would  like  to  ask  one  or  two  questions. 
Mr.  Field,  what  is  meant  in  your  resolutions  by  authorizing  the  cost  of 
capital  to  be  considered  in  fixing  freight  rates  ?  Do  you  mean  by  that 
that  the  interest  on  capital  shall  be  regarded  in  the  nature  of  oper- 
ating expenses? 

Mr.  Field.  By  cost  of  capital  we  mean  particularly 

Mr.  Sims  (interposing).  If  your  resolutions  explain  it,  I  do  not 
wish  to  ask  you  to  repeat  it,  but  I  did  not  know  just  what  was  meant. 

Mr.  Field.  The  resolutions  go  a  little  further  into  detail — the 
cost  of  new  capital  to  refund  outstanding  obligations  and  capital 
for  new  lines,  extensions,  and  improvements.  That  is  what  we  mean. 
The  term  "  cost  of  capital  "  refers  to  capital  for  new  lines,  extensions 
and  improvements,  and  capital  necessary  to  refund  maturing  obliga- 
tions. 

Mr.  Sims.  Do  you  mean  by  that  that  in  making  rates  they  must 
consider  what  rates  will  be  necessary  to  enable  them  to  refund  old 
obligations  or  incur  new  ones  ? 

Mr.  Field.  That  should  be  taken  into  consideration,  we  believe. 

Mr.  Sims.  Then  it  would  not  make  any  difference  how  high  or  how 
low  the  interest  was,  and  the  idea  would  be  for  us  to  suggest  to  the 
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commission,  in  a  legislative,  or  at  least  authorize  them,  to  regard 
that  in  making  rates  ? 

Mr.  Field.  It  would  have  to  be  regarded,  I  think,  Judge,  and  the 
money  market  would  have  to  be  taken  into  consideration  in  order 
to  be  fair  to  the  carriers. 

Mr.  Sims.  In  other  words,  you  are  going  to  compel  them  to  im- 
prove their  facilities,  and  therefore  the  commission  should  consider 
in  the  way  of  earnings  or  rates  what  it  costs  them  to  get  this  new 
capital  or  to  refund  old  capital  necessary  to  perform  the  service? 

Mr.  Field.  We  think  that  would  have  to  be  done  in  order  to  take  a 
position  that  is  fair  to  the  carriers. 

Mr.  Sims.  Then  the  carriers,  of  course,  would  be  authorized  to  bid 
for  new  capital  in  the  open  market  at  whatever  they  could  get  in 
the  way  of  return  on  such  capital? 

Mr.  Field.  Of  course,  they  would  be  expected  to  use  ordinary 
business  judgment  in  those  matters. 

Mr.  Sims.  They  have  got  to  buy  money  as  well  as  they  have  got 
to  buy  material? 

Mr.  Field.  Exactly. 

Mr.  Sims.  And  they  have  to  buy  it  in  the  open  market  against  all 
competitors  for  capital? 

Mr.  Field.  Yes. 

Mr.  Sims.  Then  the  authorization  would  protect  them,  or  the  per- 
son who  buys  the  security,  by  rates  to  be  provided  which  will  enable 
them  to  secure  such  capital  in  that  way? 

Mr.  Field.  That  is  the  object  exactly ;  yes,  sir. 

The  Chairman.  We  will  now  hear  Mr.  Lingo. 

STATEMENT  OF  MR.  C.  L.  LINGO,  TRAFFIC  MANAGER  OF  THE 
INLAND  STEEL  CO.,  OF  CHICAGO,  ILL.,  REPRESENTING  THE 
ILLINOIS  DISTRICT  TRAFFIC  LEAGUE. 

Mr.  Hamilton.  Mr.  Lingo,  have  you  given  your  occupation? 

Mr.  Lingo.  I  am  the  traffic  manager  of  the  Inland  Steel  Co.,  of 
Chicago,  and  I  am  also  chairman  of  the  executive  committee  of  the 
Illinois  District  Traffic  League,  for  whom  I  am  appearing  here  in 
this  particular  hearing. 

I  wish  to  concur  in  everything  Mr.  Field  has  said  and  make  a  re- 
mark or  two  on  my  own  account. 

I  do  not  believe  in  a  transportation  board  in  addition  to  the  Inter- 
state Commerce  Commission,  for  the  reason  that  some  human  mind 
has  go::  to  adjudicate  every  question  and  the  more  people  you  mix  in, 
in  a  matter  of  this  kind,  the  more  people  wlio  have  authority  to  per- 
form these  acts,  the  more  opportunity  there  is  in  our  Chicago  ver- 
nacular, to  pass  the  buck,  and  we  certainly  believe,  or  I  do,  person- 
oily,  at  least,  that  all  the  authority  should  be  vested  in  somebody — 
the  Interstate  Commerce  Commission,  if  you  please,  or  in  one  body, 
and  not  in  several. 

The  other  observation  I  wish  to  make  is  that  I  thought  the  new 
draft  of  the  Esch-Pomerene  bill  carried  a  $500,000,000  revolving 
fund ;  is  that  true  ? 

The  Chairman.  No;  it  does  not. 

Mr.  Lingo.  I  want  to  make  the  suggestion  that  I  believe  a  fund 
will  have  to  be  set  aside  to  lend  the  carriers  for  a  period  of  at  least 
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one  year.  Their  property  has  been  used  and  depreciated.  They 
need  a  great  many  things  and  the  money  market  is  very  uncertain, 
and  I  am  firmly  of  the  personal  oi)inion — although  the  league  did 
not  go  on  record  in  this  matter  or  make  any  mention  of  it — that  there 
should  be  a  fund  set  aside  by  the  Government  to  be  loaned  to  the 
railroads  at  a  rate  of  interest  in  excess  of  the  Victory  loan,  which 
carries  the  highest  rate  of  any  one  "we  have  out  in  regard  to  the  war, 
under  the  supervision  of  whatever  regulating  body  you  give  charge 
of  such  matters. 

Now,  I  think,  gentlemen,  that  is  all  I  have  to  say  unless  you  want 
to  ask  me  some  questions. 

Mr.  Dewalt.  What  security  is  the  Government  to  get? 

Mr.  Lingo.  The  security  the  Government  will  get,  I  presume, 
would  be  the  same  security  the  carriers  given  in  the  form  of  notes 
which  they  would  have  to  hypothecate  with  a  bank  to  raise  money 
and  which  would  be  a  lien  on  the  property  ahead  of  the  stock. 

IVIr.  Dewalt.  It  would  not  be  a  lien  on  the  property,  but  simply 
be  a  current  obligation. 

Mr.  Lingo.  It  would  be  a  current  obligation  that  would  take  pre- 
cedence of  dividends  on  the  stock,  of  course. 

Mr.  Dewalt.  Yes. 

Mr.  Sims.  Why  should  it  not  take  precedence  over  bo'hds  or  earn- 
ings on  bonds  ? 

Mr.  Lingo.  I  am  not  a  lawyer,  but  I  did  not  imagine  you  could, 
if  a  man  has  mortgaged  his  property,  I  did  not  imagine  you  could 
force  a  subsequent  obligation  ahead  of  the  man  who  had  the  first  or 
second  or  third  or  fifteenth  mortgage. 

Mr.  Sims.  Not  without  his  consent,  but  if  he  needs  the  money  to 
I'un  his  property  and  he  could  not  get  the  money  by  foreclosure, 
then  I  think  the  holder  of  the  mortgage  would  be  willing  to  consent 
to  that,  especially  when  he  is  getting  a  lower  rate  of  interest. 

Mr.  Lingo.  Of  course,  that  would  be  a  detail  of  arrangement  to 
be  made,  but  answering  your  question  directly  I  did  not  know  you 
could  force  anything  of  that  sort  ahead  of  the  first  mortgage  unless 
tlie  owner  of  the  mortgage  consented. 

Mr.  Sims.  You  can  not  without  his  consent,  but  if  they  can  not 
make  operating  expenses,  of  course,  they  would  consent. 

Mr.  WiNSLOw.  Mr.  Lingo,  do  you  have  an  idea  that  the  railroads 
can  ever  pay  up  the  Government  for  the  money  which  has  been  ad- 
vanced on  account  of  war  expenses? 

Mr.  Lingo.  Well,  you  have  asked  me  a  rather  broad  question. 

Mr.  WiNSLOw.  Well,  answer  it  in  a  broad  wa}'^  and  let  us  not  get 
down  to  details. 

Mr.  Lingo.  Yes,  sir;  I  think  they  can.  I  think  if  they  are  given 
the  opportunity  there  is  no  reason  in  the  world  why  they  should  not. 

Mr.  WiNSLOw.  At  rates  that  would  be  satisfactory  to  shippers 
and  the  public? 

Mr.  Lingo.  There  is  no  such  thing  as  satisfactory  rates  to  shippers. 

Mr.  WiNSLOw.  You  are  getting  specific  and  I  am  speaking  broadly. 
T  will  say,  then,  at  rates  at  which  they  will  do  business  without  yell- 
ing more  of  their  time  than  they  are  devoting  to  their  business. 

Mr.  Lingo.  I  think  what  you  mean,  if  I  may  give  you  my  inter- 
pretation  
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Mr.  Win  SLOW.  I  will  put  it  this  way — at  any  rates  the  railroads 
would  have  the  nerve  to  charge. 

Mr.  Lingo.  I  will  put  it  another  way;  I  think  that  rates  which 
would  permit  the  free  interchange  of  commerce  in  the  country  would 
be  sufficient  under  proper  management  of  the  railroads  to  pay  off 
all  the  obligations  they  have  incurred. 

Mr.  Win  SLOW.  All  the  obligations  they  have  incurred  or  may 
incur  ? 

Mr.  Lingo.  Yes,  sir;  I  think  so.  I  do  not  think  the  rates  they 
would  have  to  charge  would,  in  any  way,  interfere  with  the  free  flow 
of  commerce  of  the  country. 

Mr.  WiNSLOw.  That  is,  they  could  pay  their  operating  and  their 
standard  charges,  as  they  are  called 

Mr.  Lingo.  Their  fixed  charges. 

Mr.  WiNSLOw.  And  then  out  of  surplus  repay  the  Government 
whatever  they  may  have  spent  in  operating  the  roads  for  the  two 
years  or  may  hereafter  spend. 

Mr.  Lingo.  I  am  fimly  of  that  opinion ;  yes,  sir. 

Mr.  Merritt.  Mr.  Winslow,  may  I  ask  you  a  question?  Are 
you  referring  to  the  operating  deficit? 

Mr.  Winslow.  I  am  referring  to  whatever  the  Government  has 
put  into  these  roads,  that  has  put  the  railroads  in  arrears,  or  may 
do  so  hereafter  until  they  get  going. 

Mr.  Merritt.  I  was  trying  to  distinguish,  in  order  to  get  it  clear 
in  my  mind,  between  the  operating  deficit  and  the  amount  that  the 
Government  may  have  charged  the  railroads  for  equipment. 

Mr.  Winslow.  "\^Tiatever  they  charge  for  the  equipment  goes  into 
the  capital  account  under  this  plan,  and  we  do  not  know  yet,  and 
they  have  not  found  out  for  us,  whether  the  deficit  is  exclusive  of 
capital  account  or  not.  They  are  going  to  let  us  know  some  day, 
but  that  day  has  not  yet  come.  So,  on  the  assumption  that  what 
they  put  in  in  the  way  of  equipment  goes  into  that  curious  capitali- 
zation, it  might  possibly  be  both  accounts  or  it  might  be  one,  accord- 
ing to  the  way  they  keep  their  books  by  that  time,  but,  at  any  rate,  I 
would  like  to  refer  to  all  the  money  that  has  been  paid  by  the 
Government  direct  from  the  Treasury  of  the  United  States,  and 
then  would  ask  you  if  you  feel  the  railroads  at  the  kind  of  rates 
you  describe  could  every  pay  back  all  that  money. 

Mr.  Lingo.  I  do  not  think  there  is  any  reason  in  the  world  why 
they  should  not. 

Mr.  Winslow.  And  you  feel  we  could  fairly  draw  a  bill  providing 
for  the  repajment  of  all  that  money. 

Mr.  Lingo.  Yes,  sir;  and  I  would  like  to  interject  a  remark  here 
in  regard  to  that.  I  do  not  know  whether  it  is  germane  or  not,  but 
on  the  equipment  which  is  being  held  around  the  country,  which 
was  built  for  the  Railroad  Administration  at  these  high  prices,  it 
seems  to  me  it  would  be  eminently  fair  to  sell  that  to  the  corporations 
at  a  reasonable  price  and  charge  the  difference  to  your  war  cost. 

Mr.  Winslow.  Now,  then,  when  vou  do  that,  you  are  opening  up 
the  very  question  I  started  on.  That  is  something  spent  by  the 
Government. 

Mr.  Lingo.  That  does  not  strike  me  as  being  fair,  and  that  is  the 
reason  when  you  asked  me  the  question  I  wanted  to  interject  that 
feature. 
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Mr.  WiNSLOw.  Right.  Now,  let  us  start  over  again,  because  I 
fear  I  may  have  led  you  wrong  inadvertently.  Do  you  think  the 
Government  should  be  called  upon  to  sacrifice  any  part  of  the  money 
they  have  expended  in  connection  with  operating  the  railroads? 

Mr.  Lingo.  I  do  in  those  matters  where,  on  account  of  war  condi-- 
tions,  they  spent  extraordinary  amounts  of  money  which  the  car- 
riers in  the  conduct  of  their  business  would  not  have  spent.  I  think 
tlie  Governme^it  should  stand  that;  yes,  sir. 

Mr.  Win  SLOW.  In  the  face  of  that,  do  you  not  want  to  withdraw 
your  previous  statements. 

Mr.  Lingo.  No,  sir;  they  could  pay  for  it  at  those  prices,  if  they 
had  to,  but  I  do  not  think  they  should  have  to. 

Mr.  Win  SLOW.  You  think  they  could? 

Mr.  Lingo.  Yes,  sir;  but  I  do  not  think  they  should  have  to. 

Mr.  Winslow.  You  think,  as  a  matter  of  justice,  they  ought  not 
to  be  called  on  to  pay  that. 

Mr.  Lingo.  Yes,  sir ;  that  is  my  personal  opinion. 

Mr.  Winslow.  Where  do  you  draw  the  line? 

Mr.  Lingo.  You  mean  in  regard  to  the  price  of  this  equipment? 

Mr.  Winslow.  No;  where  would  you  make  the  dividing  line  be- 
tween the  outlays  which  they  should  pay  for  and  the  outlays  which 
they  should  not  pay  for? 

Mr.  Lingo.  That  would  be  a  matter  I  could  not  answer  oflHiand. 
That  is  a  matter  that  would  have  to  be  left  to  arbitration. 

Mr.  Winslow.  I  just  wanted  to  get  a  general  idea  from  you.  You 
stated  one  line,  and  that  is  where  machinery  has  been  bought  under 
high  pressure  at  high  cost. 

Mr.  Lingo.  Yes,  sir. 

Mr.  Winslow.  Now,  there  may  be  other  items  you  could  speak  of 
in  a  broad  way. 

Mr.  Lingo.  I  think,  if  I  am  not  mistaken,  I  said  anything  that 
had  been  bought  under  forced,  war  conditions. 

Mr.  Winslow.  Suppose  the  railroads  had  not  been  taken  over  and 
had  to  buy  equipment,  would  not  they  have  been  obliged  in  the  last 
two  years  to  have  paid  for  this  equipment  under  the  same  con- 
ditions ? 

Mr.  Lingo.  I  can  not  answer  that  question. 

Mr.  Winslow.  I  do  not  think  you  are  so  short  of  ideas  that  you 
could  not  give  us  some  kind  of  judgment  about  that. 

Mr.  Lingo.  I  say  that  advisedly  because  as  I  told  you  my  business 
is  the  steel  business.  Nobody  could  make  any  purchase  of  anything 
containing  steel  without  a  Government  order.  Now,  what  the  con- 
dition would  have  been  had  the  Government  not  taken  over  the  rail- 
roads and  confined  their  purchases  strictly  to  munitions  and  war 
material,  I  can  not  answer.  I  do  not  know  how  much  that  would 
have  affected  the  situation,  but  as  matters  stood  the  Government 
requisitioned  the  entire  output  of  the  steel  mills  of  this  country. 
Nothing  was  sold  to  anybody  without  a  Government  permit.  Now, 
had  the  railroads  remained  under  private  operation  and  had  a  great 
many  other  things  happened  which  did  not  happen,  I  do  not  know 
what  eflect  that  would  have  had.  I  could  not  answer  that  intelli- 
gently. They  undoubtedly  would  have  had  to  pay  a  good  deal  more 
for  the  equipment  bought  in  the  year  1918  than  in  the  year  before 
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that  or  during  the  present  year.  There  is  no  question  about  that,  but 
what  the  fair  average  would  have  been  I  do  not  know. 

Mr.  WiNSLOAv.  Did  the  raihoads  have  to  pay  any  more  for  steel 
than  the  outside  concerns  paid? 

Mr.  Lingo.  There  were  no  such  outside  concerns.  The  Govern- 
ment fixed  our  price. 

Mr.  WiNSLOAv.  I  know  that,  but  at  the  same  time,  although  the 
Government  issued  its  priority  orders,  private  concerns  did  buy  steel 
and  the  merchandise  was  billed  to  them  at  a  fixed  price;  was  that 
ever  any  lower  than  what  the  railroads  paid  ? 

Mr.  Lingo.  I  would  have  to  explain  that  a  little  bit.  There  was 
nothing  sold  during  the  year  1918  in  the  line  of  steel  from  the  steel 
mills  except  such  steel  as  the  Government  would  not  accept  on  their 
contracts.  I  do  not  know  how  familiar  you  are  with  the  process  of 
making  steel,  but  in  making  steel  you  very  often  make  what  we  call 
"off  steel."  Now,  if  the  Government  discarded,  we  will  say,  100  tons 
or  500  tons  of  steel  in  a  day,  and  you  were  in  the  market  for  steel  of 
that  character  and  we  had  a  mill  on  which  that  could  be  rolled  which 
did  not  interfere  with  the  rolling  of  Government  material,  we  could 
then  sell  that  to  you,  but  we  could  not  take  an  order  from  you  to  make 
steel  and  sell  it  to  you. 

Mr.  WiNSLOw.  What  connection  do  you  have  with  the  steel  busi- 
ness? 

Mr.  Lingo.  I  am  traffic  manager  of  the  Inland  Steel  Co. 

Mr.  WiNSLOW.  Let  us  take  as  an  illustration  such  a  concern  as  the 
Crucible  Steel  Co.,  which  you  know  all  about,  and  which  took  orders 
from  miscellaneous  manufacturers  to  furnish  them  steel  under 
priority  orders  and  those  individual  concerns  paid  the  bills. 

Mr.  Lingo.  Yes,  sir;  but  they  paid  the  Government  price. 

Mr.  Win  SLOW.  Very  good.  Did  they  pay  any  Jess  or  any  more  than 
the  Government  would  have  paid  for  the  railroads  for  the  same 
material. 

Mr.  Lingo.  Neither  more  nor  less. 

Mr.  WiNSLow.  Then  what  is  there  to  suggest  that  the  railroads, 
had  they  been  working  on  their  own  account  and  not  under  Govern- 
ment management,  would  have  paid  any  different  price  from  the  one 
they  did  pay  under  the  Government. 

Mr.  Lingo.  Now,  I  came  here  to  talk  for  a  very  few  minutes  and 
I  am  afraid  you  are  going  to  get  me  to  talk  too  long. 

Mr.  WiNSLOW.  You  are  opening  up  a  new  line  which  is  very  inter- 
esting. When  it  comes  to  the  adjustment  of  all  these  matters,  this 
committee  has  got  to  make  up  its  mind  as  to  legislation  which  will 
consider  operation 

Mr.  Dewalt.  May  I  be  permitted  to  interrupt  just  one  moment? 

Mr.  WiNSLOW.  Yes,  sir;  anything  that  will  throw  light  on  the 
subject. 

Mr.  Dewalt.  Is  not  this  matter  which  you  are  now  discuss- 
ing at  least  partially,  if  not  completely,  settled  by  present  legisla- 
tion. Is  it  not  provided  that  when  the  railroads  were  ordered  to  fur- 
nish new  equipment  for  the  lines,  under  the  Federal  control  act, 
that  at  the  termination  thereof,  there  should  be  an  appraisement  made 
of  the  property  which  they  themselves  acquired  on  the  order  of  the 
Government,  and  that  they  should  be  charged  with  the  fair  value 
thereof  rather  than  the  cost  value  thereof.     Is  not  that  so  ? 
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Mr.  WiNSLOw.  Well,  even  if  that  is  so,  that  does  not 

Mr.  Dewalt.  I  do  not  remember  just  how  that  was. 

Mr.  WiNSLOw.  Say  it  is  so,  to  make  the  argument  as  easy  as  pos- 
sible, it  will  not  affect  the  question  of  the  generosity  of  the  Gov- 
ernment in  remitting  any  charges  against  the  railroads  which  may 
have  been  incurred  by  the  Government. 

Mr.  Dewalt.  I  may  be  misinformed  as  to  that,  and  with  the  per- 
mission of  the  chairman  I  would  like  to  ask  one  of  the  railroad  men 
about  that.  I  will  ask  Mr.  Thom  what  Avas  that  provision  in  the 
original  act. 

Mr.  Thom.  The  question  of  the  buying  of  equipment  by  the  Gov- 
ernment is  treated  in  the  fifth  and  sixth  sections  of  the  Federal  con- 
trol act.  The  history  of  it  is  very  interesting.  The  fifth  section 
provided  that  the  Government  out  of  the  revolving  fund  was  to 
buy  the  equipment  and  then  it  should  be  disposed  of  at  the  end  of 
Federal  control  as  Congress  miglit  provide.  When  the  sixth  section 
was  under  consideration,  it  at  first  contained  no  authority  for  the 
President  to  direct  the  railroad  companies  to  buy  equipment,  and 
the  House  Committee — this  committee — my  recollection  is,  inserted 
in  the  sixth  section  a  provision  permitting  that,  the  Senate  committee 
not  inserting  any  such  provision  or  vice  versa,  I  can  not  remember 
which  House  was  either  way,  but  both  committees  in  their  reports 
said  that  it  was  going  to  be  the  policv  of  the  Government  to  buy 
and  own  the  equipment. 

The  act  as  passed,  however,  provides  in  section  5  that  the  equip- 
ment might  be  purchased  out  of  the  revolving  fund,  and  in  section 
6  that  the  President  might  direct  the  carriers  to  purchase  it,  along 
with  his  power  to  direct  that  any  additions  and  betterments  might 
be  made  at  the  President's  order  and  charged  to  the  carriers.  The 
v/ay  it  works  out  is  that  with  the  power  given  in  section  5  for  the 
Government  to  purchase  and  pay  for  the  equipment  and  own  it, 
that  has  been  entirely  ignored  and  every  bit  of  the  equipment  that 
has  been  purchased  has  been  purchased  by  the  director  general  for  the 
account  of  the  carriers  and  charged  to  them.  That  is  one  of  the  most 
serious  points  of  difference  between  us  and  the  Eailroad  Administra- 
tion, although  in  the  reports  of  both  committees  it  was  stated  that  the 
purpose  of  Congress  was  for  the  Government  to  buy  the  equipment 
and  to  pay  for  it  and  then  to  let  Congress  dispose  of  it  at  the  end.  In 
accordance  with  the  impression  in  Judge  Dewalt's  mind  there  was  put 
into  the  legislation  an  alternative  power  by  which  the  President 
might  order  the  railroads  to  make  any  additions  and  betterments 
to  their  property  or  to  acquire  additional  equipment,  but  every  bit 
of  the  equipment  that  has  been  acquired  was  acquired  under  the  sec- 
ond of  these  provisions  at  the  towering  war  prices  and  has  been 
charged  to  the  railroads. 

Mr.  Dewai.t.  Then,  I  am  incorrect  in  stating  that  the  control  act 
authorized  the  President  or  the  director  general  to  order  the  rail- 
road companies  to  make  betterments  and  that  at  the  end  of  Federal 
control  these  betterments  should  be  turned  over  to  the  corporate  in 
terests  at  a  fair  valuation? 

Mr.  Thom.  You  are  incorrect.  I  will  read  the  provision.  I  said 
section  5  and  section  6,     I  wish  to  correct  that.     They  are  in  two 
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different  paragraphs  of  section  6.    The  first  of  those  paragraphs  is  as 
follows : 

That  the  sum  of  $000,000,000  is  hereby  appropriated,  out  of  any  moneys  in 
the  Treasury  not  otherwise  appropriated,  which,  together  with  any  funds 
avaih^ble  from  any  operating  income  of  said  carriers,  may  be  used  by  the 
President  as  a  revolving  fund  for  tlie  purpose  of  paying  tlie  expenses  of  the 
Federal  control,  and  so  far  as  necessary  the  amount  of  just  compensation,  and 
to  provide  terminals,  motive  power,  cars,  and  other  necessary  equipment,  such 
terminals,  motive  power,  cars,  and  equipment  to  be  used  and  accounted  for  as 
the  President  may  direct  and  to  be  disposed  of  as  Congress  may  hereafter  by 
law  provide. 

That  was  followed  by  this  second  paragraph: 

The  President  may  also  make  or  order  any  carrier  to  make  any  additions, 
betterments,  or  road  extensions,  and  to  provide  terminals,  motive  power,  cars, 
and  other  equipment  necessary  or  desirable  for  war  purposes  or  in  the  public 
interest  on  or  in  connection  with  the  property  of  any  carrier. 

Mr.  Dewalt.  Permit  me  to  interrupt  you  just  a  moment.  You 
are  reading  from  section  6? 

Mr.  Thom.  Yes,  sir. 

Mr.  Dewalt.  I  will  read  now  from  the  same  section  further  along 
on  page  112  of  the  act  to  regulate  commerce,  in  which  this  appears : 

Any  loss  claimed  by  any  carrier  by  reason  of  any  such  additions,  better- 
ments, or  road  extensions  so  ordered  and  constructed  may  be  determined  by 
agreement  between  the  President  and  such  carrier ;  failing  such  agreement  the 
amount  of  such  loss  shall  be  ascertained  as  provided  in  section  3  liereof. 

Section  3  provides: 

Failing  such  agreement,  either  the  United  States  or  such  carrier  may  file  a 
petition  in  the  Court  of  Claims  for  the  purpose  of  determining  the  amount  of 
such  just  compensation,  and  in  the  proceedings  in  said  court  the  report  of 
said  referees  shall  be  prima  facie  evidence  of  the  amount  of  just  compensation 
and  of  the  facts  therein  stated.  Proceedings  in  the  Court  of  Claims  under  this 
section  shall  be  given  preference  and  expedited  in  every  practicable  way. 

That  was  what  was  in  my  mind.  I  knew  there  was  something  of 
that  sort  in  the  act. 

Mr.  Thom.  A  contract  between  the  Government  and  a  private 
party  is  necessarily  a  dictated  contract  at  least.  In  the  contract  the 
railroad  companies  were  required  to  make  no  point  about  the  differ- 
ence between  war  costs  and  any  other  costs,  and  we  have  been  re- 
quired to  take  all  of  this  equipment  at  war  costs,  and  are  now  en- 
gaged in  trying  to  finance  it.  We  brought  this  to  Mr.  McAdoo's 
attention.  A  committee  of  railroad  executives  went  to  see  him  and 
I  went  with  them,  and  we  protested  against  the  exercise  of  his  dis- 
cretion to  purchase  all  of  this  equipment  at  the  expense  of  the  car- 
riers when  there  was  ample  authority  in  the  act  to  purchase  it  for 
the  Government,  that  Congress  had  ordered  it,  and  when  both  com- 
mitees  of  Congress  in  their  reports  on  this  bill  stated  that  that  was 
to  be  the  policy.  We  showed  him  the  reports  of  tlie  committees. 
Our  request  was  declined  and  the  whole  of  this  cost  has  been  put 
upon  the  carriers. 

Mr.  Dewalt.  Not  to  be  argumentative,  am  I  not  correct  in  saying 
that  the  Federal  control  act  does  provide  a  method  for  the  ascertain- 
ment of  the  true  value  of  these  betterments  at  the  end  of  Federal 
control,  irrespective  of  the  price  that  was  paid  by  the  railroad  com- 
panies ? 
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Mr.  Thom.  Not  as  defined  by  the  Government.  The  price  that 
was  paid  is  put  beyond  further  discussion.  The  fact  that  the  thing 
was  ordered  for  war  purposes  and  was  a  loss  in  itself,  because  not  a 
thing  that  the  railroads  would  have  to  purchase,  is  not  put  beyond 
further  discussion,  but  the  facts  are  that  the  cost  of  the  thing  is  put 
beyond  further  controversy. 

Mr.  Dewalt.  I  can  not  quite  agree  with  you.    Section  6  provides : 

Any  loss  claimed  by  any  carrier  by  reason  of  such  additions,  betterments, 
or  road  extensions  so  ordered  and  constructed  may  be  determined  by  agree- 
ment between  tlie  President  and  such  carrier;  failing  such  agreement,  the 
amount  of  such  loss  shall  be  ascertained  as  pi'ovided  in  section  3  hereof. 

Section  3  provides,  among  other  things,  that  in  case  of  disagree- 
ment, etc. — I  will  omit  that 

Such  cases  may  be  heard  separately  or  together,  or  by  classes,  by  such 
boards  as  the  Interstate  Commerce  Commission  in  the  first  instance,  or  any 
board  of  referees  to  which  any  such  cases  shall  be  referred,  may  determine. 
Said  boards  shall  give  full  hearings  to  such  carriers  and  to  the  United  States, 
shall  consider  all  the  facts  and  circumstances,  and  shall  report  as  soon  as 
practicable  in  each  case  to  the  President  the  just  compensation,  calculated  on 
an  annual  basis  and  otherwise,  in  such  form  as  to  be  convenient  and  available 
for  the  making  of  such  agreement  as  is  authorized  in  section  1.  The  Presi- 
dent is  authorized  to  enter  into  an  agreement  with  such  carrier  for  just  com- 
pensation upon  a  basis  not  in  excess  of  that  reported  by  such  board,  and  may 
include  therein  provisions  similar  to  those  authorized  under  section  1.  Fail- 
ing such  agreement,  either  the  United  States  or  such  carrier  may  tile  a  peti- 
tion in  the  Court  of  Claims  for  the  purpose  of  determining  the  amount  of  such 
just  compensation,  and  in  the  proceedings  in  said  court  the  report  of  said 
referees  shall  be  prima  facie  evidence  of  the  amount  of  such  just  compensa- 
tion and  of  the  facts  stated  therein. 

That  is  not  conclusive. 

Mr.  TiiOM.  I  will  explain;  perhaps  you  did  not  catch  what  I  said — 
that  those  provisions  had  been  incorporated  in  a  contract  which 
the  Government  laid  before  us. 

Mr.  Hamilton.  You  said,  in  a  "  dictated  contract,"  meaning  a 
contract  dictated  by  the  Government? 

Mr.  Thom.  Yes,  sir.  We  were  not  on  a  fair  basis  of  negotiation, 
in  which  they  said  to  us  that  no  question  about  the  cost  of  these 
additions,  betterments,  or  equipment  could  be  open  to  a  claim  under 
section  6. 

Mr.  Dewalt.  Section  6  refers  to  section  3,  and  section  3  provides 
the  method? 

Mr.  Thom.  I  know.  They  required  us  in  section  8  of  this  con- 
tract to  waive  all  claim  against  the  Government  for  the  difference 
between  war  prices  and  other  prices,  and  the  only  thing  that  we  can 
claim  under  this  section  6  of  the  laAv  is  that  the  thing  which  was 
purchased  was  for  a  war  purpose  and  not  for  an  ordinary  carrier 
purpose,  and  if  for  a  war  purpose,  it  is  open  to  recovery  from  the 
Government  of  the  loss  to  which  we  have  been  put  by  it,  but  in 
estimating  our  loss  we  can  claim  nothing  for  the  difference  between 
was  costs  and  other  costs. 

Mr.  Sweet.  In  other  words,  you  claim  that  this  has  been  settled 
between  the  carriers  and  the  Government  by  a  contract  which  was 
presented  to  the  carriers  by  the  Government? 

Mr.  Thom.  And  that  provision  insisted  on. 

Mr.  Hamilton.  And  the  value  of  the  stuff  is  determined  by  the 
price  paid  ? 
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Mr.  Thom.  Yes,  sir ;  and  is  no  longer  open. 

Mr.  Dewalt.  That  the  price  is  no  longer  open  to  controversy,  pro- 
vided it  was  strictly  for  betterments  and  improvements  which  would 
be  necessary  under  ordinary  conditions.    Is  not  that  so? 

Mr.  Thom.  No.  No  costs  are  open  to  controver.S5\  The  substan- 
tive recovery  is  open  to  controversy.  Suppose,  for  example,  that 
they  ordered  us  to  build  a  track  down  to  a  cantonment  for  temporary 
war  purposes;  we  could  recover  for  that  whatever  we  paid  for  it;  we 
could  recover  for  that ;  but  the  purchase  of  this  equipment  can  not  be 
recovered  for,  because  it  costs  more  in  war  time  than  in  peace  time, 
because  it  cost  more  than  it  would  be  worth  when  the  war  is  over. 
That  could  not  be  recovered  for.  We  have  been  advised  to  accept 
the  terms  of  a  contract  which  excludes  us  from  further  controversy. 

Mr.  Sims.  I  do  not  remember  any  compulsory  measure  about  the 
contract.     The  contract  was  absolutely  voluntary. 

Mr.  Thom.  How  could  a  contract  be  voluntary  when  our  only  re- 
course was  a  succession  of  suits  in  the  Court  of  Claims  against  the 
Government  which  probably  would  not  be  ended  in  a  lifetime? 

Mr.  Sims.  As  a  matter  of  judgment,  you  thought  it  was  in  the 
interest  of  the  Government  to  accept  the  Government's  contract? 

Mr.  Thom.  Of  course,  they  could  not  put  us  in  jail  if  we  did  not 
do  it. 

Mr.  WiNSLOw.  In  the  face  of  the  disagreement  of  the  doctors,  you 
still  are  of  the  same  opinion  that  the  railroads  can  assume  all  of  these 
expenses,  necessary  or  otherwise,  and  make  them  up,  if  they  have  to  ? 

Mr.  Lingo.  I  want  to  try  to  answer  your  first  question,  if  you 
please.  Your  first  question  was  along  the  line  of  whether  or  not  the 
carriers  could  have  purchased  this  equipment  any  more  cheaplj^  if 
they  had  bought  it  themselves  under  corporate  operation  than  the 
Government  did.     That  was  your  question,  in  substance? 

Mr.  WiNSLOW.  That  was  one  of  the  questions. 

Mr.  Lingo.  I  want  to  answer  that  question  to  the  best  of  my 
ability.  As  I  understand,  the  carriers  claim  to  liaA^e  motive  power 
and  rolling  stock  enough  to  handle  the  business  under  war  conditions, 
and  despite  that  fact  the  Railroad  Administration  went  out  and 
bought  thousands  of  cars,  which  have  never  been  allocated  and  which 
have  never  been  used,  which  will  bear  out  the  contention,  in  my 
opinion,  that  the  carriers  were  right  and  that  they  had  enough  equip- 
ment. There  are  hundreds  of  locomotives  which  have  never  been 
allocated  and  which  the  carriers  have  refused  to  accept,  because,  in 
the  first  place,  they  had  power  enough. 

Mr.  Montague.  Have  the  locomotives  been  used  ? 

Mr.  Lingo.  They  have  been  used,  some  of  them ;  but  they  still  have 
"  U.  S."  on  the  side.  They  have  never  been  allocated.  Then  there 
are  thousands  of  cars,  both  gondola  and  box  cars,  which  have  never 
been  under  load.  That  is  the  equipment  I  had  in  mind  when  I  said 
that  I  did  not  think  it  was  fair  to  force  the  carriers  to  take  this  sur- 
plus equipment,  which  was  not  equipment  that  they  would  have  to 
purchase  to  conduct  their  business.     I  just  wanted  to  clear  that  up. 

Mr.  WiNSLOw.  Let  us  go  back  to  the  first  inquiry  and  start  with  it 
with  a  view  to  finishing  it.  What  I  want  to  find  out  is  whether  or 
not,  in  your  judgment,  the  railroad  return  can  be  made  to  the  owners 
under  conditions  which  would  require  them  to  pay  back  to  the  Gov- 
ernment such  sums  as  have  been  required  to  be  paid  out  on  account 


RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1559 

of  operating  the  railroads  during  the  war  time,  and  will  they  be  able 
to  make  np  those  arrears  and  go  on  with  the  business  in  a  normal 


way 


Mr.  Lingo.  Yes,  sir ;  1  think  the  railroads  can  do  that.  The  rates 
have  not  at  the  present  time  reached  as  high  a  level,  to  answer  your 
question,  not  as  high  as  the  traffic  will  bear,  and  we  understand  that 
there  is  contemplated  a  considerable  advance  in  freight  rates  in  the 
near  future.  I  attend  a  great  many  meetings  of  the  large  shippers 
and  shippers'  associations  throughout  the  country,  and  I  will  say 
that  there  is  no  great  deal  of  dissatisfaction  with  any  reasonable  and 
equitable  advance  in  freight  rates. 

Mr.  WixsLOW.  If  the  freight  rates  were  advanced  so  as  to  meet  all 
carrying  charges  now,  would  they  need  any  advance  to  make  up  the 
deficit  which  may  exist  on  the  return  of  the  railroads? 

Mr.  Lingo.  I  will  have  to  ask  you  a  question.  How  soon  would 
you  want  it  paid,  within  what  time  or  spread  over  a  period  of  time? 

Mr.  WiNSLOW.  I  will  leave  that  to  you,  any  reasonable  time. 

Mr.  Lingo.  Any  reasonable  time,  say,  50  years,  I  think  they  could 
earn  money  enough  to  take  care  of  that  without  any  question,  in 
my  opinion. 

Mr.  Watson.  In  Mr.  Hines's  testimony  I  asked  him  what  was  the 
amount  of  the  contract  for  the  building  of  equipment  for  the  rail- 
roads under  Government  control,  and  he  said  100,000  freight  cars 
and  between  1,500  and  2,000  locomotives.  Then  I  asked  him  how  he 
intended  to  collect  this  money  for  the  Government  and  he  said,  "  We 
have  as  to  each  corporation  a  separate  problem.  We  are  dealing 
with  those  problems  now.  We  have  under  consideration  a  plan  for 
a  general  equipment  trust  to  take  care  of  all  this  equipment."  Do 
you  believe  in  this  plan  of  an  equipment  trust  to  take  care  of  prob- 
ably $800,000,000  of  cars  and  equipment?  You  know  much  of  this 
equipment  was  not  constructed. 

Mr.  Lingo.  That  was  the  method  that  the  carriers  used  for  a  great 
many  years. 

Mr.  Watson.  That  was  under  private  control,  that  was  not  the 
Government  ? 

Mr.  Lingo.  The  same  principle  will  work  out,  I  imagine,  in  the 
same  manner  by  the  Government  as  by  anybody  else.  The  compen- 
sation received  for  the  use  of  a  car  in  the  life  of  a  car,  about  20  years, 
would  pay  it  out.     I  imagine  there  would  be  no  loss. 

Mr.  Watson.  You  think  that  system  would  be  a  practical  one? 

Mr.  Lingo.  Yes,  sir;  a  practical  system. 

The  Chairman.  The  committee  thanks  Mr.  Field  and  Mr.  Lingo 
for  coming  here  and  expressing  their  views. 

Mr.  Lingo.  We  wish  to  express  our  thanks  for  the  courtesy  shown 

us  in  allowing  us  to  appear  at  this  time. 

• 
Inland  Steel  Co., 
Indiana  Harbor,  Ind.,  September  4,  1919. 
Sir.  John  J.  Esch., 

Chairman  Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives. 
Dear  Sir:  I  would  like  to  have  the  following  remarks  added  to  my  testi- 
mony, if  possible: 

"  I  am  firmly  convinced  that  the  locomotives  and  cars  purchased  by  the 
United  States  Railroad  Administration  which  have  not  as  yet  been  allocated 
should  be  placed  in  service  immediately  to  relieve,  as  far  as  possible,  the  present 
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car  shortage ;  and  that  the  use  of  these  cars  should  be  taken  into  consideration 
In  making  settlements  with  the  carriers  to  whom  they  are  finally  allocated." 

In  explanation  of  the  above,  the  United  States  Railroad  Administration  will 
show  a  less  deficit  if  they  are  enabled  to  utilize  these  cars  and  locomotives  and 
increase  the  tonnage  handled  during  the  remainder  of  the  time  the  railroads 
are  under  Government  operation*  and  the  depreciated  value  of  the  cars,  on 
account  of  such  use,  should  be  ta?  en  into  consideration  in  final  settlement  with 
the  carriers  who  finally  acquii-e  the  cars. 
Yours,  truly, 

C.  L.  Lingo,  Traffic  Manager. 

The  Chairman.  We  will  now  hear  Mr,  Anderson,  formerly  a 
member  of  the  Interstate  Commerce  Commission, 

STATEMENT  OF  MR.  GEORGE  W.  ANDERSON,  BOSTON,  MASS. 

Mr.  Anderson.  Mr.  Chairman  and  gentlemen  of  the  committee, 
I  am  now  a  member  of  the  Court  of  Appeals  for  the  First  Circuit. 
I  resigned  from  the  Interstate  Commerce  Commission  last  Novem- 
ber.   Since  that  time  I  have  become 

Mr.  Sims  (interposing).  You  were  formerly  on  the  commission 
in  Massachusetts,  were  you  not? 

Mr,  Anderson,  I  was  in  1913  and  1914  a  public-service  commis- 
sioner in  Massachusetts,  and  there  devoted  myself  to  like  problems 
to  some  extent. 

Since  my  resignation  from  the  Interstate  Commerce  Commission 
I  have  become  a  small  holder  of  shares  of  stock  in  some  of  the 
dividend-paying  railroads.  To  that  extent  I  have  a  personal  and 
money  interest  in  the  future  of  the  railroads.  I  was  appointed  a 
trustee  under  the  Sherman  Act  decree  against  the  New  Haven  Rail- 
road, to  take  the  place  of  the  late  Chief  Justice  Knowlton,  the  stock 
of  the  Boston  &  Maine  Railroad  held  by  the  New  Haven  being 
turned  over  under  that  decree  to  a  board  of  trustees.  There  I  served 
without  compensation.  But  I  have  a  fiduciary  obligation,  with 
four  other  gentlemen,  to  keep  in  touch  with  the  railroad  situation 
and  to  do  what  we  properly  can  to  conserve  the  rights  of  the  holders 
of  those  stocks  and  other  stocks  dependent  upon  the  control  that 
we  exercise  over  the  Boston  &  Maine  corporation. 

The  Boston  &  Maine  stock  sold  for  many  years — I  think,  for 
many  decades — at  prices  from  $125  up  to  $200;  it  was  largely  an 
investment  by  very  conservative  investors,  trust  estates,  and  chari- 
table institutions.  It  has  now  paid  no  dividends  for  six  years.  I 
think  it  has  sold  beloAv  $20.    It  now  sells  in  the  thirties. 

The  New  Haven  stock,  which  sold  at  prices  from  $200  to  $250  for 
many  years,  has  also  had  no  dividend  for  six  years,  and  is  now  selling 
at  about  the  same  price  as  the  Boston  Sc  Maine  stock. 

Roughly,  the  securities  of  the  New  England  railroads,  including 
leased-4ine  stocks,  bonds,  as  well  as  the  equity  stocks  (due,  of  course, 
in  part  to  changed  financial  conditions  and  not  entirely  to  mis- 
management), have  shrunk  somewhere  from  four  to  five  hundred 
million  dollars,  from  the  highest  point,  perhaps,  12  or  13  years  ago 
down  to  the  present  time.  This  has  affected  specially  many  people 
dependent  upon  small  incomes  and  also  the  educational  and  other 
charitable  institutions  that  hold  those  stocks.  I  myself  am  a  trustee 
of  one  academy  where  we  are  scrimping  and  starving  teachers, 
trying  to  induce  them  to  hold  on  in  the  hope  that  the  Boston  & 
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Maine  and  New  Haven  stocks  will  some  time  come  back  and  enable 
the  trustees  to  pay  them  somewhat  nearer  what  justice  requires. 

Because  of  my  former  official  connection  and  my  interest  in  the 
subject  and  my  duty  as  trustee  I  felt  required  to  follow  with  some 
care  the  various  plans  for  railroad  legislation  put  before  Congress. 
I  have  made  no  public  addresses  and  published  nothing  on  railroad 
questions  since  I  left  the  Interstate  Commerce  Commission.  .  I  made 
one  or  two  private  addresses  to  clubs,  where  there  were  no  reporter 
present.  Not  until  within  a  month  had  my  own  views  so  crystalized 
that  I  cared  to  express  them.  Within  a  month  I  have  formulated 
views  and  have  prepared  a  brief  memorandum,  touching,  perhaps, 
only  the  high  spots,  outlining  two  points  which  I  deem  absolutely 
fundamental,  and  sketching  a  plan  and  method,  as  to  which  I  am  not 
dogmatic,  but  which  I  think  might  be  followed  with  a  reasonable 
hope  of  a  sound  and  progressive  railroad  policy  for  the  Nation. 

I  shall  be  glad  first  to  run  through  my  memorandum — of  course 
being  interrupted  if  any  member  of  the  committee  desires — there- 
after answering  any  questions  asked  to  the  best  of  my  ability.  Copies 
of  this  memorandum  are  being  made  at  the  Interstate  Commerce 
Commission.  I  will  have  them  here  in  sufficient  numbers,  I  hope, 
by  the  close  of  the  hearing,  so  that  I  can  give  each  member  of  the 
committee  one.  So  far  I  have  only  been  able  to  hand  one  to  the 
chairman  and  have  one  or  two  copies  left  here. 

I. 

The  following  plun,  crurlely  and  briefly  outlined,  involves,  I  think,  no  ele- 
ment not  already  presented  in  essence  in  some  one  or  more  of  the  plans  hith- 
erto submited  to  Congress.  But  the  combination  of  elements  in  radically  new. 
The  result  sought  to  be  achieved  will,  I  hope,  also  be  very  different  from  that 
which  may  be  reasonably  expected  from  any  of  the  previou.sly  submitted 
plans. 

II. 

No  plan  for  the  reorganization  of  our  railroad  system  has  any  reasonable 
prospect  of  success  that  does  not  recognize  the  fundamental  need  of  a  radically 
changed  status  for  labor. 

Labor  must  be  given  just  and  proper  representation  in  the  initial  manage- 
ment of  the  roads,  and  assume  a  responsibility  for  the  uninterrupted,  efficient, 
economical,  and  progressive  development  of  our  rail  facilities — entirely  dif- 
ferent from  that  which  has  obtained  hitherto  when  the  raih-oads  have  been 
run  by  corporations,  organized  for  profit,  and  by  labor  unions,  organized  for 
economic  war.  Full  recognition  must  be  given  to  tlie  fact  that  the  men  who 
contribute  faithful,  efficient  and  long-continued  service  in  the  transportation 
Industry  are  as  much  entitled  to  representation  in  the  management  thereof,  and 
must  be  held  as  responsible  for  the  wise  exercise  of  managerial  powers,  as 
are  the  contributors  of  capital  used  to  pay  for  the  railroad  facilities. 

The  present  status  of  irresponsibility  and  consequent  threatened  interrup- 
tion of  raili'oad  service,  together  with  the  utter  lack  of  proper  incentive  for 
efficiency  and  economy  in  the  management  and  operation  of  rail  facilities,  is 
practically  admited  by  all  to  be  intolerable.  The  only  plan  now  before  Con- 
gress which  really  undertakes  to  meet  this  essential  difficulty  is  the  Plumb 
plan,  and  that  plan  offers,  in  my  view,  a  remedy  which  may  not  improbably 
be  almost,  if  not  quite,  as  bad  as  the  disease  that  it  undertakes  to  cure. 

Labor  is  entitled  to  a  large  and  influential  position  in  the  management  of 
our  transportation  industry.  It  is  not  entitled  to  control  that  industry,  either 
as  proposed  in  the  Plumb  plan,  through  management  of  the  corporation  admin- 
istering the  rail  facilities,  or  as  is  potentially  involved  in  the  present  system 
through  the  domination  of  extra  coi-porate  organizations  called  labor  unions. 
The  railroad  business  is  public  business.  It  must  be  managed  by,  and  con-_ 
trolled  for,  public  interests.  Until  that  fundamentally  important  principle  is 
recognized  and  sought  to  be  made  effective,  there  will  be  neither  peace,  secur- 
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ity  nor  progress  iu  our  transportation  field.  Without  further  present  ehibora- 
tion  of  this  pc>int,  I  propose  to  meet  this  difficulty  by  providing  that  in  the  con- 
templated uniiied  United  States  Railroad  Co.  the  classified  employees  shall 
elect  one-third  of  the  directors  or  governors,  another  third  to  be  elected  by 
the  stockholders,  the  other  third  to  be  public  directors,  probably  appointed 
by  the  President  and  confirmed  by  the  Senate.  In  addition  to  such  initial 
managerial  power  and  resultant  responsibility,  the  law  should  provide  for  a  com- 
petent and  impartial  tribunal  to  deal  with  all  wage  and  other  labor  controversies, 
its  decision  to  be  final.  Labor  should  also  have  a  one-third  profit-sharing 
Interest  in  any  surplus  profits  above  standard  dividends. 

Given,  then,  a  fair  share  of  initial  managerial  responsibility,  a  competent 
tri'vinal  to  determine  all  labor  controversies,  a  profit-sharing  interest  in  the 
business,  combinations  of  employees  in  restraint  of  trade  must  be  made  Illegal 
on  the  railroads,  as  are  like  combinations  of  capital  in  general  industry. 
Strikes  are  combinations  in  restraint  of  trade.  They  are  now  legal.  With  this 
radically  changed  labor  status,  labor  would  need  no  such  weapon,  and  they 
must,  on  the  railroads,  be  made  illegal,  their  Illegality  to  be  dealt  with  by  the 
courts  of  equity  and  the  courts  criminal,  substantially  as  are  Illegal  capitalistic 
combinations  in  restraint  of  trade. 

But  the  right  of  the  individual  employee  to  leave  his  employment,  even  if  he 
breaks  a  contract,  should  remain  inviolate.  The  railroad  employee  should  be 
as  free  (and  no  freer)  to  break  his  contract  as  is  the  capitalist. 

III. 

Unification  of  the  railroads  in  one  owning  and  operating  company  is.  In  my 
view,  fundamentally  necessary. 

Pretty  careful  study  of  tlie  plans  proposed  for,  say,  a  dozen  large  companies, 
convinces  me  that — 

(a)  No  one  of  these  plans  can  be  put  in  operation  without  long,  expensive, 
and  wasteful  proceedings,  during  which  honest  investing  interests  will  be  ex- 
ploited by  speculators  and  manipulators  to  an  unparalleled  degree.  Without 
attacking  the  motives  of  the  proponents  of  these  plans,  I  do  confidently  suggest 
that  the  result  of  the  plans  would  be  a  speculative  exploitation  working  vast 
and  grievously  unjust  results. 

(&)  If  tlie  plan  of  a  dozen  railroads  were  put  into  operation,  problems  of 
administration  and  rate-making  (infinitely  difficult  at  the  best)  would,  in  my 
opinion,  be  insoluble.  Certainly,  if  the  Warfield  plan  of  retaining  State  charters 
were  adopted,  the  situation  would  be  hopeless. 

I  digress  to  say  that  in  the  hour  or  two  that  I  sat  here  and  listened 
to  Mr.  Thorn  and  Mr.  Bledsoe  I  have  had  another  illustration  of  the 
utter  impossibility  of  the  "vrisest  set  of  men  in  the  world  giving  any 
adequate  transportation  facilities  while  they  operate  under  such  law 
as  these  gentlemen  are  now  struggling  with.  They  can  not  do  it. 
You  have  got  to  go  to  the  roots  of  the  difficulty.  H'owever  wise  and 
however  patriotic  they  may  be,  they  will  fail  in  their  attempt  to  give 
the  country  any  honest  and  adequate  service  or  to  take  just  and 
reasonable  care  of  the  investors. 

(c)  The  notion  that  competition  can  be  kept  or  made  a  force  for  efficiency 
and  progress  Is  a  delusion.  Even  those  who  in  tlieir  own  minds  advocate 
competition,  on  analysis,  do  not.  What  is  really  desired,  for  Instance,  by  the 
representatives  of  the  United  States  Chamber  of  Commerce,  is  not  competition, 
but  incentive  for  efficiency,'  economy,  and  progressive  development.  There 
ought  to  be  such  incentive.  It  can  not,  in  my  view,  be  found  in  the  competitive 
theory.  All  of  these  apparent  advocates  of  competition  accept  and  assert  that 
rates  should  be  uniform.  They  eliminate  rate  cutting  as  a  competitive  factor. 
Otherwise  stated,  the  selling  price  of  the  product  is  not  to  be  fixed  by  the 
theoretical  competitors,  but  by  public  authority.  Securities  also  are  to  be 
issued  only  under  public  approval.  Extensions  for  new  business,  whether 
competitive  or  not,  are  to  be  mode  only  on  public  approval.  New  facilities, 
whether  profitable  or  not.  may  be  ordered  by  public  authority.  Wages,  the 
first  and  largest  item  in  the  expense  account,  are  expected  to  be  made,  not  by 
"the  sei>arate  corporations,  but  by  .some  outside  power.  In  many  other  minor 
i-espects  the  kind,  quality,  and  cost  of  the  service  rendered  is  to  be  subject. 
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find  properly  so,  to  control  for  the  recognized  paramount  public  interests. 
The  rlsht  to  pool  earnings  under  public  approval  is  advocated.  This,  on 
analysis,  means  that  if  any  competition  in  railroading  survives  under  the 
theories  of  regulation  sketched  above,  so  that  the  railroad  companies  find 
themselves  in  actual  struggle  for  the  same  line  of  business,  that  struggle  shall 
cease  by  a  pooling  of  earnings.  This  is,  in  effect,  an  admission  that  real  com- 
petition is  neither  desired  nor  expected  to  result  from  the  administration  of 
the  railroads  by  separate  corporations. 

A  book  might  be  written  on  competition  and  its  failure  in  connection  with 
rail  carriers.  But  I  state,  perhaps  dogmatically,  as  my  second  fundamental, 
that  we  must  have  a  unified  P'ederal  railroad  company.  In  this  respect  I  ac- 
cord with  the  Amster  plan  and  the  Plumb  plan. 

IV. 

FORM    OF   OBGANIZATION. 

1.  Assuming  then  that  points  II  and  III  are  accepted  as  fundamentally  neces- 
sary, I  outline  a  tentative  plan  for  a  permanent  railroad  organization.  The 
fundamentals  being  assumed,  the  means  of  obtaining  them  may  be  varied.  I 
have  no  dogmatism  as  to  many  of  the  following  points: 

Take  those  two  first  points — deal  with  labor  in  some  fashion  which 
^•^ill  insure  the  country  justice  to  labor  and  uninterrupted  service; 
unify  3'our  railroads  into  one  system  so  that  all  the  earnings  will  go 
into  one  pot  and  so  you  will  have  a  Federal  agencj" :  beyond  that  you 
can  have  a  great  variet}'  of  systems  under  which  you  can  work  with 
reasonable  hope  of  success.  But  no  system  which  does  not  involve 
those  two  fundamentals,  in  my  confident  judgment,  has  the  remotest 
chance  of  success. 

2.  Charter  a  Federal  railroad  company,  with  very  broad  powers,  including, 
inter  alia,  eminent  domain  to  take  existing  transportation  facilities,  as  well  as 
land,  etC;,  for  additional  facilities,  stocks,  bonds  of  existing  companies,  or  any 
other  kind  of  needed  property;  with  power  to  issue  stocks  and  bonds  for  cash 
at  par  or  for  exchange  with  present  security  holders;  also  to  guarantee  interest 
and  principal  of  outstanding  bonds.  The  charter  should  have  the  brot.  V^st 
of  powers,  the  use  of  those  jiowers  being  properly  limited  by  the  statute  or  by 
delegated  administrative  authority. 

3.  This  corporation  might  well  be  managed  by  a  board  of,  say,  15  directors, 
elected  and  appointed  for,  say,  terms  of  five  years  each,  so  classified  that  the 
term  of  one  of  each  cla.ss  shall  end  each  year.  Five  of  the  directors  should 
be  elected  by  the  classified  employees  under  by-laws  approved  by  the  Interstate 
Commerce  Commission.  Five  should  be  elected  by  the  stockholders  and  repre- 
sent capitalistic  and  profit-seeking  interests.  Five  should  be  public  directors, 
probably  appointed  by  the  President,  probably  from  both  political  parties,  con- 
firmed by  the  Senate,  and  required  to  have  no  financial  interest  in  the  stock 
of  the  company. 

It  is  possible,  of  course,  to  suggest  other  methods  for  the  selection  of  the 
public  directors.  I  suggest  this  simply  as  one  entitled  to  favorable  considera- 
tion. 

All  the  directors  should  be  paid  adequate,  but  reasonable,  salaries  and  be 
required  to  give  all  their  energies  to  the  business.  This  board  of  directors 
should  have  broad,  general,  managerial  powers,  including  the  power  to  provide 
for  regional  administration  as  they  may  think  wise  and  experience  may  dictate. 
The  United  States  Railroad  Co.  should  be  capitalized  not  less  than  25  per  cent 
nor  more  than  40  per  cent  in  capital  stock,  the  balance  in  bonds.  The  capital 
stock  should  have  a  standard  dividend  rate  not  less  than  5  per  cent  nor  more 
than  6  per  cent,  cumulative,  such  rate  as  will  fairly  insure  par  market  values 
in  all  normal  times.  Probably  new  issues  for  extensions  and  additions  should 
be  distributable  to  outstanding  stockholders  at  par,  although  the  stock  would 
in  ordinary  times  undoubtedly  sell  at  a  substantial  premium.  But  it  is  de- 
sirable that  there  should  be  an  adequate  incentive  to  spend  new  money  for 
needed  and  useful  railroad  development. 
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4.  I  think,  although  this  is  not  free  from  doubt,  that  the  Government  should 
guarantee  an  annual  dividend  on  this  stoclj,  possibly  4  per  cent,  not  less  than 
3  per  cent.  Sucli  guarantee  would,  in  my  present  view,  cost  the  Government 
nothing;  it  would  stabilize  the  financial  marlcet,  improve  the  credit  of  the 
company,  and  reduce  the  idtimate  capital  cost  of  our  transportation  facilities. 

5.  Any  sui-plus  profits  above  operating  expenses,  fixed  charges,  and  standard 
dividends  should  annually  be  divided  into  thirds : 

(a)  One  third  for  the  benefit  of  capital,  applicable  to  an  additional  dividend 
up  to  a  reasonable  maximum,  probably  7  per  cent.  Any  balance  of  this  one 
tliird  accruing  in  fat  years  should  be  held  in  reserve  for  the  purpose  of  pro- 
viding for  the  payment  of  the  standard  dividend  in  lean  yeai-s. 

(b)  One  third  as  a  dividend  to  labor  on  a  properly  classified  schedule. 

(c)  One  third  for  strictly  public  uses;  at  the  outset,  .perhaps,  to  pay  for 
the  government's  advances  hitherto  or  hereafter  to  be  made  during  the  transi- 
tion period,  thereafter  for  such  public  purposes  as  Congress  may  authorize  by 
statute  or  through  the  United  States  Railroad  Co.  and  the  Interstate  Commerce 
Commission. 

V. 

METHOD  OF  TAKING  OVKR. 

Given  a  single  Federal  railroad  company  with  broad  powers  and  organized 
substantially  as  above,  the  present  roads  might  well  be  taken  over  substantially 
as  follows : 

1.  An  offer  should  be  made  to  the  stockholders  of  the  chief  roads  to  buy  their 
stock  by  exchanging  stock  of  the  United  States  Railroad  Co.  in  such  amounts 
as  to  give  to  the  present  stockholders  a  return,  reckoned  on  the  standard  divi- 
dend of  the  new  stock,  not  greater  and  perhaps,  considering  the  greatly  improved 
quality  of  their  security,  somewhat  less,  than  that  which  has  accrued  to  stoclc- 
holders  from  the  regidar  dividend^  paid  during  the  period  of  Federal  control. 
To  illustrate:  If  the  standard  dividend  of  the  United  States  Railroad  Co.  stock 
is  6  per  cent,  Peimsylvania  stockholders  who  have  been  receiving  (5  per  cent 
should  be  offered  a  chance  to  swap  on  terms  not  better  than  shai'e  for  share. 
Northern  Pacific  stockholders  who  have  been  receiving  7  per  cent  would  be 
given  a  like  return  by  receiving  IJ  shares  of  the  new  stock  for  each  share  of 
their  old  stock.  New  York  Central  stockholders  would  have  f  as  many  shares 
of  the  new  stock  as  of  their  present  stock.  In  my  pre  ent  view,  the  new  stock 
will  be  so  much  better  than  the  old  stock  that  the  Government  ought  to  get 
some  diminution  in  rate  from  the  regular  dividends  paid,  even  by  the  best  of 
the  railroad  companies,  during  Federal  control. 

At  any  rate,  an  offer  should  be  made  to  existing  stockholders  so  ju'  t  and 
fair  that  the  great  majority  of  them  would  be  glad  to  accept  it.  The  rights  of 
dissenters  should  be  taken  care  of  by  due  process  of  law  substantially  as  are 
dissenting  .stockholders  in  the  ordinary  cases  of  consolidation.  Stockholders 
not  in  receipt  of  regular  dividends  during  Federal  control  must  ah  o  have  their 
rights  determined  by  due  process  of  law,  perhaps  in  some  cases  by  taking  over 
the  railroad  property  by  eminent  domain  or  awaiting  the  termination  of  valua- 
tion proceedings  by  the  Interstate  Commerce  Commission  before  final  settle- 
ment can  be  made.  Meantime,  the  rights  of  bondholders  in  such  companies 
should  be  fully  protected,  probably  by  continuing  payments  or  advances  as  now 
during  Federal  control. 

2.  The  new  company  having  thus  obtained,  by  swapping,  the  stocks  of  the 
old  companies,  whether  the  old  companies  should  for  a  time  be  kept  alive  is 
a  matter  of  legal  detail  which  need  not  now  be  discus  ed.  I  pass  also  without 
discussion  the  interesting  but  purely  theoretical  question  as  to  whether  any 
of  the  States  would  undertake  to  prevent  their  State-chartered  railroad  com- 
panies from  abandoning  operation  imder  their  franchises.  I  accept  in  sub- 
stance the  doctrine  laid  down  by  Judge  Lovett  and  other  eminent  lawyers 
that  Federal  incorporation  is  entirely  constitutional  and  legally  practicable.  If 
a  dozen  Federal  corporations  can  be  formed,  of  course  one  Federal  corpora- 
tion can  be  formed  to  take  possession  of  the  nation's  rail  facilities. 

3.  The  new  corporation  should  assume  principal  and  interest,  the  outstand- 
ing bonds  of  the  old  companies,  with  ah  o  a  provision  of  guaranty  by  the  Gov- 
ernment, excepting,  of  course,  fraudulent  or  otherwise  improper  issues.  The 
aggregate  of  such  bonds  is  about  $10,000,000,000.  The  average  rate  was  re- 
cently about  4.30  per  cent.     It  can  not  yet  have  increased  to  4.50  per  cent. 
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The  assumption  of  these  bonds,  principal  and  interest,  by  the  new  railroad 
company,  together  with  the  perfectly  practicable  stock  swapping  with  probably 
95  per  cent  of  the  stockholders  in  the  regular  dividend-paying  roads,  would 
eliminate  all  necessity  of  the  laborious  expropriation  proceedings  contemplated 
by  most  of  the  plans  for  reorganization  and  unification.  This  is  simple,  mainly 
because  it  is  just  and  will  command  the  assent  of  the  great  majority  of  rail- 
road security  holders. 

VI. 

BATE  CONTROL  OF    NEW   COMPANY. 

1.  Rates  should  be  initiated  by  the  United  States  Railroad  Company  under  a 
statute  requiring  the  company  (and  the  Interstate  Commerce  Commission)  to 
provide  an  income,  as  nearly  as  possible,  adequate  to  cover  all  operating  ex- 
penses (including  proper  annual  charges  by  units  for  both  maintenance  and 
depreciation,  under  rules  to  be  worked  out  by  the  United  States  Railroad  and 
appro  veil  by  the  Interstate  Commerce  Commission),  fixed  charges,  and  the 
standard  dividend. 

I  think  I  should  also  consider  carefully  whether  you  ought  not  to  put  in  a 
provision  to  charge  to  expense  a  substantial  part  of  the  cost  of  nonrevenue 
producers,  like  the  elimination  of  grade  crossings  and  other  things  which  the 
public  demands  but  which  do  not  increase  the  earning  power  of  the  facilities. 

Tlie  law  should  clearly  and  explicitly  provide  that  the  expenses  of  rail  trans- 
portation should  be  derived  from  rail  rates,  thus  leaving,  except  for  emergencies, 
the  Government's  guaranty  of  bonds  and  probably  of  a  minimum  dividend  on 
the  stock  as  a  theoretical  liability  only. 

2.  While  I  think  the  rates  should  be  initiated  by  the  United  States  Railroad 
Co.,  the  Interstate  Commerce  Commission  should  have  full  revising  power  cov- 
ering both  maximum  and  minimum.  Conflicts  between  community  and  com- 
munity, industry  and  industry,  and  shipper  and  shipper,  are  certain  to  arise. 
The  functions  of  the  Interstate  Commerce  Commission  will,  under  the  sug- 
gested plan,  be  at  least  as  important  as  those  now  performed  by  it.  The  right 
of  the  shipping  public  to  resort  to  this  justly  trusted  tribunal  for  a  remedy  for 
rate  grievances  should  be  fully  preserved. 

3.  Rates  essentially  local,  such  as  commutation  rates  around  our  large  cities, 
may  wisely  be  left  subject  to  State  control,  with  a  guarded  power  of  review  by 
the  Interstate  Commerce  Conmiission.  When  our  rail  facilities  are  operated 
under  a  single  national  charter,  power  of  local  control  may  safely  be  delegated 
in  large  measure,  for  the  Federal  Government  can  always  exercise  ultimate 
control  over  its  own  transportation  agencies.  This  can  not  be  done  so  long  as 
national  highways  are  operated  under  State  charters.  Most  of  the  insoluble 
problems  growing  out  of  conflicting  State  and  national  powers  and  of  strong 
and  weak  companies  vanish  when  the  national  highways  ax'e  owned  and  operated 
under  a  single  charter — a  national  agency. 

VII, 

EXTENSIONS   AND   ADDITIONS   AND   SECUEITV  ISSUES. 

Ordinary  extensions  and  improvements  up  to  a  designated,  reasonable,  esti- 
mated new  capital  cost  should  be  made  by  the  United  States  Railroad  Co.  in  its 
discretion.  Proposals  involving  large  expenditures  should  before  initiation  be 
approved  by  the  Interstate  Commerce  Commission  as  in  the  general  public  in- 
terest. The  capital  directors  would  obviously  de'^'ire  to  spend  money  in  improve- 
ments and  extensions,  because  their  stockholders  would  thus  obtain  an  oppor- 
tunity for  new  and  profitable  issues  of  stock.  I  think  the  general  tendency  of 
all  the  directors  of  the  company  to  extend  facilities  might  be  undue  and  should 
be  held  in  check  by  the  Interstate  Commerce  Commission.  On  the  other  hand, 
the  Interstate  Commerce  Commission  should  have  power  on  the  application  of 
any  party  in  prospective  interest  to  order  extensions  and  additions. 

2.  I  think  the  substance  of  the  Plumb  plan  of  coordinating  capital  of  the 
United  States  Railroad  Co.  with  the  local  capital  is  practical  and  should  be 
adopted.  It  is  in  substance  now  in  use  between  the  Federal  Government  and 
State  or  other  local  governments  in  the  building  of  highways.  But  full  title  to 
all  properties  thus  created  should  vest  in  the  United  States  Railroad  Co. 

3.  Probably  securities  issued  for  refunding  bonds  and  as  additional  stock 
issues  should  be  subject  to  the  approval  of  the  Interstate  Commerce  Commission 
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as  In  the  general  public  interest.  The  stock  of  the  new  company  should  not  be 
more  than  40  per  cent,  perhaps  not  more  than  S3i  per  cent  of  the  gross  capitali- 
zation ;  the  public  should  be  given  the  benefit  of  the  low  rate  accruing  on  fixed- 
charge  securities,  except  so  far  as  an  outstanding  stock  issue,  offering  oppor- 
tunities for  private  profit,  may  furnish  a  proper  and  valuable  incenitve  for  effi- 
ciency, economy,  and  progressive  development. 

VIII. 

COMMENTS  ON  THE  PLAN. 

The  plan  thus  crudely  outlined,  it  will  be  observed,  is  neither  Government 
ownership  and  operation  nor  is  it  private  ownership  and  operation.  It  under- 
takes to  combine  the  most  desirable  features  of  both  systems. 

It  would  insure  the  rights  of  present  security  holders  by  guaranteeing  all  valid 
and  properly  outstanding  bonds,  offering  for  present  dividend-paying  stocks 
analogous  security  at  least  as  good,  and  probably  much  better.  The  rights  of 
security  holders  which  can  not  be  regarded  as  standardized  or  normal  are  to  be 
protected  under  due  process  of  law.  Certainly  the  plan  from  the  standpoint 
of  security  holders  is  not  open  to  objection. 

And  it  is  in  the  general  public  interest  that  justice  be  done  to  the  security 
holders  of  our  railroads.  In  this  connection  let  it  be  noted  that  the  theoretical 
right  of  the  railroad  corporations  to  have  their  property  valued  is  not  of  any 
real  importance  either  from  the  standpoint  of  justice  or  of  expediency.  The 
problem  now  is  very  much  as  it  was  when  we  sought  a  basis  for  contracts 
during  Federal  control.  What  were  these  railroad  corporations  earning  and  dis- 
tributing to  their  stockholders  during  a  fairly  normal  period  when  they  had 
many  of  the  rights  of  private  corporations?  Practically  everybody  in  interest 
agreed  that  regular  dividends  paid  during  the  three-year  period  ending  .Tune  30, 
1917,  was  a  just  basis  for  the  Government  to  deal  with  the  bulk  of  these  security 
holders.  It  was  just  then ;  it  is  just  now.  The  theoretical  right  of  the  stock- 
holders in  excess  earnings  above  those  distributed  or  fairly  disti'ibutable  under 
Federal  control  is  of  little  or  no  importance  either  from  the  standpoint  of  jus- 
tice or  the  standpoint  of  expediency. 

I  am  a  small  stockholder  in  various  railroad  companies.  I  bought  my  stocks 
without  paying  any  attention  to  the  surplus  earnings  except  so  far  as  those 
surplus  earnings  increased  the  security  for  the  return.  While  as  a  selfish  stock- 
holder I  should  like  to  have  my  return  increased,  I  should  be  entirely  content 
and  feel  that  I  was  justly  dealt  with  if  offered  an  opportunity  to  swap  my 
stocks  in  present  companies  for  the  proposed  new  stock  on  a  basis  of,  say,  not 
less  than  four-fifths  of  my  present  return.  I  doulit,  therefore,  whether  the  same 
return  should  be  offered.  But  the  point  now  is  whether  a  group  of  stockholders 
of  any  of  the  present  railroad  companies  have  any  just  claim  to  have  their 
return  increased  above  that  which  accrued  out  of  the  regular  dividends  paid 
during  the  Federal  control.    They  have  no  such  just  claim. 

2.  Dealing  with  management,  profit-making  motive  by  stockholders  is  retained. 
I  regard  capitnlistic  management,  as  we  have  had  it  during  past  generations, 
as  a  failure.  But  I  am  not  prepared  to  advocate  the  entire  elimination  of  the 
profit-making  incentive  from  administration.  The  plan  suggested  puts  five 
directors  motived  like  present  railroad  directors  for  profit-making  purposes. 
They  will  want  wages  low  and  rates  high  and  large  expenditures  for  new 
facilities,  in  order  to  make  the  maximum  dividend  for  their  stockholders  and 
to  have  as  many  melons  as  possible  to  cut.  Against  them  will  be  pitted  the 
labor  directors,  who  will  want  wages  high,  but  will  also  want  rates  high  and  in 
order  tliat  wages  may  be  high  and  in  order  that  there  may  be  a  surplus  to  be 
divided  one-third  as  a  dividend  in  wages.  Against  both  these  profit  sharers  are 
pitted  five  public  directors  under  pressure  to  keep  rates  down  and  wages  renson- 
able,  so  that  the  cost  of  the  service  to  the  public  will  not  be  excessive.  Super- 
vising the  rates  within  the  statutory  limit  is  the  Interstate  Commerce  Commis- 
sion, the  harbor  and  refuge  of  the  shippers. 

.3.  Public  as  well  as  labor  interests  should  be  fully  guarded  by  providing  with 
care  that  the  wage-settling  tribunal  should  be  fuUy  competent  and  impartial. 
I  incline  to  think  that  there  should  be  a  regular  labor  tribunal  with,  say,  three 
commissioners  appointed  by  the  President  and  confirmed  by  the  Senate,  paid 
reasonable  salaries,  properly  equipped  with  a  staff  for  the  study  of  the  condi- 
tions of  employment  in  the  railroad  service,  so  as  to  have  data  ready  pi-epared 
to  deal  with  any  question  which  arises. 


Tlie  iippoiutiueiits  should  also  be  for  a  pretty  substantial  period.  It  should 
be  a  tribunal  not  to  be  shifted  by  every  current  of  popular  passion.  I  would 
not  be  willinji'  to  jro  so  far  as  to  say  it  should  have  the  permanency  of  the 
courts,  but  it  should  have  a  permanency  of  teniire.  I  think,  at  least  equal  to 
that  of  the  Interstate  Commerce  Connnission,  which  I  think  has,  in  the  main, 
been  kept  out  of  partisan  jiolities;  in  fact,  I  do  not  know  that  it  has  ever  been 
accused  of  being-  in  partisan  politics. 

Then  in  case  of  controversy  a  triltunal  might  be  made  up  of,  say,  these  three 
standing  commissioners,  plus  one  labor  director  and  one  capital  director. 

But  this  suggestion  is  purely  tentative.  The  important  point  is  that  the 
tribunal  should  be  so  constituted  as  to  connnand  the  entire  conftdence  and 
resjiect  of  the  country  in  its  impartiality,  courage,  and  competency.  It  should 
be  the  railroad  labor  supi-eme  court,  and  have  within  its  tield  no  less  degree  of 
cheerful  obedience  to  its  mandates. 

The  plan,  I  confidently  submit,  recognizes  all  the  .iust  rights  of  labor,  both 
to  participate  in  initial  management  and  to  have  its  controversies  with  capitalist 
interests  competently  adjudicated.  It  recognizes  it  as  protit  sharer  as  well  as 
comanager.  There  is  no  better  body  of  American  citizenship  anywhere  in  this 
country  than  tlie  mass  of  railroad  employees  when  they  are  treated  justly. 
Under  laws  which  they  respect  and  ought  to  respect  they  will  be  found  in  no 
considerable  numbers  asserting  any  obviously  unjust  and  unpatriotic  claims. 
They  are  law-abiding  citizens.  But  the  law  applicable  to  their  status  must  be 
one  that  appeals  to  their  sense  of  justice.  The  capitalistic  forces  which  have 
hitherto  dominated  our  railroad  situation  have  taught  the  people  of  America 
many  lessons  in  arrogance,  in  injustice,  in  corruption.  It  is  high  time  that 
these  capitalistic  forces,  or  the  men  who  have  now  succeeded  to  the  capitalistic 
positions  formerly  ill-tilled  should  recognize  the  need,  in  the  general  i)ublic 
interest  and  safety,  of  offering  to  labor  and  to  the  general  jtublic  efficient  co- 
operation in  a  new  regime  of  justice,- fair  dealing,  and  consecjuent  efficiency 
and  good  feeling.  Capital  needs  to  learn  its  lesson  at  least  as  nun-li  as  labor 
needs  to  learn  its  lesson.  The  lessons  both  need  are  lessons  in  justice  and  in 
subordination  of  merely  private  and  selfish  interets  to  the  general  public  good. 

IX. 

8UHMAKY. 

1.  A  new  status  of  right  and  re.siionsibility  for  labor,  including  protit  sharing, 
under  which  strikes  are  an  uuneeded  weapon,  and  therefore  should  be  made 
illegal. 

2.  Unification  of  the  railroads  into  a  single  national  highway  and  carrier 
system,  properly  coordinated  with  other  highway,  transportation,  and  carrier 
facilities,  present  and  potential,  under  a  Federal  charter,  thus  eliminating 
most  of  the  problems  accruing  out  of  the  conflicting  rights  and  interests  of  the 
States  and  the  Naticmal,  and  between  the  strong  and  the  weak  companies. 

3.  Administration  by  a  board  of  directors  in  which  labor,  capital,  and  the 
public  shall  have  the  right  of  representation;  regional  administration  to  be 
developed  so  far  as  expedient  and  practical. 

4.  Kates  to  be  made  on  the  service-at-cost  principle  and  subject  to  approval 
by  the  Interstate  Commerce  Commission,  which  should  have  enlarged  and 
properly  modified  powers. 

5.  The  rights  of  the  States  to  deal  with  questions  purely  local  should  be  fully 
recognized,  subject  to  review  proceedings  where  paramount  national  interest 
requires.  Commutation  rates  and  questions  of  local  improvement  and  safety 
should  be  relegated  to  State  or  other  local  authorities,  subject  to  such  review- 
in  cases  of  abuse  or  prejudicial  error. 

6.  All  valid  and  properly  outstanding  bonds  should  be  assumed  by  the  new 
company  and  also  guaranteed  by  the  United  States  Government. 

7.  Stockholders  in  regular  dividend-paying  companies  should  be  permitted  to 
exchange  on  a  basis  not  exceeding  the  return  during  Federal  control.  Others 
must  have  due  process  of  law. 

S.  Stockholders  of  the  new  company  should  have  an  incentive  for  efficiency, 
economy,  and  progress  by  authorizing  a  dividend  somewhat  in  excess  of  the 
standard  dividend  and  pro  rata  issues  of  new  stock  at  par. 

9.  Public  interests  should  l)e  secured  against  undue  capital  charge  by  provid- 
ing that  not  less  than  60  per  cent,  and  perhaps  75  per  cent,  of  the  capital  of 
the  new  company  should  be  bonds  issued  at  the  lowest  available  interest  rate. 
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10.  StiH-k  lonificjites  of  the  InitiHl  States  Uailioan  Co.  should  ooiuaiu  a 
provision  tliat  rlio  sj\iue  may  be  taken  over  at  any  time  by  the  Uniteil  States 
Governmeut  at  par  anil  aooruetl  standard  dividend.  If  the  plan  involves  too 
larire  prolits  to  capital,  it  oau  thus  on  just  and  etiuitalde  ternts  at  any  time 
expivpriate  the  stoekholders  and  stubstitute  a  new  plan. 

The  Chair:man.  Jiuiiie.  you  have  outlined  a  phm  for  meeting  the 
wage  side  of  the  pivbleui.  Couki  you  %virhout  too  nuioh  inconveuieuce 
and  hibor  furnish  the  comnnttee  a  draft  giving  your  ideas  as  to  such 
a  wage  board  as  you  have  outlined,  the  scope  of  its  authority,  the 
method  of  its  appointment,  its  personnel,  etc.  i 

'Sir.  AxDEKSOx.  Of  course.  I  could  draw  a  bill,  but  you  see.  Mr. 
Chairman,  that  my  notion  of  the  nature  and  character  of  such  a  wage 
board  is  inextricably  bound  up  with  the  nature  and  extent  of  the 
repi^esentation  that  labor  would  have  in  the  managing  corporation. 

The  Chaiemax.  Yes:  I  understand  that  you  provide  that  they 
shall  participate  in  the  management  as  well  as  in  the  profits. 

Mr.  Andersox.  Yes. 

The  Chairman.  You  provide  for  a  single  railroad  corporation 
with  a  directorate  of  15  member's.  Do  you  see  any  impossibility  of 
giving  to  anv  single  directorate  the  control  and  management  of 
:200.000  miles  of  road  with  over  ^.WO.OOO  employees  ? 

Mr.  Anderson.  The  problem  is  one  of  immense  ditticulty.  The 
answer  I  make  is  that  it  is  the  only  way  that  I  can  see  any  reason- 
able possibility  of  efficient  organization  and  administration.  I  think, 
given  primary  miification  and  not  too  large  and  complex  a  govern- 
mg  body,  that  regional  operation  can  be  worked  out  to  a  substantial 
degree.  I  see  no  jx^ssibility  of  either  proper  unification  or  proper 
local  administration  so  long  as  these  rail-carrier  facilities  are  in  the 
control  of  separate  corporations,  whether  they  be  two  or  three  hun- 
dred as  now.  with  about  75  substantial  ones,  or  a  dozen  or  20  as  pro- 
posed by  ^Ir.  Hines,  for  whose  opinion  I  have  the  very  gi"eatest 
respect. '  I  do  not  think  the  plan  of  large  separate  companies  would 
work.  If  you  will  let  me  add  one  thing:  I  have  put  this  illustration 
in  some  discussions  which  I  have  had  with  some  proponents  of  the 
scheme.  If  you  undertake  to  have.  say.  a  dozen  big  corporations 
with  theoretical  but  entirely  mythical  competition,  you  have  in  the 
i-elatioiis  between  the  companies  a  transportation  problem  almost  as 
difficult  to  settle  as  the  race  and  boundary  problems  which  arise  in 
the  Balkans  and  similar  European  countries.  It  is  an  impossible 
problem.  I  think  Mr.  Clark  stated  very  nearly  that,  in  a  part  of  his 
testimony  before  your  committee  or  before  the  Senate  committee.  I 
am  not  sure  which.  There  is  no  such  thing  as  a  natural  rate-making 
group  of  railix)ad  companies. 

The  Chairman.  He  thought  that  it  would  jiot  be  possible  to  oper- 
ate the  regional  plan  because  of  the  fact  that  systems  run  perpendicu- 
larly to  one  another,  and  he  cited  the  Rock  Island  as  an  illustration 
of  the  difficulty  of  regional  divisions. 

"Would  your  plan  destroy  initiative  ? 

Mr.  Anderson.  Assuming  that  there  is  any  to  destroy.  I  answer 
no.  I  do  not  think  that  there  is  any  initiative  in  the  railroad  com- 
panies to-day  or  has  been  for  20  years. 

Tlie  Chairman.  Xot  either  in  service  or  in  any  other  way? 

Mr.  Anderson.  Perhaps  my  statement  was  a  little  broad.  I  should 
have.  i>erhaps.  conditioned  it  in  this  way :  I  do  not  think  there  has 
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been  any  effective  initiative  in  any  of  the  big  railroad  companies 
which  has  conduced  to  the  geniTu]  public  good.  There  has  been 
some  emulation,  and  occasionally  a  little  competition  has  cropped 
out,  but  I  am  satisfied  that  such  competition  as  has  survived  the 
consolidation  which  all  of  the  railroad  nien  have  been  trying  to  make, 
in  spite  of  the  fact  that  the  Sherman  Act  stands  as  a  threat  and  per- 
haps as  a  barrier  across  the  way,  has  cost  the  community'  a  great  deal 
more  than  it  has  paid  the  community.  It  is  a  highway  lousiness.  It 
is  not  a  competitive  business  in  its  nature.  The  more  one  studies 
that,  the  more  one  comes  to  that  conclusion.  You  do  not  put  in 
competition  streets  against  each  other  in  Washington;  j'ou  allow 
them  to  be  used  by  the  people  who  have  occasion  to  go  from  some- 
where to  somewhere  else.  That  is  all  a  railroad  is — to  take  people 
and  things  that  are  somewhere  and  put  them  somewhere  else.  They 
are  monopolistic,  because  you  can  not  allow  competition  ]>etween  two 
carriers  on  the  same  toll  rail  road  as  you  can  upon  the  toll  water  road 
or  canal. 

The  Chairman.  You  think  that  under  your  plan,  notwithstanding 
tlie  fact  that  the  employees  Avould  be  quasi  governmental,  if  not  gov- 
ernmental, you  would  get  that  efficiency.  enter]:)rise,  and  initiative 
.that  you  get  and  have  gotten  under  corporate  railroad  management? 

Mr.  Anderson.  I  think  you  would  getter  better  morale  in  your 
employees  than  j-ou  have  had  in  any  of  the  big  railroad  companies, 
say,  for  the  last  10  or  1.5  years.  In  the  old  days,  when  a  corporation 
was  a  practically  small  affair  and  there  was  some  personal  relation 
between  the  managing  force  and  a  good  share  of  the  operating  per- 
sonnel, there  was  efficiency  which  does  not  prevail  to-day.  All  big 
business  tends  to  inefficiency,  particularly  on  the  part  of  the  rank  and 
file  of  people  who  feel  that  they  are  reduced  to  a  mere  insignificant 
employee  status.  This  proposition  of  a  share  in  managerial  right 
and  a  share  in  profits  which  may  accrue,  partly  through  their  effi- 
ciency and  econoni}".  and  partly,  of  course,  as  the  result  of  good  times 
and  increased  traffic,  in  m}-  opinion  (it  is  a  pure  matter  of  opinion), 
offers  an  improvement  over  the  status  in  which  employees  have  been, 
by  and  large,  during  recent  years.  There  is  little  or  no  incentive  for 
efficienc}'  for  the  mass  of  emploj'ees  of  great  corporations,  railroads, 
and  others  to-day^ — to  render  an  hone.st  day's  work  for  an  honest 
day's  wage.    • 

As  individualism  breaks  down  and  small  business  becomes  big 
business  efficiency  goes.  I  have  been  a  strong  individualist.  I  have 
been  appalled  at  the  prospect  of  the  deterioration  of  moral  character 
which  comes  when  men  become  slackers  on  their  jobs.  There  is  not 
merely  a  reduction  in  production  and  an  economic  loss,  but  it  causes 
a  moral  disintegration  when  men  become  slackers  on  their  jobs. 

The  Chairman.  Has  that  lessening  of  the  morale  been  accentuated 
under  Federal  control? 

Mr.  Anderson.  Xo;  I  do  not  think  so.  I  think  that  up  to  the 
armistice  that  the  great  mass  of  employees  did  their  work  well. 

I  should  like  to  interpolate  this  statement,  as  it  is  entirely  incon- 
sistent with  the  result  of  some  propaganda  which  has  been  put  out. 
I  think  I  know  something  about  what  has  been  done  imder  Federal 
control.  I  want  to  make  this  broad  statement  of  my  opinion,  that 
the  railroad  business  is  the  only  great  business,  the  only  fundamental 
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important  industry  which  has  been  managed  during  the  past  two 
years — the  war  period — with  anything  approximating  efficiency, 
economy,  and  conservatism.  There  has  been  less  failure  in  the  rail- 
road business  than  in  any  other  great  American  industry  during  that 
time.  Wages  have  gone  up — until  a  few  days  ago,  of  course  I  have 
not  the  latest  figures — less  than  60  per  cent.  Rates  have  gone  up 
almost  exactly  25  per  cent.  Wages  in  the  ordinary  manufacturing 
concerns  that  I  know  about  in  Massachusetts — concerns  with  which 
I  had  formerly  to  do  when  in  private  practice — have  gone  up  any- 
where from  150  to  400  per  cent,  on  an  average  pretty  close  to  200  per 
cent.  Prices  have  gone  up  practically  on  everything  that  is  moved 
on  the  railroads,  until  the  railroad  freight  rates  are  to-day  the  low- 
est in  history;  and,  in  my  opinion,  the  railroad  passenger  rates  are 
the  lowest  in  history  when  you  consider  the  amount  of  money  being 
received  by  practicall}'^  all  the  people  who  ride  on  the  railroads — 
except  Congi'essmen,  judges,  and  other  unfortunates  who  are  on  fixed 
salaries.  I  know  that  I  am  stating  things  utterly  inconsistent  with 
a  widespread  public  impression.  I  agree  that  the  railroad  service 
has  not  been  very  good.  I  have  been  surprised  that  it  has  been  as 
good  as  it  has.  It  is  the  best  service  rendered  in  any  great  industry, 
coal,  steel,  shipping,  aviation,  or  in  any  other  great  industry,  during 
the  war  period. 

The  Chaiemax.  In  view  of  the  fact  that  under  your  plan  the  Gov- 
ernment practically  guarantees  to  the  new  companies  the  outstanding 
bonds,  and  in  view  of  the  fact  that  under  your  plan  five  of  the  direc- 
tors are  practically  political  appointees,  do  you  believe  that  under 
your  plan  the  railroads  would  come  under  political  influence  or 
domination  ? 

Mr.  Anderson  .  Political  influences  can  not  be  eliminated  from  the 
great  activities  of  any  democratic  kind  of  people.  I  am  ready  to  say 
that  I  think  the  railroads  under  this  plan  would  be  very  much  less 
in  politics  than  during  the  past  generation.  The  railroads  have 
always  been  in  politics.  If  we  can  get  them  so  that  they  are  not  in 
politics  corruptly,  it  will  be  a  great  accomplishment.  Men  who  are 
candidates  for  Congress  and  for  the  Presidency  of  the  United  States 
will  have  political  feelings  and  be  influenced  in  their  judgment  by 
what  you  call  political  motives;  that  is  inevitable.  I  think,  how- 
ever, that  an  organization  of  this  kind  will  be  less  political  and  more 
responsive  to  sound  principles  than  such  an  administration  as  we 
liave  had  under  the  accidental  financial  cliques  called  "  railroad  cor- 
porations," which  have  managed  this  business  during  recent  years — 
except  when  it  permitted  the  labor  unions  to  take  possession  and 
manage  a  large  part  of  it.  If  there  is  any  institution  which  has  de- 
stroyed confidence  in  the  forces  that  have  charge  of  our  great  funda-. 
mental  public  industry,  transportation,  it  is  the  railroad  corpora- 
tions of  the  last  20  years.  They  have  given  us  neither  economy, 
efficiency,  progress,  nor  just  and  proper  care  of  the  rights  of  their 
investors. 

What  I  said  at  the  outset  as  to  the  New  England  investors  is  not 
limited  to  New  England.  Railroad  corporations  are  nothing  but  a 
set  of  financial  cliques ;  occasionally  we  get  a  good  clique.  Some  of 
them  are  now  controlled  by  men  for  whom  I  have  the  highest  re- 
spect.   Take  a  man  like  Judge  Lovett.    I  have  the  profoundest  re- 
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spect  for  him.  But  the  stockholders  have  hardly  more  to  do  with 
the  selection  of  the  board  of  directors  than  have  the  bondholders. 
The  stockholders  have  ho  more  to  do  with  the  selection  of  the  board 
of  directors  and  with  the  goA^ernment  of  a  railroad  than  most  of  the 
colored  people  who  work  in  the  swamps  of  Louisiana  or  Mississippi 
have  to  do  with  the  government  of  those  two  States.  There  are  about 
50,000  stockholders  in  the  Pennsylvania  Eailroad  Co.,  25.000  said  to 
be  women. 

The  Chairman.  One  hundred  and  four  thousand. 

Mr.  Anderson.  One  hundred  and  four  thousand? 

The  Chairman.  Yes,  sir. 

Mr.  Anderson.  What  did  I  say,  50,000? 

The  Chairman.  Yes,  sir. 

Mr.  Anderson.  About  half  of  them,  as  I  saw  the  other  day,  are 
women.  I  venture  to  say  that  to-day  not  5  per  cent  of  us  ever  cast 
5  per  cent  of  our  votes  as  stockholders  with  any  intelligence.  And 
yet  the  stockholders  elect  the  directors.  The  situation  of  the  Ncav 
Haven  stockholders  is  tj'pical  of  what  you  can  expect  if  you  turn 
these  railroads  back.  Perhaps  the  next  one  to  be  wrecked  will  be 
the  Pennsylvania.  I  am  not  attacking  the  present  Pennsylvania 
management.  As  far  as  I  know  it  is  honest.  But  it  may  be  turned 
o'ut  any  moment  and  another  crcAv  put  in.  The  new  board  of  New 
Haven  directors  refused  to  allow  the  liability  of  their  predecessors 
to  be  tried  out  in  court. 

The  Chairman.  That  is  apparently  inherent  in  all  the  corpora- 
tions that  have  a  multitude  of  stockholders.  It  is  true  in  the  insur- 
ance business  ? 

Mr.  Anderson.  Yes,  sir. 

The  Chairman.  Could  that  be  remedied  by  the  election  of  more 
than  one  director  in  directorates  of  some  of  the  larger  systems  spe- 
cifically the  stockholders? 

Mr.  Anderson.  You  are  referrnig  now  simply  to  the  railroad  cor- 
porations ? 

The  Chairman.  Yes,  sir. 

Mr.  Anderson.  I  think  that  the  Government  should  have  either  a 
majority  or  not  less  than  one-third.  I  could  listen  with  an  open 
mind  to  the  proposition  that  these  railroad  corporations  should  have 
three-fifths  of  their'directors  public  directors  and  one-fifth  labor  and 
ono-fiftli  cii.pital.  It  is  pt^rfectly  fjiir.  ]n  my  judo^incnt,  that  not  ]ess 
than  one-third  should  be  public  directors.  If  you  can  devise  a 
better  method  of  getting  the  public  represented  than  having  them 
appointed  by  the  President  and  confirmed  by  the  Senate,  I  have  no 
dogmatism  on  that  point.  I  think  that  they  might  be  appointed 
by  the  Interstate  Commerce  Commission,  not  more  than  a  majority 
from  any  one  of  the  dominant  political  parties.  But  they  should  be 
appointed,  in  my  opinion,  for  pretty  substantially  long  terms,  so 
that  some  man  under  the  stress  of  a  political  campaign  Avould  not 
turn  them  out  because  they  had  not  behaved  as  he  thought  appealed 
to  the  views  of  some  desired  faction.  I  w^ould  put  it,  so  far  as  I 
could,  beyond  the  control  of  any  man  in  the  heat  of  a  political  cam- 
paign to  work  a  revolution  in  the  administration  of  the  railroads. 
Tlie  Interstate  Commerce  Commission  has  been  a  A^en'  stable  body. 
It  is  a  very  good  model  to  folloAv  in  picking  out  your  executive  body. 


]572        RETURN   OF  THE   RAILROADS  TO  PRIVATE   OWNERSHIP.  \ 

For  your  executive  you  will  have  to  pick  out  a  different  set  of  men. 
You  want  men  like  Walker  Hines  and  Judge  Lovett  and  some  of 
those  men,  who  are  the  best  railroad  men  in  the  country  and  who 
know  much  more  about  running  railroads  than  I  do.  Pick  out  15  of 
the  best  men.  Fifteen  is  simply  suggested.  It  might  be  9  and  it  might 
be  27.    I  have  no  dogmatism  on  that  point. 

The  Chairman.  Your  statement  is  to  the  effect  that  there  may  be 
a  restraint  of  trade  by  labor  as  well  as  by  capital  ? 

Mr.  AxDERSON.  Yes,  sir.  A  strike  is  a  conspiracy  in  restraint 
of  trade. 

The  Chairman.  There  is  the  Clayton  Act,  which  recognizes  the 
rights  of  labor  to  organize? 

Mr,  Anderson.  Yes,  sir.  I  think  they  should  have  that  right  in 
the  ordinary  competitive  industries,  and  I  still  hope  to  see  the  com- 
petitive theory  survive  in  outside  industries.  What  I  say  as  to  the 
railroad  employees  is  this:  They  are  the  crew  of  the  ship,  and  the 
ship  will  not  sail  if  they  mutiny. 

The  Chairman.  I  am  reaching  that  point.  You  believe  that  the 
time  has  arrived  Avhen  transportation  should  be  and  must  be  con- 
tinuous ? 

Mr.  Anderson.  I  do,  sir;  and  the  quicker  you  face  it  the  more 
quickly  we  will  have  stability  and  contentment  instead  of  chaos  and 
revolution. 

The  Chairman.  That  involves,  of  course,  the  prohibition  of  the 
strike  as  a  weapon  by  organized  labor? 

Mr.  Anderson.  Yes,  sir.  You  must  give  them  proper  substitu- 
tional rights  before  you  undertake  to  prohibit  strikes.  What  I 
object  to— and  what  I  have  seen  much  in  current  discussion — is  this 
attempt  to  oppress  and  repress  without  any  offer  to  do  justice.  We 
nmst  have  more  reciprocity  in  dealing  with  a  proposed  changed 
status  than  I  have  seen  advocated  in  most  of  the  current  speeches 
and  in  the  newspapers  of  this  country  or  we  may  be  as  bad  as  parts 
of  Europe. 

The  Chairman,  That  reciprocity  under  your  plan  would  be  in 
giving  to  labor  five  of  the  directors  and  in  giving  each  a  third  of 
the  so-called  profits? 

Mr,  Anderson.  Yes,  sir;  I  suggested  that.  It  seems  to  me  a  fair 
deal.  Some  other  man  may  point  out  defects  in  it;  but  it  seems  to 
me  that  if  they  get  a  third  of  the  power  and  a  third  of  the  excess 
profits  above  a  reasonable  standard  dividend  given  to  capital  that 
that  is  a  fair  deal.  But  to  some  that  may  seem  too  much  or  too  little. 
As  I  stated  at  the  outset,  as  to  the  method — the  machinery — I  have 
no  dogmatism.  I  hope  that  I  do  not  seem  egotistical  enough  to  sup- 
pose that  I  have  worked  out  any  perfect  scheme  for  such  a  compli- 
cated situation, 

Mr.  Si:ms,  Judge  Anderson,  your  corporation,  in  acquiring  the 
property'  of  another  corporation  and  thereby  acquiring  the  stocks, 
how  does  that  relieve  it  from  the  charter  conditions  ? 

Mr,  Anderson,  It  would  result  in  a  consolidation  of  the  proper- 
ties, usually  through  the  new  corporation  taking  the  property  of 
the  old  corporation  and  the  old  corporation  ultimately  going  out  of 
existence.  If  you  consolidate  under  a  Federal  charter,  the  new 
corporation  assumes  the  fixed  charges  and  liabilities  of  the  old  cor- 
poration and  the  old  corporation  ultimately  goes  out  of  existence. 
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Mr.  Sims.  The  Federal  law  of  operation  which  applies  to  the 
corporation  will  apply  fully  as  to  the  operation  of  the  railroad  prop- 
erty acquired?    I  should  like  to  get  your  views  on  that. 

Mr.  Anderson.  The  new  corporation  would  swap  its  stock  for  the 
old  stocks,  and  the  old  corporation  ultimately  goes  out  of  existence, 
<ind  the  new  corporation  has  the  railroad  and  everything. 

Mr.  Si3is.  Your  plan  does  not  prevent  States  and  municipalities 
from  taxing  the  propert}^  of  the  corporation? 

Mr.  Anderson.  No.  I  think  that  Congress  should  keep  control  of 
its  national  agencies  so  that  it  could  deal  with  some  of  the  out- 
rages which  have  been  perpetrated  by  some  of  the  States  at  times 
under  the  guise  of  taxation. 

Mr.  Sims.  Inasmuch  as  transportation  is  a  Government  obliga- 
tion, a  governmental  privilege,  and  a  governmental  duty,  why  should 
a  transportation  facility  be  subject  to  taxation  at  all? 

Mr.  Anderson.  Well,  it  would  be  very  revolutionary  to  take  that 
away.  Ultimately  you  might  find  it  desirable  to  change  it.  But 
my  present  notion — I  have  thought  of  that  quite  a  little,  but  I  did 
not  put  anything  in  the  memorandum  about  it — my  present  notion 
is  that  it  would  be  unjust  to  the  States  to  eliminate  just  and  equal 
taxation.  Hitherto  in  most  of  the  States  with  railroad  propery 
and  facilities  there  has  been  an  inclination  to  do  injustice  which 
should  be  eliminated.  But  States  have  been — through  times  of  rail- 
load  prosperity — pretty  uniform  in  securing  some  part  of  their  reve- 
nue through  the  form  of  a  railroad  tax.  We  want  evolution  and  not 
revolution. 

Mr.  Sims,  There  is  another  thing ;  your  plan  does, not,  as  I  caught 
it.  provide  for  any  sort  of  compulsory  amortization  of  the  capital 
obligation  ? 

Mr.  Anderson.  Amortization  of  the  capital  obligation? 

Mr.  Siars.  Yes,  sir.  It  seems  to  provide  for  additional  issues  but 
it  does  not  provide  for  the  amortization  of  the  capital  obligations, 
that  is,  obligations  written  off  and  gotten  rid  of. 

Mr.  Anderson.  No,  it  does  not;  except  you  have  one-third  of  the 
possible  excess  profits  above  a  standard  dividend  which  may  be  ap- 
plied for  that  purpose  1  contemplate  you  would  apply  it  for,  keep- 
ing down,  perhaps,  what  would  otherAvice  be  an  increase  in  capitali- 
zation :  but  until  we  see  changed  economic  conditions,  I  do  not  be- 
lieve it  is  in  the  public  interest  to  charge  transportation  rates  at 
such  a  rate  as  to  compel  this  generation  to  pay  for  the  properties 
to  any  substantial  degree. 

I  have  some  sympathy  for  what  used  to  be  a  pet  theory  of  an  old 
friend,  Joseph  H.  O'Neil,  who  some  years  ago  was  a  Member  of  this 
House,  that  in  the  good  old  days,  when  it  looked  as  though  the  rail- 
roads were  making  too  much  money,  they  should  allow  the  pas- 
sengers to  ride  for  almost  nothing,  on  the  theory  that  it  conduces 
to  business,  pleasure,  and  social  intercourse,  to  let  them  go  when  and 
where  they  will  at  practically  no  expense.  But  you  can  not  do  that 
now.  I  would  not  amortize  anj^  substantial  part  of  the  property  or 
capital  costs  of  these  carriers  until  we  are  out  of  some  of  our  present 
war  troubles. 

Mr.  Sims.  I  was  going  to  say  that  no  doubt  in  many  individual 
cases  there  is  over-capitalization.  I  regard  it  as  over-capitalization, 
provided,  that  with  a  just  and  fair  rate,  the  corporation  can  not 
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make  a  reasonable  dividend;  in  other  words,  it  would  be  better  to 
reduce  capital  liabilities  doAvn  to  where  the  earnings  would  justify 
the  paying  of  reasonable  dividends.  But  if  you  buy  the  property 
instead  of  buying  its  obligations,  the  presumption  is  that  you  will 
^et  the  property  at  its  property  value,  and  then  your  capitaliza- 
tion— the  capitalization  of  the  new  company  acquiring  the  property 
of  the  old  one,  would  not  be  over-capitalized.  But  the  way  it  has 
been  going  on  so  far  as  I  know  anything  about  it,  is  that  in  effect 
there  never  has  been  any  reduction  of  capitalization.  We  have  al- 
ways issued  new  bonds  for  old  bonds  and  issued  new  stock  Avithout 
retiring  old  stock,  until  there  is  apparently  now  outstanding  a 
capitalization  in  excess  of  the  ability  to  make  a  fair  return  upon  all 
of  it,  and  many  of  them  are  not  making  any  monej^  now  even  with 
rates  well  advanced. 

Mr.  Anderson.  I  think  you  are  wrong,  Judge.  I  think  if  you 
will  look  over  the  situation  and  consider  the  duplication  cost  of 
properties  at  the  present  time,  or  even  at  any  recent  time,  you 
will  believe  that  valuation  theories  applied  to  railroad  property 
are  exceedingly  dangerous  to  the  general  public. 

Now,  securities  are  much  depressed  in  the  market  and  the  security 
holders  would  be  ready  and  glad  (they  ought  to  be)  to  trade  to 
the  Government  on  terms  that  would  give  the  Government  the  great 
bulk  of  the  railroad  properties  on  very  just  and  fair  terms.  I  speak 
as  a  stockholder. 

Mr.  Sims.  In  view  of  the  taxing  power  now  existing,  not  only 
just  and  fair  and  equal  direct  taxation,  but  also  income  taxation, 
graduated  income  taxes  and  surtaxes,  until  a  man  who  has  a  se- 
curity that  can  be  thus  taxed  would  like  to  get  it  into  almost  any 
other  kind  that  can  not  be  taxed.  But  will  the  shares  of  your 
corporation  be  subject  to  the  same  kind  of  taxation? 

Mr.  Anderson.  They  may  be  subject  to  taxation.  I  do  not  know 
that  there  is  any  limit  to  taxation  or  to  the  taxing  power.  I  am 
afraid  there  is  no  limit.  Of  course  some  of  my  friends  who  have 
been  here  would  talk  about  "  confiscation,"  "  due  process  of  law 
under  the  Fourteenth  Amendment,"  and  want  the  property  expro- 
priated and  all  of  the  values  determined  by  jury.  Wliat  would 
happen  if  you  offered  the  great  body  of  stockholders  of  the  rail- 
roads of  this  country  getting  dividends,  good  standard  dividends, 
United  States  Railroad  Co.  stock — I  am  getting  7  per  cent  on  the 
Northern  Pacific — is  that  they  would  take  it.  You  offer  5  per  cent 
to  the  Pennsylvania  stockholders  and  they  will  take  it  and  be  glad 
to  take  it,  because  they  get  a  better  security. 

The  Nation  is  now  in  a  position  to  trade  on  just  terms — not  op- 
pressive terms — with  the  ^reat  body  of  the  owners  of  railroads  of 
this  country,  so  as  to  eliminate  ninety-odd  per  cent  of  the  difficulty 
of  consolidation,  to  say  nothing  of  expropriation  if  you  take  them 
over  in  accordance  with  the  Plumb  plan.  Of  course  this  plan  is 
radically  different  from  the  Plumb  plan. 

Mr.  Sims.  Another  thing,  and  then  I  am  through.  I  do  not  want 
to  prevent  these  other  gentlemen  from  the  luxury  of  questioning 
you.  Your  plan  does  not  provide  for  the  operation  of  the  railroads 
without  profit  ? 

Mr.  Anderson.  No  ;  it  does  not. 
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Mr.  Sims.  But  you  stimulate  the  purchase  of  the  stock  of  your 
holding  corporation  by  a  less  percentage  of  return  but  a  more  certain 
and  continuous  return? 

Mr.  Anderson.  Yes.  I  would  make  that  standard  dividend  just 
as  low  as  I  dared  to,  if  I  were  a  Congressman.  I  would  figure 
out,  after  I  had  heard  the  financial  men,  how  low  I  could  dare  to 
make  it  in  order  to  keep  that  stock  at  par  or  better  through  prac- 
tically all  times  except  panic  times. 

Mr.  Sims.  I  thoroughly  agree  with  you  that  one  corporation 
should  take  the  place  of  all  of  them.  I  have  thought  that  for  a  long 
time.  I  do  not  care  wliether  it  is  the  Pennsylvania,  the  Union  Paci- 
fic, or  what  railroad  it  is.  I  would  rather  that  the  railroads  to-day 
were  OAvned  and  operated  by  one  company.  I  think,  like  you,  that 
competition  is  more  a  ni;itter  of  name  than  anything  else;  I  mean, 
service  competition.  But  this  comes  to  my  mind,  and  I  can  hardly 
get  away  from  it.  Perhaps  you  may  be  able  to  remove  the  idea: 
That  the  Governn.ent  of  the  United  States  might  to-day  purchase 
every  railroad  in  the  United  States  and  pay  its  worth  on  the  market, 
or  otherwise,  so  far  as  that  is  concerned,  and  issue  bonds  for  the 
purpose  of  exchanging,  so  far  as  the  bond  liability  of  the  company 
goes,  a  nontaxable  bond,  which  could  not  be  taxed  bv  the  Govern- 
ment of  tlie  United  States  or  any  other  Government:  that  it  could 
float  such  a  bond  issue  in  exchange  for  the  existing  bond  liabilities 
of  these  railroads  at  3  per  cent,  the  bond  not  being  subject  to  the 
tax  of  any  taxing  power  on  earth ;  then  lease  these  railroads  to 
the  corporati'ons  now  owning  them  or  any  other  corporation,  I  mean 
to  provide  a  rental  of  4  per  cent,  the  leasing  corporation,  through 
earnings,  to  take  care  of  the  property  in  every  respect,  and  that 
1  per  cent — that  1  per  cent  of  that  rental  become  automatically  an 
amortization  fund,  a  sinking  fund,  in  the  hands  of  the  Government, 
which  should  be  applied  to  the  retirement  of  those  3  per  cent  bonds 
as  fast  as  the  fund  accumulated,  and  from  then  on  the  property  thus 
amortized  will  never  become  a  capital  charge  or  be  regarded  in 
the  fixing  of  rates. 

Now,  that  may  be  a  dream.  1  said  1  per  cei\t,  or  it  might  be  .5 
per  cent,  if  it  takes  1  per  cent  to  do  it,  and  take  that  1  per  cent  for 
amortization  purposes.  I  do  not  know  just  how  long  it  would  take 
to  amortize  it  at  1  per  cent.  But  we  would  get  to  the  point  where  we 
M^fnild  operate  the  railroads  witliout  ]>rofit  on  investment.  1  do  not  re- 
gard interest  as  profit,  but  I  do  regard  the  return  on  the  investment  or 
on  stocks,  because  the  people  who  own  stocks  buy  them  for  what  they 
think  they  will  bring  them,  and  they  will  alwaj^s  want  more  in  order 
to  invest  in  stocks  than  they  would  in  secured  bond^  Of  course,  if 
the  Government  guanantees  the  return  of  the  dividends  upon  the 
stocks,  then,  it  ceases  to  be  a  fluctuating  income,  but  I  do  believe  that 
the  capitalization  charges  ought  to  be  amortized,  and  we  ought  to 
stop  this  pyramiding  that  has  been  going  on  ever  since  the  rail- 
roads were  first  constructed.  That  can  not  be  done  by  paying 
reasonable  earnings  upon  the  amount  of  stocks  and  bonds  that  may 
become  necessary  to  be  issued  under  private  ownership,  unless  there 
is  such  compulsion  as  to  amortization  of  those  bonds  during  the 
period  the  bonds  have  to  run.  That  has  been  my  greatest  difficulty 
in  respect  to  reduction  of  rates.     I  do  not  see  how  it  would  reduce 
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rates,  as  long  as  we  increase  the  capital  obligations  and  those 
obligations  have  to  find  a  market  in  competition  with  all  other  kinds 
of  private  securities  offered.  That  has  been  my  greatest  trouble, 
and  I  would  like  to  have  your  views  on  it. 

Mr.  Anderson.  I  can  answer  briefly  and  to  this  extent :  I  go  a  long 
ways  with  you  on  the  proposition  that  nonrevenue  producers  should 
be  amortized.  I  think  your  proposition  of  taking  over  the  roads  on 
a  3  per  cent  bond  issue  would  not  work.  If  you  take  over  the 
properties  instead  of  trading  with  the  security  holders,  you  would 
liave  10  years  of  financial  chaos,  of  exploitation  and  speculation, 
a  great  detriment  to  the  good  investment  interests,  and  to  the  great 
profit  of  the  manipulators.  I  think  ultimately  the  roads  would  cost 
much  more  than  you  could  get  them  now  by  making  the  trade  that 
I  have  outlined,  unless  commoditj^  prices  drop  prodigiously  and 
probably  considerably  below  the  standards  of  1914.  Valuations  now 
are  being  made  on  prices  of  June  30,  1914. 

But  I  think  there  is  a  just  fear  in  this  country  of  a  moribund — 
dead  and  alive — condition  that  you  get  when  the  great  mass  of  people 
are  engaged  in  an  industry  where  they  have  nothing  to  do  except 
watch  the  clock,  draw  their  salaries,  and  go  home.  That  is  the  dead- 
hand  that  the  United  States  Chamber  of  Commerce  fears.  That  is 
the  reason,  when  you  analyze  their  report,  that  they  want  what  the}- 
call  "  competition."  But  they  do  not  want  competition :  they  want 
incentive,  incentive  for  the  people  to  keep  alive  and  do  a  good  day's 
work  on  the  job,  and  invent  and  produce  new  and  better  facilities. 

I  would  like  to  see  the  time  when  all  of  us  would  work  from 
highly  conscientious,  fiduciaiy-obligation  motives  and  when  selfish- 
ness would  be  no  more  on  earth;  when  we  shall  not  have  to  be 
"  chasing  the  nimble  dollar  "  in  order  to  be  active  and  efficient.  But 
we  have  not  reached  that  millennial  stage  yet.  I  think  that  you  have 
got  to  keep  alive  the  theories  of  enlightened  selfishness,  the  competi- 
tive theory  where  the  competitive  theory  is  applicable,  and  provide 
some  sort  of  incentive  where  the  competitive  theorj'  is  not  applicable, 
so  that  people  will  feel  that  there  is  hope  and  reward  for  doing 
well,  and  that  there  is  penalty  and  trouble  for  doing  ill. 

Mr.  Sims.  The  old  theory  of  the  sliding  scale,  by  which  you  might 
increase  dividends  and  expenses  provided  you  reduced  the  cost  of 
service  in  connection  with  it,  was  thought  to  reach  all  of  those  things. 

Mr.  Anderson.  In  this  plan  I  would  not  have  you  go  beyond  4 
per  cent  in  guaranteeing  dividends  on  the  stock.  Then  it  is  up  to 
the  management  of  the  five  capital  directors,  the  five  labor  directors, 
and  the  five  public  directors,  under  a  mandate,  which  requires  that 
rates  be  made  adequate  for  the  standard  dividend  to  cause  such 
efficiency  of  operation,  including  the  reasonableness  of  wages  paid,  as 
to  produce  the  standard  dividend,  with  a  chance  of  going  to  a  rea- 
sonable maximum  beyond.  You  may  vary  that  plan.  But  I  put  in, 
as  essential  in  my  view,  gentlemen,  profit-sharing,  both  by  labor  and 
by  capital — enlightened  selfishness,  I  call  it — because  I  do  not  believe 
efficiency  can  be  obtained  in  the  way  Mr.  Plumb  undertakes  to 
obtain  it. 

Mr.  Sims.  But  he  claims  to  have  a  profit-sharing  plan  ? 

Mr.  Anderson.  Yes;  he  does  claim  that. 

Mr.  Sims.  And  amortization  and  a  sliding  scale 
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Mr.  Andersox.  I  am  not  much  attached  to  amortization.  I  do 
not  want  to  pay  any^  more  today  for  riding,  in  order  that  my  chil- 
dren may  ride  for  nothing,  than  I  have  to. 

Mr.  WiissLOW.  Would  you  be  willing  to  carry  through  your  criti- 
cism of  the  Plumb  plan  of  management? 

Mr.  Ats'derson.  I  think  that  the  Plumb  plan  of  having  the  trans- 
portation interests  managed  by  the  people  that  draw  their  money 
out  of  the  treasury  is  an  impossible  plan.  They  are  entitled  to 
representation,  but  they  are  not  entitled  to  control.  I  suppose  he 
put  control  in  for  the  purpose  of  trade.  He  asks  for  a  dollar  and 
perhaps  would  be  willing  to  take  50  cents ;  I  do  not  know  about  that. 
But  I  do  not  think  you  can  contemplate  giving  such  control.  But 
Mr.  Plumb  is  entirely  right  in  saying  that  you  have  got  to  have 
a  new  status  for  labor.  They  have  got  to  have  power  in  the  man- 
agement ;  but  they  have  got  also  to  be  held  responsible  for  the 
exercise  of  that  power. 

Mr.  Montague.  Does  his  plan  hold  them  responsible? 

Mr.  xVxDERSOX.  I  do  not  think  it  does,  as  I  read  it.  But  I  am 
not  in  position  to  make  a  detailed  criticism.  I  do  not  think  there 
is  adequate  division  of  power  and  responsibility  under  the  Plumb 
plan.  You  know  how  conservative  and  sound  a  man  is  Mr.  Augustus 
Loring.  of  Boston.  He  is_the  brother  of  Justice  Loring  of  our 
Supreme  Court,  and  I  think  a  controlling  factor  in  the  Waltham 
Watch  Works,  the  Massachusetts  Mills,  and  the  Plymouth  Cordage 
Works.  He  put  through  the  last  legislature  of  Massachusetts  a 
law  authorizing  a  Massachusetts  corporation  to  permit,  by  its  by- 
laws, the  election  of  labor  directors.  I  heard  him  make  an  address 
upon  that  subject.  The  purpose  of  doing  that  is  not  so  much  to 
give  a  privilege  to  labor  as  it  is  to  make  labor  more  responsible 
for  the  management  of  industry  than  it  has  been  heretofore.  That 
idea  is  an  essential  part  of  my  notion  of  the  railroad  situation. 

Mr.  WiNSLOW.  Your  estimate  of  the  good  faith  of  labor  is  not 
very  high? 

Mr.  x\:NDERS0>r.  I  would  not  say  that  at  all.  I  think  most  of 
the  railroad  men  are  just  as  good  men  as  we  are. 

Mr.  WiKSLOAV.  I  was  not_  referring  to  railroad  men,  but  in  gen- 
eral to  labor,  timeservers. 

Mr.  Andersox.  I  do  not  think  human  nature  differs  very  much, 
whether  3^ou  are  on  the  bench  or  at  the  bar,  in  Congress  or  in  the 
legislature,  hoeing  potatoes  or  tending  a  spindle.  We  are  all 
selfish.  We  all  have  good  and  we  all  have  evil  in  us.  I  never  was 
able  to  believe,  except  in  my  egotistical  moments,  that  I  was  much 
better  than  the  man  who  was  working  for  me.  Sometimes  I  hope 
that  I  am,  but  I  generally  come  to  the  conclusion  that  I  am  not. 

Mr.  WiNSLOAv.  Under  your  plan,  you  have  two  bases  of  transfer. 
In  regard  to  the  dividend-paying  road  you  transfer  on  the  basis 
of  the  dividend-paying  feature  of  the  stock,  and  then  when  you 
come  to  the  road  which  does  not  pay  a  dividend  you  transfer  on 
some  valuation  of  phj^sical  property  yet  to  be  determined? 

Mr.  Akderson.  You  have  got  to  do  it.  You  have  got  to  give 
them  all  due  process  of  law. 

Mr.  WiNSLOw.  You  recognize  that  the  earning  capacity  is  the 
ruling  element  of  value  in  the  property  of  the  corporation? 
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Mr.  Anderson.  No;  I  avouIcI  not  go  as  far  as  to  say  "  yes"  to  that, 
as  a  broad  proposition.  I  say  that,  as  a  broad  general  proposition 
applicable  to  the  present  situation,  instead  of  going  through  expen- 
sive, laborious,  and  long-drawn-out  valuation  proceedings,  recognize 
that  the  people  you  are  dealing  with  are  the  security  holders — ^the 
security  holders  who  have  bought  for  investment  and  not  for  specu- 
lation— and  that  they  will  be  entirely  satisfied  if  they  get  as  good 
a  securit}''  and  as  much  return;  maybe  thej'  will  be  satisfied  with  a 
somewhat  less  return  if  the  security  is  better.  Therefore,  without 
committing  myself  to  the  broad  proposition  that  ''  the  earning  power 
is  the  controlling  factor,"  I  will  say  it  is  a  factor  in  valuation.  I 
deal  with  it  as  a  present,  practical  problem,  which  you  may  work 
out  in  that  fashion  justl}'^.  as  between  the  GoA'ernment  and  the  mass 
of  security  holders. 

Mr.  WiNSLOw.  Then  the  plan  that  you  put  forth,  as  I  see  it,  merely 
represents  a  speculative  opniion,  based  on  no  precedent  that  you  can 
bring  forth,  but  upon  an  estimate  of  what  the  public  would  probably 
be  willing  to  do  ? 

Mr.  Anderson.  You  might  say  that  everything  is  speculative  that 
is  prophetic.  It  is  like  an  ordinary  case  of  consolidation,  as  we  have 
just  gone  through  with  in  the  case  of  the  Boston  &  Maine.  We  got 
an  almost  unanimous  vote  b}"  the  stockholders  of  the  constituent  com- 
panies to  consolidate  a^nd  swap  stock. 

Mr.  WiNSLOW.  But  they  were  perfectly  willing  to  do  anything 
there,  were  they  not? 

Mr.  Anderson.  Not  the  leased  line  stockholders.  They  were  in 
pretty  good  condition.  They  never  have  yet  lost  a  dollar  in  divi- 
dends all  this  time.  The  leased  line  stockholders  have  had  their 
dividends  right  straight  along. 

Mr.  WiNSLOw.  But  the  Boston  &  Maine,  as  a  Avhole,  is  in  despair : 
that  is,  the  management  is  in  despair. 

Mr.  Anderson.  The  holders  of  equity  stock  are  in  pretty  hard 
lines,  but  the  holders  of  the  leased-line  stock  were,  as  I  used  to  say 
to  them,  pretty  cocky.  No  railroad  man  is  very  cocky  to-day  that 
I  know  or. 

Mr.  Win  SLOW.  What  criticism  would  you  cast  on  the  Federal 
management,  as  Ave  have  seen  it  in  two  years,  if  any? 

Mr.  Anderson.  Do  you  really  think  I  ought  to  answer  that? 

Mr.  WiNSLOW.  Well,  I  have  not  noticed  any  modesty  on  your  part 
to  sa}^  that  you  would  not  answer  a  question  if  yon  did  not  want  to. 
I  do  not  want  to  embarrass  you  in  the  least.  We  have  before  us 
the  question  of  following  some  Government  plan  to  a  greater  or  less 
degree,  and  I  thought  if  you  had  any  opinion  on  that  that  it  would 
not  embarrass  you  to  express,  I  would  like  to  have  it,  that  it  Avould 
be  helpful  to  us,  and,  also,  in  recognition  of  the  fact  that  you  were 
very  instrumental  in  bringing  it  about. 

Mr.  Anderson.  Yes,  sir;  I  was.  I  do  not  desire  to  avoid  any 
responsibility.  If  there  is  any  job  I  ever  did  that  I  am  proud  of, 
it  is  the  part  I  took  in  working  out  the  plan  of  Government  control. 
If  Ave  had  not  had  Federal  control  the  country  would  have  faced 
an  appalling  situation.  We  would  haA'e  frozen  to  death  in  New 
England.  Our  industries  would  have  stopped.  I  do  not  know  what 
would  have  happened  in  other  parts  of  the  country.    But  I  do  not 
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le^ai'd  Federal  control,  organized  as  a  war  measure,  as  any  test 
either  of  Government  ownership,  which   I  do  not  propose,  or  of 
unified  control,  which  I  do  propose. 
Mr.  Sims.  Mr.  Chairman,  I  had  not  finished. 

Mr.  Anderson,  I  do  not  object  to  iiicentive.  I  think  it  is  absolutely 
necessary,  both  in  the  case  of  labor  and  capital.  Some  objection  was 
jnade  to  the  Plumb  plan  that  there  was  too  much  incentive;  that  it 
went  too  far.  Does  your  plan  limit  the  earnings  of  the  corporation ; 
is  there  a  time  when  they  must  turn  over  all  they  make  in  excess  of 
what  they  divide  among  the  stockholders  and  labor  to  the  Govern- 
ment?   In  other  words,  is  there  any  residual  legatee? 

Mr.  Anderson.  One-third  of  any  profits  above  the  standard  divi- 
dend go  to  public  purposes.  You  can  call  it  amortization,  if  you  like. 
I  would  not  allow  them  to  pay  dividends  in  excess  of  a  reasonable 
maximum.  My  own  view  is  7  per  cent  should  be  the  maximum,  and 
I  would  allow  the  balance  over  that  one-third  to  go  into  a  reserve 
fund  so  as  to  stabilize  the  standard  dividend  during  hard  times. 
You  can  rely  on  the  Interstate  Commerce  Commission,  with  the 
frequent  rows  that  the  shippers  will  be  making  before  them,  to  keep 
the  rates  down,  so  that  the  profits  beyond  a  standard  dividend  will 
not  be  excessive.  Now  and  then,  in  good  times,  the  income  will  get 
away  from  that  standard,  but  they  will  get  after  it  pretty  quickly 
under  the  influence  of  the  shippers. 

I  have  undertaken  to  pit  one  set  of  forces  against  another,  and  I 
am  confident  that  there  would  not  be  either  exorbitant  wages  or 
exorbitant  profits.  The  capitalists  should  not  be  permitted  to  go 
beyond  a  reasonable  maximum  dividend,  anyway.  All  they  get  when 
they  get  that  reasonable  maximum  clividencl  is  payments  into  reserve 
funds  which  secure  the  dividend  in  lean  years.  That  tends  to 
modify  their  natural  greed.  Wage  earners,  of  course,  want  the 
highest  possible  rates  and  the  highest  possible  wages.  The  capitalists 
want  to  keep  wages  down.  The  public  directors,  we  assume,  would 
want  what  is  reasonable.  You  Avant  what  is  reasonable  because  you 
are  all  public  directors,  potentially.  There  is,  therefore,  to  answer. 
Judge,  a  limit  growing  out  of  the  system  of  checks  and  balances, 
which  I  think  is  at  least  as  effective  in  prospect  as  anything  we 
have  now.  There  is  nothing  to  prevent  wages  going  up  now.  As 
long  as  there  is  a  threat  of  strike,  it  is  a  bold  man  in  the  operation  of 
a  public  utility  that  dares  to  exercise  an  entirely  impartial  judgment 
in  saying  whether  or  not  he  shall  yield  to  the  demands  of  labor,  or 
have  the  public  go  afoot  and  industry  in  general  stop.  That  is  no 
place  in  which  a  man  can  judge  fairly. 

Mr.  Sims.  The  Plumb  plan  makes  it  plain  that  they  have  an  auto- 
matic reduction  of  rates  whenever  the  Government's  share  of  the 
excess  earnings  exceeds  a  certain  percentage  of  gross. 

Mr.  Anderson.  If  wages  go  up  without  limit  there  won't  be  any 
profit.    It  will  be  like  the  apple — there  won't  be  any  core. 

Mr.  Sims.  Do  you  think  it  is  a  fair  criticism  to  say  that  the  Plumb 
plan  contemplates  pyramiding  wages  indefinitely  without  any  ref- 
erence to  the  power  of  Congress  to  control  or  without  being  respon- 
sible to  public  sentiment? 

Mr.  Anderson.  I  do  not  think  I  could  answer  that.  I  should  sup- 
pose not.    I  do  not  think  Mr.  Plumb  intended  that.    I  have  read  the 


1580        RETURN   OF  THE   KATT>ROADS  TO  PRIVATE   OWISTERSHIP. 

iriemorandum ;  but  I  have  not  read  the  detailed  explanation  of  it  that 
he  made  here.  I  do  not  want  to  go  further  than  to  say  it  seems  to 
me  that  he  gives  altogether  too  much  power  to  labor,  and  that  his 
plan  was  essentially  unsound  in  balancing  the  forces  entitled  to  rep- 
resentation, 

Mr.  Sims.  That  is  the  plan  of  operation  and  the  charges  made  for 
service  ? 

Mr.  Anderson.  Yes.  I  think  it  unsound.  I  do  not  want  to  go 
beyond  that. 

Mr.  Sims.  You  do  not  regard  that  as  absolutely  fundamental  to 
the  whole  scheme? 

Mr.  Anderson.  I  think  that  so  far  as  the  Plumb  plan  recognizes 
that  labor  is  entitled  to  recognition  in  management  of  industry,  that 
is  sound ;  and  that  the  quicker  you  recognize  that,  the  better. 

Mr.  WiNSLOw.  I  would  like  to  ask  you  if,  during  your  experience, 
you  feel  that  the  nature  and  amount  of  work  on  the  Interstate  Com- 
merce Commission,  and  likely  to  come  on  to  them,  would  warrant 
the  application  to  them  by  law  of  the  more  active  and  practical  fea- 
tures of  the  operation  of  the  railroad  system. 

Mr.  Anderson.  I  ansAver  "  No  "  unhesitatingly.  You  will  destroy 
that  very  valuable  institution  if  you  do  not  stop  loading  upon 
it  burdens  that  do  not  fairly  belong  to  it.  If  you  adopt  the  sub- 
stance of  this  plan,  and  remit  to  it  the  job'  that  the  commissioners 
will  do  well — of  making  the  rates,  and  supervising  the  issuance  of 
securities,  and  certain  other  minor  functions — you  will  save  that 
bocW  (a  most  valuable  institution,  of  strong  personnel,  and  with 
a  staff  of  highly  trained  and  faithful  employees)  as  a  very  valuable 
body  in  the  public  service.  But  you  are  on  the  way  to  destroy  that 
commission  if  you  adopt  almost  any  of  the  plans  wliich  have  been 
proposed  here. 

I  said  to  Mr.  Elliott,  in  substance,  the  other  day,  when  he  was 
putting  forth  a  plan  as  to  some  doubtful  point :  "  Why  not  let 
the  Interstate  Commerce  Commission  do  that  ?  "  that  they  could  not 
do  it;  that  the  Interstate  Commerce  Commission  is  not  a  fount  of 
unbounded  wisdom;  that  they  are  a  set  of  faithful,  hard-working, 
experienced,  competent  men,  Avho  can  proceed  along  a  line  of  rule  and 
principle-and  do  very  valuable  public  service.  One  reason  why  I 
have  submitted  suggestions  is  because,  as  an  ex-commissioner,  and  a 
personal  friend  of  every  one  of  them,  I  want  to  see  that  institution 
saved  for  its  proper  functions,  instead  of  being  ruined  by  having 
every  sort  of  impossible  burden  thrown  upon  it. 

Mr.  WiNSLOW.  Just  another  inquiry,  although  it  is  liardly  nec- 
essary. I  want  to  ask  you  if  this  sj^stem  is  recommended  by  the 
committee,  if  it  should  include  some  body  to  be  the  practical  man- 
agers of  operations,  and  so  forth? 

Mr.  Anderson.  Absolutely.  Eemit  to  the  Interstate  Commerce 
Commission,  Avhich  now  makes  rates,  the  other  functions  outlined; 
but  take  away  from  them  some  of  the  executive  functions  which  are 
already  there  and  ought  not  to  be  there.  Cut  out  a  lot  of  this  rep- 
aration litigation  and  other  things  that  are  there  that  ought  not  to  be 
there.  One  of  the  reasons — although  it  was  not  the  controlling 
i-eason,  by  any  means — why  I  left  there  was  because  I  had  the  feel- 
ino-  t-hat  two-thirds  of  the  time  I  was  working  to  little  or  no  effect. 
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I  had  a  discouraged  feeling-  about  much  of  the  work  there.  I  do 
not  Avant  anything  to  detract  from  the  force  of  my  statement  that 
if  you  do  not  keep  this  institution,  which  has  had  30  years  of  in- 
creasing public  confidence  and  usefulness,  performing  its  own  proper 
functions,  and  thus  helping  in  working  out  these  exceedingly  diffi- 
cult problems,  you  will  nuike  a  very  grave  legislative  error. 

Mr.  Cooper.  \Tust  a  moment  ago  you  said  that  the  Interstate  Com- 
merce Commission  would  see  to  it  that  rates  were  not  so  high,  that 
there  would  be  very  much  profit  made.  Now,  you  are  offering  labor 
an  induceriient  by  that  standard,  are  you  not? 

Mr.  Andeksox.  Yes;   it  is  contingent. 

Mr.  Cooper.  Well,  if  the  Interstate  Connnerce  Commission  is  going 
to  see  to  it  that  profits  are  not  made,  in  what  way  will  they  induce 
the  workingman  to  cooperate? 

Mr.  Anderson.  Because  thej-e  is  always  the  possibility,  and  a 
pretty  substantial  one,  after  the  country  is  prosperous—and  the  law 
of  increasing  returns  applies  to  railroads-— that  they  will  be  able  to 
get  such  efficient  management  that  there  will  be  a  substantial  sum 
remaining  for  distribution.  You  have  two  contending  forces,  the 
Interstate  Connnerce  Commission,  pressed  by  the  shippers,  tending 
to  keep  rates  down,  and  the  wage  earners  and  the  capitalistic  di- 
rectors wanting  the  rates  up.  It  will  fluctuate.  In  good  times,  they 
will  get  something.  Then  there  will  come  a  time  when  the  com- 
mission will  get  the  rates  too  Ioav  for  any  excess  profits.  Later 
they  will  get  anothei-  chance.  But  there  is  the  inducing  hope  there. 
Just  how  it  will  operate  I  do  not  know.  The  most  I  can  say  is  I 
think  it  appeals  to  human  nature,  in  that  if  offers  reasonable  safety 
to  the  investing  public,  good  service  for  the  shippers,  and  a  reason- 
able return  to  the  employees.    Beyond  that  I  do  not  go. 

Mr.  Cooper.  Suppose  that  there  is  quite  large  profit  made  from 
the  fixed  return,  and  that  those  profits  are  divided  up  amongst  the 
employees  and  the  official  employees.  Don't  you  think  the  public 
is  going  to  the  Interstate  Commerce  Commission  and  say  "Wliy, 
how  about  this  division  of  profits?  That  money  is  coming  out  of 
our  pockets.  We  Avant  a  reduction  of  the  rates."  Don't  you  think 
that  might  enter  in? 

Mr.  Anderson.  Certainly.  If  the  profits  were  found  to  be  too 
large,  the  shippers  would  be  before  the  commission  in  five  or  six 
months,  and  want,  say,  their  coal  rates,  which  are  fundamental,  re- 
duced. They  woidd  say,  "  You  are  getting  too  much  money ;  reduce 
the  coal  rates,  as  coal  is  a  fundamental  need  in  nearly  all  of  our  in- 
dustries."   That  would  be  the  way  the  plan  would  operate. 

Mr.  Cooper.  If  I  understood  you  correctly,  a  short  time  ago  you 
said  there  was  no  incentive  for  the  average  railroad  employee  to- 
day to  give  the  best  that  he  had  in  the  service  of  his  employer? 

Mr.  Anderson.  I  think  I  modified  that  by  saying  I  thought  the 
incentiA-e  in  the  last  10  or  15  years  had  been  utterly  inadequate,  al- 
most negligible.    That  is  the  substance  of  what  I  wanted  to  say. 

Mr.  Cooper,  Is  it  not  a  fact  that  the  individual  initiatiA^e  and  in- 
centiA'e  is  what  has  built  up  our  system  of  railroads  to-day ;  that  the 
railroad  man  is  in  a  little  different  position  from  the  aA'crage  work- 
ing man?  Take  a  freight  conductor,  whose  average  run  is  100  miles, 
and  that  constitutes  a  day's  work.    If  the  engineer  and  the  conductor 
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can  take  that  train  over  that  division  of  100  miles  in  five  hours,  he 
gets  his  day's  wages,  he  gets  just  as  nuich  as  if  it  took  him  10  liours 
to  go  over  tliat.  Is  not  the  incentive  always  there  for  the  rail- 
I'oad  ]nan  to  give  the  be>st  he  has?  I  believe  that  he  benefits  him- 
self by  so  doing,  by  giving  the  public  and  his  employers^  the  very 
best  he  has.  Take  the  engineer  when  he  takes  his  train  out.  He 
wants  to  get  that  train  in  on  time.  The  passenger  conductor  wants  to 
give  the  best  service  he  can  to  the  public  he  is  carrying.  I  believe 
the  incentive  of  the  average  railroad  man  to-day  is  just  as  great 
as  it  ever  was  before,  because  by  giving  the  best  he  has  lie  benefits 
himself. 

Mr.  Anderson.  I  do  not  agree  wdth  you  at  all.  This  may  be  an 
extreme  illustration,  but  it  is  a  story  told  from  apparently  personal 
observation  of  a  railroad  attorney,  of  some  little  accident  on  one  of 
the  Vermont  roads.  They  ran  off  the  track,  or  something  like  that ; 
the  employees  told  some  one  to  telephone  for  a  wrecking  crew.  Then 
they  .sat  tlown,  began  to  look  at  their  watches,  and  say,  "  Well,  let's 
sit  dowai  on  the  bank  a  while  and  smoke ;  in  so  long  a  time  we  go  on 
time  and  a  half"  (or  double  time),  "and  we  make  (so  much) 
money  out  of  this  accident."  Instead  of  trying  to  do  something, 
instead  of  trying  to  repair  that  engine — it  was  a  breakdown  in  the 
engine,  I  remember  now — that  they  ought  to  have  gone  right  at  and 
fixed  in  a  few  minutes,  they  telephoned  for  the  repair  gang  to  come 
up,  and  sat  down  and  figured  out  how  much  money  they  could  make 
on  their  schedule  of  eight  hours,  or  whatever  the  schedule  was,  and 
then  time  and  a  half  pay — loafing  on  a  summer  day. 

Mr.  Cooper.  But  you  could  not  attribute  that  to  any  condition 
which  the  employer  had  imposed  upon  those  men? 

Mr.  Anderson.  What?     I  did  not  catch  that. 

Mr.  Cooper.  Yon  can  not  attribute  actions  like  that  to  any  condi- 
tions w^hich  have  been  imposed  upon  those  men  by  the  employer? 

Mr.  Anderson.  No;  but  to  the  system  under  which  they  were  work- 
ing— giving  no  proper  incentive  for  efficiency.  It  may  be,  if  they 
have  an  8-hour  day  standard  and  a  100-mile  haul  standard,  and  a 
man  sees  a  chance  to  get  through  in  6  or  7  hours,  that  he  will  push. 
That  is  incentive.  I  do  not  thmk  I  could  add  anything  beyond  my 
general  statement  to  the  effect  that  the  railroads,  as  they  have  grown 
large,  the  administration  has  grown  increasingly  inefficient  and  de- 
humanized.    That  is  the  inevitable  result  of  big  business. 

Mr.  Cooper.  I  was  speaking  more  from  my  own  personal  experi- 
ence. For  a  great  many  years  I  drove  a  locomotive  on  the  Pennsyl- 
vania line  and  I  used  to  take  great  pride  in  trying  to  get  over  my 
division  on  time  and  get  through  my  work  just  as  soon  as  I  possibly 
could,  and  I  believe  I  speak  the  sentiments  of  the  average  railroad 
employee  with  whom  I  have  associated  when  I  say  they  are  anxious 
to  render  their  best  services  to  the  public  and  to  the  employers  and 
get  to  the  end  of  their  division  point,  which,  if  they  do,  means  efficient 
service  not  only  to  their  employer,  but  to  the  traveling  public  as  well. 

Mr.  Anderson.  You  would  agree,  also,  I  suppose,  that  labor  is  now 
in  a  condition  of  great  unrest,  that  labor  was  never  so  dissatisfied 
before  as  it  is  now.     That  must  be  admitted  by  all  observers 

Mr.  Cooper.  I  have  a  friendly  feeling  for  the  laboring  man. 
Judge;  and  does  not  this  condition  reach  out  and  touch  all  classes 
of  workingmen  in  the  country  to-day? 
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Mr.  Anderson.  Absolutely. 

Mr.  Cooper.  You  can  not  say  that  it  is  just  the  railroad  men. 

Mr.  Anderson.  Oh,  no.  I  think  the  railroad  men,  as  a  class,  are 
probably  superior  to  almost  any  other  large  set  of  employees  that  you 
could  pick  out.  They  attend  to  their  job  better  and  can  be  more 
touched  by  the  notion  of  fiduciary  obligation  as  distinguished  from 
selfish  interest  than  almost  any  other  class.  There  is  a  certain  pride 
in  the  railroad  man  in  his  job.  It  is  rather  curious  the  attraction 
there  is  in  it. 

Tlie  railroads  of  the  country  can  be  so  oiganized  that  tliey  will 
have  a  <rreat  sentimental  attraction  to  the  mass  of  employees,  if 
they  feel  that  their  status  is  secure,  is  just  and  self-respecting.  I 
belieye  you  can  get  the  cream  of  the  men  who  do  work  with  their 
hands,  as  mcU  as  with  their  brains,  for  the  railroads. 

Mr.  Sweet.  Let  us  suppose  for  a  moment  that  your  plan  is  in 
operation.  Would  there  still  be  the  collective  bargaining  among  the 
employees  of  the  road  ? 

Mr.  Anderson.  My  notion  is  yes.  I  think  they  should  have  eyery 
right  except  the  right  to  strike. 

Mr.  Sweet.  Is  there  anything  in  your  plan  that  would  prevent 
that  by  law  ? 

Mr.  Anderson.  No;  absolutely  not. 

jNIr.  Sweet.  How  vould  you  prevent  or  take  a^yay  their  right  to 
strike? 

Mr.  Anderson.  I  would  make  striking  a  combination  or  conspiracy 
in  restraint  of  trade  and  deal  with  it  precisely  as  I  would  deal  with 
any  "  wicked  trust."  I  woukl  enjoin  it.  I  would  indict  and  pun- 
ish. But  I  think  tlie  employees  should  haye  the  right  to  organize 
into  such  iniions  as  they  choose  and  to  ask  that  their  schedule  of 
wages  and  that  their  labor  conditions  be  as  they  thiiik  they  ought 
to  be;  and  that  they  should  haye  full  hearing  collectively  as  well  as 
individually.  But  when  you  get  to  the  point  of  strike,  there  the 
law  should  say  "  no."  Individual  employees,  who  do  not  conspire 
with  other  employees  to  hold  up  the  operation,  should  be  permitted 
to  leaye  the  employment,  even  if  they  break  contracts.  "Whether  the 
ma&s  of  employees  should,  by  the  Railroad  Administration,  be  put 
under  contract,  is  a  matter  for  the  directors  to  determine.  My 
opinion  is  that  that  point  should  be  given  serious  consideration.  Be- 
yond that  I  do  not  now  go. 

Mr.  Sweet.  Would  you  haye  any  board  or  body  that  would  finally 
pass  upon  any  controversy  that  might  arise  between  the  employees 
and  the  railway  organization? 

Mr.  Anderson.  Oh,  yes.    I  sketched  an  outline  of  such  a  board. 

Mr.  Sa\t:et.  Would  that  body  have  the  final  say? 

Mr.  Anderson.  Yes.  Of  course  the  initial  controversy  would  be  be- 
tAveen  the  organized  employees  and  the  directors  of  the  corporation ; 
they  would  fix  it  up  if  they  could.  But  if  they  have  a  controversy 
and  can  not  settle  it,  then  it  should  go  to  the  supreme  court  of 
railroad  labor.  There  you  must  have  your  trial  and  a  decision  of 
the  supreme  court  of  railroad  labor  should  be  final  in  that  con- 
troversy; except,  of  course,  that  under  changed  conditions  it  might 
be  reopened.  But  I  would  constitute  a  tribunal  of  competent,  suit- 
able, and  courageous  men,  which  would  determine  these  issues  in 
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siicli  way  that  no  reasonable  bodj^  of  men — and  the  employees  of  a 
railway  are  all  a  reasonable  body  of  men  when  they  are  justly 
treated — would  feel  that  they  had  any  adequate  grievance  for  a 
strike.  I  think  it  is  a.  constitutional  right  of  defeated  counsel  to 
damn  the  court  for  deciding  against  him,  and  I  expect  labor  should 
have  the  same  right. 

Mr.  Hamilton.  I  gather  from  what  you  said  that  the  assets  of 
your  proposed  corporation  would  be  all  the  property,  real  and  per- 
sonal, of  the  existing  railroads? 

Mr.  Anderson.  Practically  that;  yes.  Of  course,  there  would  be 
some  exceptions  of  roads  which  are  essentially  private  roads.  I  do 
not  deal  with  anything  but  fundamentals  now, 

Mr.  Hamii,ton.  Then  you  would  issue  stock,  as  I  understand  you? 
on  a  certain  percentage  of  that  valuation.    If  I  understood  you  cor- 
rectly, you  said  40  per  cent? 

Mr.  Anderson.  No.  I  said  not  exceeding  40  per  cent  of  the  capi- 
talization should  be  stock.  As  the  stock  is  going  to  cost  the  road  and 
the  shipping  public  a  higher  rate  than  the  bonds,  I  do  not  think  over 
40  per  cent  should  be  stock.  I  am  inclined  to  think  33^  per  cent  is 
enough. 

Mr.  Hamilton.  Of  the  capitalization? 

Mr.  Anderson.  Of  the  capitalization.  The  purpose  of  having 
stock  in  this  case  is  not  in  order  to  buttress  the  credit  of  the  bonds, 
as  in  a  private  corporation,  but  it  is  in  order  to  supply  profit  sharing 
as  an  incentive  and  an  opportunity  for  capital  to  contribute  to  the 
economical  and  efficient  progress  of  the  transportation  industry. 
Stock  to-day  in  an  ordinary  private  corporation  should  be  fifty-fifty, 
in  my  opinion,  in  order  to  make  the  bonds  absolutely  secure  and  give 
good  credit.  That  function  is  going  to  be  performed  in  my  scheme 
by  the  Government  guarantee  of  the  bonds  plus  the  obligation  set 
up  in  the  statute  of  making  rates  adequate  to  pay  not  onh^  fixed 
charges,  but  also,  as  nearly  as  they  can  reckon  it,  a  standard  dividend 
on  the  stock. 

Mr.  Hamilton.  But  what  becomes  of  the  balance  of  the  capital 
stock.  Judge? 

Mr.  Anderson.  There  isn't  any  balance  of  capital  stock.  The  rest 
of  it  is  bonds. 

Mr.  Hamilton.  I  wish  you  would  make  that  clear  to  me.  Judge. 

Mr.  Anderson.  Suppose,  for  illustration,  that  the  capitalization 
of  the  roads  which  would  be  taken  over  by  the  country  at  the  present 
time  is  $18,000,000,000;  that  $11,000,000,000  of  it  is  in  bonds,  bearing 
an  average  rate  of  interest  a  little  under  4^  per  cent.  Let  the  new 
corporation  assume,  principal  and  interest,  those  bonds,  with  legal 
machinery  to  prevent  the  Government  from  being  cheated  by  the 
taking  in  of  any  bonds  improperly'  issued.  I  will  call  it  $12,000,- 
000,000  for  the  purpose  of  convenience.  Then  you  will  have  $6,000,- 
000,000  of  stock  which  would  be  outstanding,  and  you  swap,  for  the 
outstanding  stock,  the  stock  of  the  new  corporation.  When  you 
finish  you  have  an  $18,000,000,000  corporation,  $12,000,000,000  paid 
in  by  the  assumption  of  outstanding  $12,000,000,000  bonds  (bear- 
ing an  average  rate  of  interest  of  a  little  under  4i  per  cent,  aggregat- 
ing $540,000,000).  Your  stock  would  be  $6,000,000,000.  If  you  pay 
6  per  cent  dividends  this  would  call  foi-  $360,000,000.     These  two 
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capital  cliarges  aggregate  $900,000,000,  wliich  is  pretty  close  to  what 
is  being  paid  now  as  the  standard  return.  To  repeat:  You  assume 
the  $12,000,000,000  li  per  cent  bonds,  which  would  cost  $510,000,000 
a  3^ear.  You  issue  $6,000,000,000  of  stock  and  pay  6  per  cent  on  it, 
whidi  would  be  $360,000,000.  This  amounts  to  $900,000,000.  This 
is  pretty  near  where  you  would  come  out.  You  would  take  over  the 
great  bulk  of  these  properties  by  a  trade.  The  tag  ends  and  abnor- 
malities would  have  to  be  fought  out  in  the  courts  or  before  some 
tribunal  which  would  determine  their  value. 

Mr.  Sims.  The  Government  would  guarante  the  minimum  but  not 
the  maximum. 

Mr.  Anderson.  I  think  I  should  guarantee  4  per  cent  on  the  stock 
at  the  present  time.  You  might  make  it  a  10-year  guarantee.  But 
I  would  listen  with  open  mind  to  the  man  who  says  that  there  should 
be  no  guarantee  at  all,  but  only  a  statute,  that  the  rates  should  be 
made,  as  nearly  as  could  be  reckoned,  so  that  as  to  make  a  standard 
dividend  of  5  to  6  per  cent.  Considering  the  present  shattered  con- 
dition of  railroad  credit  I  do  not  tliink  it  would  do  an}?^  harm  to 
giuirantee  a  minimum  of  not  exceeding  4  per  cent. 

Mr.  Denison.  I  would  like  to  ask  you  if  you  think  that  the  prin- 
ciple of  profit  sharing  and  partici]Dation  in  the  management  of  an  in- 
dustry should  be  extended  to  other  public  utilities  or  other  monopo- 
listic industries? 

Mr.  Anderson.  I  am  ver}'  far  from  thinking  that  I  am  competent 
to  lay  dow^i  any  general  plan  for  the  reorganization  of  industrial 
society.  I  think  all  of  us,  as  serious-minded  men,  must  recognize 
that  the  present  status  of  the  organization  and  control  of  our  great 
industries  is  very  unsatisfactory  and  very  dangerous.  If  I  were  a 
Congressman  I  should  consider  with  exceedingly  open  and  rather 
favoring  mind  the  proposition  of  trying  the  hopeful  experiment— 
and  I  think  it  is  that — on  other  lines  of  essential,  monopolistic  in- 
dustries. Whether  you  want  to  go  into  the  realm  of  competitive 
industry  is  a  different  question,  about  which  I  have  not  thought  so 
much. 

Mr.  Denison.  I  presume  you  realize,  of  course,  that  if  this  princi- 
ple should  be  applied  to  the  railroad  business  and  it  should  work 
with  any  degree  of  success  that  there  will  be  a  demand  for  the  same 
system  to  be  carried  out  and  applied  to  other  industries? 

Mr.  Anderson.  To  monopolistic  industries,  undoubtedly;  to  pub- 
lic-service industries. 

Mr.  Denison.  So  if  we  embark  on  this  policy  we  commit  the  Gov- 
ernment to  that  policy  as  a  permanent  policy  and  there  is  no  telling 
now,  or  if  at  all,  where  it  would  reach. 

Mr.  Anderson.  There  is  no  telling  where  anything  will  reach  in 
these  days;  but  I  do  not  see  how  an}'  sensible  man  can  fail  to  be 
other  than  dissatisfied  with  the  present  status. 

Mr.  Denison.  The  State  of  Illinois  chartered  the  Illinois  Central 
Railroad  years  ago  to  construct  a  railroad  from  Chicago  to  Cairo. 
I  think,  and  gave  to  the  railroad  company  every  alternate  section 
of  land  along  its  right  of  way,  and  in  consideration  of  that  the  State 
of  Illinois  was  to  receive  in  perpetuity  a  certain  per  cent  on  its 
gross  earnings.    How  would  you  get  rid  of  that  under  your  plan? 

Mr.  Anderson.  Has  the  State  of  Illinois  ever  received  any  per- 
c«itage? 
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Mr.  Denison.  I  be^  your  pardon? 

Mr.  Anderson.  Has  the  State  of  Illinois  ever  received  any  money? 

Mr.  Denison.  It  has  always  done  so,  every  year. 

Mr.  Anderson.  That  is  probably  a  tax  that  Congress  ought,  in 
good  morals  and  perhaps  in  law,  to  recognize. 

Mr,  Denison.  The  State  has  a  vested  right  there. 

Mr.  Anderson.  If  the  State  has  a  vested  right  I' do  not  think  you 
can  take  it  away.  If  the  circumstances  are  as  you  have  stated  them, 
my  off-hand  view  is  that  you  ought  not  to  try  to  take  it  away. 

Mr.  Denison.  Does  your  plan  contemplate  taking  over  all  of  the 
railroads  into  this  corporation? 

Mr.  Anderson.  Yes;  with  negligible  exceptions. 

Mr.  Denison.  There  would  be  no  outside  railroads,  then? 

Mr.  Anderson.  No. 

Mr.  Denison.  What  right  do  you  think  Congress  would  have  to 
take  over  purely  intrastate  railroads? 

]Mr.  Anderson.  I  think  it  is  a  good  deal  like  snakes  in  Ireland. 
Tliere  aren't  any.  I  do  not  know  of  any  railroad  that  is  worth  talk- 
ing about  tliat  is  not  a  factor  in  interstate  commerce.  It  makes  no 
difl'erence  whether  it  is  all  in  one  State  or  not;  it  engages  in  inter- 
state connnerce  if  it  is  really  worth  talking  about. 

Mr.  Denison.  You  think  thei'e  is  no  such  thing  as  intrastate 
commerce  ? 

Mr.  Anderson.  No;  I  did  not  say  that  at  all.  I  said  every  rail- 
road that  is  worth  talking  about  is  engaged  in  interstate  commerce. 
I  did  not  say  there  was  no  such  thing  as  intrastate  commerce.  That 
is  an  entirely  different  proposition.  There  is  no  such  thing  as  a 
railroad  worth  talking  about  that  is  exclusively  engaged  in  intra- 
state commerce.  If  there  is  such  a  railroad,  let  it  go.  By  and  by, 
if  it  grows  and  amounts  to  anything,  it  will  be  engaged  in  interstate 
commerce  and  will  want  to  come  in.  Any  railroad  system,  what- 
ever it  may  be,  has  got  to  be  organic  and  grow  as  the  country  grows. 

Mr.  Hamilton.  Ever  since  the  introduction  of  steam,  manufac- 
turing industries  have  been  centralized  and  we  have  reached  the 
stage  now  where  manufacturing  is  carried  on  by  large  corporations 
doing  business  at  industrial  centers.  Do  you  see  any  possibility  of 
industries  ever  going  back  to  small  industrial  entities? 

Mr.  Anderson.  No  ;  I  regret  to  say  I  do  not. 

Mr.  Ha:milton.  It  has  seemed  to  me,  if  that  were  possible  that  it 
Avould  be  a  solution,  in  part,  of  many  of  the  problems  that  confront 
us. 

Mr.  Anderson.  It  will  not  do  it. 

]Mr.  Hamilton.  I  remember  reading  some  j^ears  ago  a  theory  ad- 
vanced by  Victor  Hugo  to  the  effect  that  after  the  use  of  electricit}' 
had  been  extended  there  might  be  a  possible  return  to  the  small 
industry,  carried  on  in  small  places,  thereby  bringing  the  industry 
back  to  close  contact  with  the  average  man. 

Mr.  Anderson.  There  is  little  hope  of  that.  A  very  keen  observer 
a  few  years  ago — now  dead — surprised  me  by  calling  my  attention 
to  the  fact  that  the  growth  in  industrial  Boston  during  a  substantial 
l)criod  liad  been  almost  entirely  by  the  installation  of  new  small 
industries,  largely  using  electrical  and  gas  power.     I   think  3'our 
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town  of  Worcester,  Mr.  Winslow,  has  quite  a  supply  of  these  small 
industries,  has  it  not? 

Mr.  Winslow.  A  grea,t  many. 

Mr.  Anderson.  I  think  that  applies  to  Worcester,  Fitchburg,  and 
to  some  degree  to  Springfield,  although  I  do  not  knoAv  so  much 
about  Springfield.  But  those  towns  do  afford  some  hope  to  tho^e  of 
us  who  look  with  depression  upon  this  excessive  centralization  of 
great  industries.  I  guess  there  are  pretty  nearly  as  many  men  who 
are  chancing  it  going  into  business  for  themselves,  and  have  a  littl^ 
staff  of  employees,  in  those  three  or  four  Massachusetts  cities,  as 
there  were  '20  or  30  years  ago.  But  I  fear  those  places  are  excep- 
tional. Lawrence  is  feudal ;  Fall  River  is  feudal ;  and  Xew  Bedford 
is  feudal.    Worcester  and,  I  think,  Fitchburg,  are  prett}-  democratic. 

Mr.  Hamilton.  I  have  been  wondering  if  the  further  extension  of 
hydroelectric  power  Avould  not  be  the  means  of  solving  this  problem 
to  some  extent. 

Mr.  Anderson.  I  think  it  may.  I  have  great  hopes  in  the  plan 
that  Mr.  Harriman  and  others  who  are  developing  the  water  power 
of  northwest  and  western  New  England  and  bringing  the  power 
down.  They  have  got  down  as  far  as  Worcester  and  Fitchburg. 
Now,  I  expect  the  development  of  the  next  generation  to  be  along 
this  line,  and  this  is  a  part  of  the  railroad  problem,  by  the  way.  The 
hydrocarbons  will  produce  power  near  the  mine  mouth  and  at  tide- 
water the  power  will  go  inland  by  copper.  The  coal  handled  is  between 
30  and  50  per  cent  of  the  rail  freight -tonnage  business.  The  all-rail 
coal  business  is  to  be  a  diminishing  factor 

The  Chairman.  Fifty  per  cent  of  the  freight  tonnage,  is  the  prod- 
uct of  the  mine  or  the  quarry  ? 

Mr.  Anderson.  Yes;  that  is  what  I  had  in  mind. 

The  Chairman.  And  the  railroads  use  about  150.000,000  tons  out 
of  a  total  of  600,000,000  tons. 

Mr.  Anderson.  I  have  looked  at  those  figures.  But  I  have  some 
doubt  whether  they  are  entirely  right,  whether  there  was  not  some 
duplication.  But  the  products  of  mines  and  quarries  constitute  some- 
where between  30  and  50  per  cent  of  the  freight  tonnage  handled.  I 
think  it  safe  to  say.  In  my  view  of  the  railroad  future  the  amount  of 
such  freight  tonnage  should  diminish  as  industry  becomes  better 
organized.  There  ought  not  to  he  such  a  lot  of  hauling  of  coal. 
There  has  been  a  lot  of  cross-hauling  of  coal  that  ought  to  be  elimi- 
nated. We  have  got  to  coordinate  coal  mining  with  industries  which 
are  located  nearest  to  the  coal  fields.  Something  of  that  has  been 
done  under  Federal  control.  During  the  begimiing  of  the  coal  diffi- 
culty we  found  coal  trains  meeting  each  other,  one  train  hauling  coal 
up  the  mountain  from  the  Atlantic  slope  and  over  toward  the  Great 
Lakes  and  other  trains  taking  coal  the  other  way,  hauling  it  over  the 
mountains  down  toward  the  Atlantic  seaboard.  That  thing  was 
going  on  while  people  were  in  danger  of  freezing  to  death  and  under 
war  conditions. 

Mr.  Hamilton.  I  am  wondering  whether  it  would  not  help  to  solve 
these  difficulties  if  we  could  do  away  with  these  social  lines  of  caste. 
They  have  gotten  away  from  the  old  feeling  of  equality  or  semi- 
equality.     The  contact  between  the  manager  of  the  large  business 
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and  his  employees  is  practically  nil.  That  is  one  difficulty  of  our 
situation. 

Mr.  Anderson.  Let  me  add  this,  gentlemen.  I  think  there  are 
grave  reasons  for  the  statement  that  rail  transportation  has  seen  its 
palmy  days  as  a  money  maker.  Not  only  should  there  be  this  large 
diminution  in  the  amount  of  coal  hauled,  but  it  is  perfectly  clear 
that  as  our  cities  grow  larger,  the  terminal  costs,  even  if  we  should 
have  better  organization,  are  going  to  be  so  appalling  that  short 
hauls  will  in  all  probability  be  made  by  motor  trucks.  In  that  waj' 
3'ou  save  two  handlings.  So  far  the  common  taxpayer  is  paying  for 
the  roadl^ed  which  is  being  smashed  up  by  the  motor  truck.  It  is 
not  a  toll  road.  The  automobile-truck  owner  is  to-day  a  subsidized 
smasher  of  roads  and  a  destroj^er  of  railroad  and  trolley  a  alues.  He 
is  subsidized  in  that  he  has  a  free  road  furnished  him,  which  he 
s]3eedily  smashes.  On  the  other  hand,  these  rails  are  toll  roads. 
Now,  while  I  see  no  prospect  of  it,  I  would  like  to  see  the  law  of 
increasing  returns  for  railroad  transportation  apply  to  the  same 
degree  for  the  next  generation  as  it  has  for  the  past  generation. 
We  do  not  need  very  large  increases  in  rail  facilities.  There  should 
be  rather  an  extreme  conservatism  in  creating  new  facilities. 
Broadly  speaking  we  have  too  many  railroads  in  this  country.  I 
do  not  mean  that  there  are  not  sections  of  the  country  where  there 
ought  to  be  more  railroads.  We  have  too  many  railroads  in  New 
England  to-day. 

There  are  many  railroads  there  to-day  that  will  never  pay  oper- 
ating expenses.  I  Avent  to  Boston  to  hear  a  rate  case,  about  a  year 
and  a  half  ago;  it  was  testified  before  me  that  on  both  the  New 
Haven  and  the  Boston  &  Maine,  substantially  two-thirds  of  the 
mileage  of  the  systems  (a  little  over  2,000  miles  each)  was  non- 
remunerative,  and  the  other  one-third  had  to  carry  in  normal  times 
the  financial  load.  That  must  be  pretty  nearly  as  true  of  the  mileage 
of  the  Maine  Central.  I  do  not  think  perhaps  that  it  is  as  true 
of  the  Bangor  &  Aroostook,  because  that  is  very  fertile  country, 
with  pretty  large  production:  it  may  not  be  as  true  of  the  Maine 
Central.  The  same  thing  is  true  with  respect  to  many  roads  over  the 
country.  The  increasing  truck  business  must  be  considered;  the 
condition  of  the  trolleys,  which  are  in  a  deplorable  condition,  must 
be  considered:  all  the  other  factors  tending  to  coordinate  industry 
liave  a  hearing.  The  terminal  facilities  of  the  railroads  should  be 
put  under  unified  and  economical  management.  Railroads  should 
be  capitalized  and  managed  in  an  extremely  conservative  fashion. 
There  is  a  current  newspaper  item  about  the  need  of  spending  a 
billion  a  year.  Of  course,  a  billion  means  nothing  unless  soon  we 
can  purchase  something  for  a  dollar.  But  to  spend  a  billion  a  year, 
if  money  returns  to  anything  like  its  former  purchasing  power  in 
this  country,  on  the  railroads  is  nothing  but  financial  insanity.  It 
is  applying,  on  a  national  scale,  something  of  the  same  disregard 
for  mathematics  and  sound  sense  that  ruined  the  New  Haven 
Railroad. 

The  CiiAiRTtrAN.  Judge  Anderson,  we  are  very  much  obliged  to 
you  for  submitting  your  views  to  us.  The  committee  will  take  a 
recess  at  this  time  until  10  o'clock  to-morrow  morning. 

(Whereupon,  at  5.05  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Thursday,  Aug.  28. 1919,  at  10  o'clock  a.  m.) 
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House  of  Representatives, 
co^mmtttee  on  interstate  and  foretgn  commerce, 

Thursdmj,  August  28,  1919. 
The  committee  met  at  10  o'clock  a.  m..  Hon.  John  J.  Esch  (chair- 
man) presiding. 

STATEMENT  OF  MR.  CHARLES  E.  ELMQUIST,  PRESIDENT  OF  THE 
NATIONAL  ASSOCIATION  OF  RAILROAD  AND  UTILITY  COMMIS- 
SIONERS, AND  ITS  GENERAL  SOLICITOR,  724  EIGHTEENTH 
STREET  NW.,  WASHINGTON.  D.  C. 

Tlie  Chairman.  This  morning  has  been  allotted  to  the  varioii.-^ 
State  conmiissions  and  Mr.  Elmquist  represents  those  commissions 
and  will  now  be  heard.  Do  yon  desire  to  be  interrupted  in  your 
formal  statement.  Mr.  Elmquist? 

Mr.  Elmquist.  If  it  suits  the  convenience  of  the  committee,  I 
would  just  as  soon  proceed  without  interruption,  although  I  am 
not  trying  to  avoid  cross-examination. 

Mr.  Chairman  and  gentlemen  of  the  connnittee,  the  National  As- 
!-ociation  of  Eailway  and  Utility  Conmiissioners,  which  I  have  the 
honor  to  represent  as  president,  is  an  organization  composed  of  the 
members  of  the  Interstate  Commerce  Connnission  and  the  regidating 
commissions  of  all  of  the  States,  except  Delaware. 

The  exercise  of  regulatory  powers  over  corporations  began  with 
the  railroads,  but  has  gradually  extended  until  the  commissions  are 
exercising  general  supervision  over  many  utilities.  The  commis- 
sions of  47  States  and  the  District  of  Columbia  have  jurisdiction 
over  railroad  companies;  43  over  telephone  companies:  38  over  street 
and  electric  railway  companies;  30  over  gas  and  electric-lighting 
companies ;  and  28  over  water  companies. 

Broadly  speaking,  the  jurisdiction  relates  to  rates,  service,  and 
accounting. 

Mr.  Sims.  Water  power  companies  you  mean? 

^Ir.  Elmquist.  The  companies  that  supply  power  and  also  water. 

Broadly  speaking,  the  jurisdiction  extends  to  rates,  service,  and 
accounting.  The  trend  of  sentiment  in  most  of  the  States  is  for  an 
extension  of  the  regulator^'  powers  of  the  States  over  public  service 
corporations.  The  retention  of  control  over  railroad  companies  is 
not  necessary  to  the  continued  existence  of  regulating  commissions, 
and  I  wish  to  emphasize  that  State  officers  do  not  appear  before 
this  committee  through  selfish  motives  or  for  any  other  purpose  than 
to  faithfully  perform  the  duties  imposed  upon  them  by  the  laws 
and  the  constitutions  of  their  several  States. 

The  State  commissioners,  are  and  have  bteen  the  minute-men  of 
regulation.  They  have  occupied  the  front  line  trenches  in  every 
advanced,  progressive  movement,  responding  to  wholesome  and  well- 
directed  public  sentiment.  They  have  displayed  commendable  zeal 
and  initiative  in  the  regulation  of  public  service  corporations,  re- 
sulting in  largely  improved  facilities  and  service,  more  uniform  and 
reasonable  rates*  and  substantially  identical  accounting  methods. 

All  national  legislation  affecting  railroad  companies  has  been 
prompted  by  the  experience  obtained  in  the  States. 

Valuable  testimony  has  been  presented  before  the  Newlands  com- 
mittee by  eminent  men  who  were  then  in  the  service  of  the  States.    I 
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refer  to  the  evidence  and  ar^ninent  of  the  Hon.  Max  Thelen, 
who  was  then  president  of  the  California  Railroad  Conuiiission; 
Hon.  Joseph  L.  Bristow,  then  chairman  of  the  Public  Utilities  Coni- 
Jiiission  of  Kansas,  and  Hon.  J.  F.  Shaughnessy,  chairman  of  the 
Eailroad  Commission  of  Nevada. 

Their  testimony  covers  a  wide  range  of  legal  and  practical  ques- 
tions, and  no  study  of  the  question  of  our  dual  form  of  regulation 
would  be  complete  without  a  careful  examination  of  their  evidence. 
Mr.  Shaughnessy  can  not  be  present,  but  he  is  very  anxious  to  pre- 
serve unimpaired  the  right  of  the  States  to  regulate  intrastate  rates 
and  service. 

A  conference  of  the  commissioners  has  been  held  in  Washington 
beginning  Monday  morning,  and  we  completed  our  deliberations  last 
night  at  11  o'clock.  This  conference  represents  members  of  the 
executive,  legislative  and  special  war  committees,  and  other  commis- 
sioners who  were  not  members  of  these  committees  but  who  came 
here  because  of  the  general  interest  which  they  have  in  this  problem. 

We  have  discussed  all  phases  of  the  question.  We  have  reached 
certain  conclusions.  Generally  speaking,  we  have  thought  it  wise 
not  to  attempt  to  make  a  general  criticism  or  analysis  of  the  different 
]3lans  which  have  been  submitted  to  your  committee  by  different  in- 
terests, the  railway  executives,  the  securities  holders,  and  others. 
After  considering  the  whole  question,  we  have  thought  that  it  was 
best  to  try  to  build  on  the  law  which  we  have,  by  suggesting  sucli 
amendments  to  the  conimerce  act  as  will  strengthen  regulation, 
stabilize  the  credit  of  the  carriers,  and  give  to  the  public,  as  well  as 
to  the  interested  companies,  that  degree  of  protection  which  all 
sliould  have. 

We  trust  that  the  amendments  which  we  shall  offer  will  strengthen 
the  bill  which  the  honorable  chairman  of  this  committee  has  sub- 
mitted, and  which  w^e  shall  take  as  our  text. 

Before  considering  that  bill,  however,  there  are  a  few  general  ob- 
servations which  we  desire  to  submit. 

The  commissioners,  I  might  say,  are  almost  unanimously  in  favor 
of  the  early  return  of  the  railroads  to  private  operation  and  control, 
subject  to  efficient  regulation,  both  State  and  national.  This  desire 
is  prompted  by  the  high  regard  which  they  have  for  public  senti- 
ment in  the  several  States  of  the  Union  and  the  necessity  for  bringing 
these  corporations  back  to  the  people  subject  to  the  laws,  regula- 
tions, and  practices  which  have  been  established  in  this  country  dur- 
ing the  past  33  years  of  control,  and  such  new  legislation  as  will 
make  our  regulating  system  rounded  out  and  made  adequate  to 
cover  all  phases  of  the  relations  between  the  public-service  agency, 
the  public  it  serves,  and  its  employees. 

In  our  judgment  the  most  opportune  moment  for  the  return  of 
these  carriers  to  private  operation  is  December  31,  1919. 

Mr.  Sims.  Not  later  than  that. 

Mr.  Elmquist.  At  that  time.  If  you  can  not  do  it  tlien  we  will 
take  it  when  we  can  get  it. 

Mr.  Sims.  But  you  prefer  the  end  of  the  calendar  year. 

Mr.  Elmquist.  Yes ;  because  that  is  the  time  when  the  accounting 
is  completed.  The  Government  will  then  have  had  two  years  of  con- 
trol. It  will  be  easier  to  measure  the  results  of  that  control  for  two 
vears  than  if  it  should  terminate  in  the  middle  of  a  month. 
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Mr.  Sims.  That  is  the  ideal  period,  in  other  words. 

Mr.  Elmquist.  Yes;  we  earnestly  hope  that  this  Congress  will  be 
able  to  pass  suitable  remedial  legislation  to  safeguard  the  interests 
of  the  carriers  as  well  as  the  public  and  thus  permit  these  carriers 
to  go  back  at  that  time.  That  is  the  time  which  Avas  indicated  by  the 
President  of  the  United  States  in  his  special  message  to  Congress 
last  June. 

STATUS  or  RATES  AFTER  RETURN. 

One  very  important  question  that  must  be  considered  when  the 
properties  are  returned  to  private  operation  is  that  of  the  status 
of  the  existing  State  as  well  as  interstate  freight  and  passenger  rates, 
classifications,  and  charges.  This  question  has  been  given  very  care- 
ful consideration  by  our  committee.  'I  sent  out  a  circular  letter 
to  the  commissioners  early  in  July  inviting  an  expression  of  opinion 
from  the  commissioners  upon  that  question.  Their  attention  was 
called  to  the  conclusions  of  Congress  upon  the  wire-return  bill,  where 
it  was  stated  that  the  rates  authorized  or  approved  by  the  Postmaster 
General  on  or  prior  to  June  6,  1919,  shoulcl  be  continued  for  a  period 
of  four  months  after  the  return,  subject  to  any  modification  that 
might  be  made  by  the  proper  regulating  authorities. 

Mr.  Sims.  That  was  applicable  to  telephones. 

Mr.  Elmquist.  Yes;  not  the  telegraph.  In  discussing  that  law 
with  many  commissioners,  I  find  that  the  action  of  Congress  in  pro- 
viding for  that  extension  meets  with  quite  general  approval.  The 
telephone  companies  and  the  telegraph  companies  have  been  very 
busy  presenting  their  petitions  to  the  commissions  since  they  re- 
ceived these  properties  back  in  their  control,  asking  either  for  a  con- 
tinuation of  the  present  scale  of  rates  or  in  some  cases  for  in- 
creases. The  commissions  have  very  generally  responded  to  ap- 
plications made  by  those  companies  because  they  are  deeply  sen- 
sible of  the  fact  that  operating  costs,  wages,  prices  of  material,  and 
everything  else  have  gone  up.  and  that  if  you  are  going  to  have 
a  utility  efficiently  operated,  there  must  be  a  revenue  sufficient  to 
permit  it  to  maintain  its  property,  set  aside  a  proper  amount  of 
depreciation,  pay  its  labor  such  wages  as  will  result  in  proper  re- 
lations between  employer  and  employee,  and  bring  to  the  investor  a 
proper  degree  of  return. 

This  Congress  can  assume  that  State  officers  in  exercising  the 
functions  conferred  upon  them  by  law  will  use  good  judgment  in 
all  matters  of  that  kind. 

The  situation  with  respect  to  the  railroad  rates  is  different  from 
the  telephone  rates.  We  have  rates  that  have  been  prescribed  by 
commissions,  freight  as  well  as  passenger;  rates  that  have  been  es- 
tablished by  law,  freight  as  well  as  passenger;  rates  that  have  been 
approved  by  the  commissions  which  have  been  filed  by  the  carriers. 

In  about  14  States  of  the  Union  there  are  legislative  2-cent  pas- 
senger rates  which  are  much  less  than  the  3-cent  rate  which  has 
been  initiated  by  the  director  general.  In  a  good  many  States  there 
are  legislative  commodity  and  class  rates  that  are  considerably 
lower  than  the  rates  which  were  initiated  by  the  director  general. 
Passenger  rates  in  many  of  these  States  can  not  be  controlled  by 
the   regulating   commissions.      The    law   has   not   given   them    any 
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authority  over  those  rates.  When  the  legislature  fixes  the  maxi- 
mum rate,  it  remains  until  the  legislature  otherwise  orders.  Many 
of  these  legislatures  will  not  convene  until  January,  1921.  If 
the  properties  are  returned  to  private  operation  on  January  1, 
1920,  there  will  immediately  arise  the  question  of  the  legal  status 
of  the  State  passenger  and  freight  rates  which  were  in  effect  at 
the  time  the  President  took  over  the  operation  of  these  railroads 
in  December,  1917. 

There  is  a  division  of  opinion  as  to  the  legal  status  of  the  rates 
after  the  railroads  are  returned.  Some  of  the  ablest  counsel  in 
our  servit-e.  and  in  the  service  of  the  Government,  believe  that  when 
these  railroads  return  to  private  operation,  the  prewar  State  rates 
which  were  in  effect  at  the  time  the  President  took  over  the  roads 
will  again  be  restored  unless  the  commissions,  or  the  proper  au- 
thorities, approve  the  rates  which  have  been  initiated  by  the  director 
general. 

Ml'.  JMeriutt.  That  is  on  intrastate  business. 

Mr.  Elmquist.  On  intrastate  business.  There  does  not  seem  to 
be  any  dispute  as  to  the  legality  of  the  interstate  rates,  because 
Mr.  Clarke,  speaking  for  the  Interstate  Commerce  Commission, 
stated  before  the  Senate  committee,  and  I  believe  before  this  com- 
mittee, that  the  commission  has  decided  that  rates  made  by  the 
director  general  applicable  to  interstate  commerce  shall  remain 
in  effect  until  modified  by  that  body.  So  the  real  problem  involves 
intrastate  rates. 

After  considering  the  whole  question,  the  State  connnissioners  at- 
tending the  conference  have  I'eached  the  conclusion  that  the  credit 
of  the  railroads,  the  interests  of  the  shippers  and  of  the  country 
require  for  a  certain  time  the  stabilization  of  the  rate  structure  of 
the  country  after  these  pi'operties  are  returned,  and  therefore  we 
suggest  the  following  recommendation  : 

That  the  existing  interstate  and  intrastate  rates,  fares,  charges,  and  classi- 
fications initiated  by  the  director  general  may  continue  in  force  for  a  period 
not  beyond  July  1,  1921,  unless  sooner  changed  by  the  State  or  Federal  authori- 
ties having  control  or  jurisdiction  of  rates,  fares,  charges,  and  classifications, 
and  that  rates  which  have  not  been  changed  or  approved  on  or  prior  to  said 
date  shall  thereafter  be  of  no  force  and  effect  and  the  rates  in  effect  June  9, 
]918,  shall  then  be  restored. 

The  purpose  of  this  recommendation  is  quite  apparent.  The  com- 
missioners do  not  concede  that  Congress  has  the  power  to  legalize 
intrastate  rates  made  by  the  director  general  after  the  properties  are 
returned  to  private  ownership,  but  we  are  not  disposed  to  raise  the 
legal  question.  In  the  interest  of  proper  regulation  and  of  proper 
stabilization  of  credit  we  recommend  the  adoption  of  this  provision. 
It  enables  the  commissions  to  make  suitable  modifications  of  the 
freight  and  passenger  rates  or  classifications  or  charges  upon  a  hear- 
ing and  as  necessity  requires;  but  actions  taken  by  those  bodies  must 
be  based  upon  the  facts  that  are  presented,  due  regard  being  given 
to  the  increased  cost  of  operation,  labor,  and  all  the  other  things  that 
must  be  considered  whenever  we  have  a  rate  question  before  us.  This 
]  8-month  period  after  January  1  of  this  year  will  also  enable  the 
legislatures  in  the  respective  States  which  have  passed  2-cent  or 
2^-cent  passenger  laws  to  consider  what  should  be  done  with  the 
passenger  rates  within  those  States. 
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Mr.  Montague.  July  1,  1921? 

Mr.  Elmquist.  Yes.  It  is  quite  possible  that  on  account  of  the 
rapid  change  in  operating  costs  and  in  the  cost  of  labor,  material, 
and  supplies,  and  other  matters,  legislative  bodies  may  determine 
that  the  regulating  commissions  of  the  States  should  be  given  the 
right  to  fix  maximum  as  well  as  minimum  freight  and  passenger 
rates,  thus  transferring  the  whole  field  of  regulation  to  men  who  are 
able  to  study  the  problems  and  who  surround  themselves  with  the 
proper  expert  force  and  accountants. 

TRANSPORTATION    BOARD. 

Another  p)-oblem  to  which  we  gave  some  attention  is  that  of  a 
transportation  board.  The  committee  considered  this  question  very 
carefull}',  and  we  adopted  a  resolution  which  reads  as  follows: 

That  the  committee  embody  in  its  report  a  resolution  favoring  the  creation 
of  a  transportation  board  for  the  purpose  of  making  a  study  of  transportation 
conditions,  rail,  water,  and  highway,  including  the  investigation  of  proper  con- 
solidations of  railroad  systems  and  terminals,  for  the  purpose  of  making  a 
report  and  recommendations  to  the  Interstate  Commerce  Commission,  the 
functions  of  said  board  to  be  purely  advisory. 

We  had  before  us  the  different  plans  submitted  to  this  committee 
dealing  with  a  transportation  board.  Some  of  them  call  for  a  board 
which  would  have  very  complete  and  extensive  jurisdiction,  and 
otliers  provide  for  a  board  more  limited  in  character. 

We  do  not  believe  the  transportation  board,  if  one  is  created, 
should  have  any  of  the  powers  which  are  now  exercised  by  the  Inter- 
state Commerce  Commission  over  rates,  accounting,  valuation,  car 
service,  safety  appliances,  or  the  other  administrative  mattei^  which 
Congress  lias  seen  fit  to  give  to  that  body. 

We  feel  that  if  a  transportation  board  should  be  created  with 
certain  defuiite  powers,  there  would  soon  be  a  conflict  between  two 
governmental  bodies.  The  transportation  board  Avould  naturally 
surround  itself  with  a  large  foix-e  of  clerks  and  experts  and  build 
up  a  large  department,  and  in  time  to  come  Congress  would  be  im- 
portuned to  extend  its  jurisdiction,  resulting  in  the  slow,  but  certain, 
diminution  in  the  authority,  dignity,  and  efficacy  of  the  Interstate 
Commerce  Commission,  a  body  which  has  so  wisely  conducted  its 
affairs  during  the  years  of  its  tenure. 

There  are  some  good  reasons  for  the  creation  of  a  transpor- 
tation board.  The  development  of  transportation  has  been  under 
competitive  influences.  There  has  been  a  fierce  struggle  between 
large  capitalists  and  others  ambitious  to  control  commerce  as  well 
as  finance.  Keen  competition  has  existed  between  the  rail  carriers 
and  the  water  carriers,  and  the  carriers  have  conducted  it  with  such 
decisive  result  that  this  country,  with  its  great  lakes,  rivers,  and 
harbor  facilities,  has  scarcely  made  a  beginning  in  water  develop- 
ment. We  believe  there  should  be  a  board  which  can  give  a  careful, 
consistent,  and  painstaking  study  of  the  development  and  unifica- 
tion of  rail,  water,  and  highway  transportation,  so  that  we  may 
eventually  secure  for  the  people  of  this  country  the  highest  measure 
of  transportation  service. 

In  the  West  and  some  other  sections  automobiles  and  trucks  are 
hauling  less  than  carload  and  perishable  freight  a  distance  of  100 
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miles.  They  have  displaced  the  railroads  in  the  handling  of  that 
product  for  short  distances.  It  is  apparent,  therefore,  that  serious 
attention  must  be  given  to  the  method  by  which  these  different  in- 
stumentalities  can  be  united  into  one  large  transportation  system. 

Consolidation. — The  commissioners  favor  the  prompt  merger  with- 
out friction  of  all  of  the  carriers'  lines,  facilities,  and  organization- 
into  a  continental  and  unified  system  in  times  of  stress  or  emergency. 
Congress  should  define  the  conditions  which  call  for  the  exercise  of 
this  power  and  should  provide  for  the  return  of  the  properties  when 
such  conditions  cease. 

We  favor  the  merger  within  proper  limits  of  the  carriers'  lines 
and  facilities  in  such  part  and  to  such  extent  as  may  be  necessary 
in  the  public  interest  to  meet  the  reasonable  demands  of  our  domes- 
tic and  foreign  commerce.  As  to  interstate  lines  or  s^'stems,  such 
action  sliould  not  be  taken  without  the  approval  of  the  Interstate 
Commerce  Commission,  witli  ample  provision  for  the  proper  State 
authorities  to  present  their  reasons  for  or  against  consolidation. 

We  believe  the  consolidation  of  terminal  facilities  should  be  made 
and  required  whenever  the  public  interest  will  be  promoted  thereby, 
but  we  believe  that  this  question  can  more  properly  be  passed  upon 
by  State  authorities.  They  are  easily  accessible,  possess  a  knowledge 
of  the  local  situation  which  it  is  difficult  for  Federal  authorities  to 
obtain,  and  they  are  more  directly  responsive  to  the  public  needs. 

Every  consolidation  of  a  railroad  reduces  competition  and  im- 
poses upon  Congress  and  the  States  the  duty  of  placing  greater 
regulative  responsibilities  upon  public  officers.  It  must  be  their 
function  to  see  that  carriers  give  to  the  public  the  same  kind  of 
service  or  even  a  better  service  than  was  obtained  under  competitive 
conditions.     Eegulation  must  take  the  place  of  competition. 

Many  transportation  reforms  have  been  suggested  to  Congress, 
and  apparently  all  of  them  contemplate  extensive  consolidation  of 
railroad  sj^stems  and  terminals,  thus  placing  a  larger  power  in  the 
hands  of  a  few  men.  The  tendency  toward  consolidation  repre- 
sents a  complete  change  in  public  thought.  Heretofore  the  public 
has  insisted  upon  preserving  separate  transportation  entities  and 
the  competitive  system.  Consolidations  will  be  inimical  to  the  public 
interest  unless  the  Federal  and  State  control  over  these  instru- 
mentalities is  made  commensurate  with  the  danger  involved.  If 
our  public  policy  is  to  be  reversed  we  must  see  to  it  that  the  author- 
ity of  public  officers  over  the  rates,  service,  capitalization,  and 
expenditures  of  these  properties  is  enlarged. 

Construction :  We  favor  the  limitation  of  railroad  construction  to 
the  necessities  and  convenience  of  the  public  and  believe  that  no  new 
construction  should  be  permitted  in  the  absence  of  a  certificate  of 
public  convenience  and  necessity  from  the  proper  local  authorities. 
If  the  construction  is  to  be  made  by  an  interstate  line  or  will  sub- 
stantially affect  interstate  commerce,  there  can  be  no  objection  to 
having  the  Federal  authorities  approve  the  same,  but  its  action  should 
be  in  addition  to,  and  not  exclusive  of,  the  action  of  local  authorities. 
The  location  of  spur  and  industrial  tracks  should  be  exclusively 
under  the  control  of  local  authorities.  In  cases  of  new  construction 
it  is  the  public  interest  that  is  to  be  served,  and  practical  cooperation 
between  the  State  and  Federal  authorities  in  these  matters  will  prop- 
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erly  safeguard  he  public  interest  and  will  not  hinder  or  delay  wise 
or  necessarj^  railroad  development. 

Securities :  We  favor  the  control  of  the  securities  of  interstate  lines 
by  the  Federal  Government  under  such  laws,  rules,  and  regulations 
as  will  require  copies  of  the  applications  to  be  filed  with  the  proper 
local  authorities  in  the  States  through  which  the  railroad  operates, 
thus  enabling  the  local  authorities  to  submit  to  the  Federal  authori- 
ties any  evidence  which  they  may  have  for  or  against  the  issue  and 
any  recommendations  they  desire  to  make  with  reference  to  the 
expenditure  of  the  money  to  be  secured  therefrom. 

We  have  suggested  amendments  to  the  section  in  the  Esch  bill 
Avhich  will  take  care  of  that  matter. 

Regional  connnissions:  We  favor  any  proper  plan  which  may  be 
devised  for  bringing  the  regulation  of  interstate  carriers  closer  to  the 
people.  If  Congress  considers  it  advisable  to  do  so,  then  we  believe 
that  it  could  be  best  done  by  increasing  the  membership  of  the  Inter- 
state Connnercc  Commission  and  by  requiring  one  or  more  members 
of  said  body  to  hear  and  try  interstate  rate  cases  in  the  affected 
localities.  In  the  absence  of  such  a  plan  it  might  be  desirable  to 
make  each  State  commission  a  regional  commission  to  act  for  the 
Federal  conunission  in  all  proper  matters. 

Waterways:  We  favor  the  development  and  encouragement  of 
inland  waterways  and  coordination  of  rail  and  water  transportation 
systems.  This  plan  can  not  be  successfully  developed  witliout  giving 
to  the  regulating  tribunals  the  right  to  fix  minimum  as  well  as 
maximum  rates. 

Routing:  We  favor  the  right  of  the  shipper  to  route  his  traffic, 
except  in  cases  of  emergency.  This  privilege  is  beneficial  to  the 
shipper  and  results  in  helpful  comjietitive  service  by  the  carriers. 

Wages:  We  believe  that  employees  in  the  railroad  service  should 
be  adequately  compensated.  We  doubt  the  advisability,  however,  of 
conferring  u])on  the  Interstate  Commerce  Commission  the  power  to 
fix  wages.  So  many  wage  questions  would  be  presented  to  the  com- 
mission for  settlement  that  it  would  seriously  interfere  with  its 
ability  to  efficiently  hear,  try,  and  determine  rate  valuation  and  capi- 
talization questions  and  to  discharge  the  important  administrative 
functions  required  by  law. 

Federal  incorporation :  We  are  opposed  to  Federal  incorporation 
of  railroads,  because  of  its  legal  complications  and  because  it  will 
force  the  sovereign  States  of  the  Union  to  go  to  Congress  for  the 
preservation  of  the  right  of  taxation  and  the  exercise  of  those  police 
powers  which  are  so  necessary  to  the  welfare  and  convenience  of  the 
public.  Under  no  circumstances  should  Federal  incorporation  be 
^  permitted  without  safeguarding  this  power  of  the  States. 

Mr.  Montague.  From  what  are  you  reading? 

Mr.  Elmquist.  I  have  been  reading  from  a  statement  which  the 
commissions  presented  to  the  Senate  last  Januar}^ 

Mr.  Montague,  The  State  commissions? 

Mr.  Elmquist.  Yes,  sir.  The  recommendations  which  I  have  read 
are  those  which  were  agreed  to  at  that  time  and  which  have  been 
ratified  at  the  recent  conference  of  our  commissions. 

Guaranty  of  returns:  One  other  question  has  been  discussed  by 
us  and  can  be  disposed  of  in  a  very  few  words. 
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A  number  of  plans,  which  have  been  submitted  here  call  for  a 
guaranty  of  railroad  return  either  by  a  rule  of  rate-making,  which 
imposes  upon  the  commissions  the  duty  of  prescribing  rates  whicli 
Avill  establish  a  sure  return  upon  properties  within  a  given  region, 
a  division  of  excess  profits  and  a  Government  fund  to  serve  as  a 
shock  absorber  for  the  protection  of  the  weak  lines,  and  a  certain 
return  upon  the  investment  account  of  raili"oads  within  certain 
classification  territories. 

I  do  not  knoAv  of  any  regulating  commission,  State  or  Federal, 
who  believes  that  the  Government  should  guarantee  the  return  of 
carriers.  I  have  talked  with  many  members  of  the  State  commis- 
sions and  asked  them  how  they  could  prepare  rates  which  would 
result  in  guaranteeing  a  return  to  the  carriers  within  their  own 
State.  It  seems  to  lie  the  general  opinion  that  a  guaranty  is  im- 
possible of  fulfillment,  because  none  of  us  can  foretell  the  operating 
conditions,  the  movement,  kind,  or  ^'olume  of  freight,  the  climatic 
conditions,  or  whether  in  one  section  of  the  country  there  will  be  a 
large  crop  and  a  complete  or  partial  failure  in  another  section. 
Economic  factors  pla}^  a  large  part  in  every  rate  controversy. 
Practical  considerations  must  address  themselves  to  the  intelligence 
and  judgment  of  a  regulating  tribunal  at  the  time  the  rate  question 
is  presented.  We  also  fear  tliat  any  attempt  b}'  the  Government  to 
guarantee  the  return  of  the  carriers  would  result  in  inefficiency  of 
operation,  extravagance  in  the  conduct  of  the  officei-s  and  employees 
who  control  these  companies,  and  would  result  in  constantly  in- 
creasing operating  costs,  and  generally  monntino-  transportation 
charges  which  would  add  to  the  burden  of  the  American  people. 
We  do  not  believe  that  Congress  should  guarantee  the  return  for  the 
substantial  reason  that  it  would  be  improper  to  select  the  railroads 
from  the  great  body  of  industries  and  give  the  investors  in  that 
property  a  sure  return  when  nearly  all  other  investors  must  rely  upon 
the  ability  and  enterprise  of  the  managers  of  the  property,  the  com- 
petition in  this  country  and  of  foreign  countries,  and  take  chances 
upon  all.  of  the  uncertain  elements  which  confound  or  embarrass 
business  men.  A  guaranty  will  develop  a  strong  socialistic  senti- 
ment in  this  country,  which  will  finally  compel  the  Government  to 
permanently  assume  the  ownership  and  control  of  railroads,  express 
companies,  all  forms  of  utilities,  coal,  iron,  and  mineral  mines,  flour 
mills,  the  packing  industry,  and  even  the  banks  of  tlie  country.  This 
is  the  time  to  consider  the  effect  of  that  form  of  regulation  upon  the 
people  of  this  country. 

Some  of  the  carriers  have  suggested  that  we  should  create  a  fund 
out  of  the  excess  earnings  to  be  used  for  different  purposes,  which  I 
need  not  explain.  The  plan  seems  to  be  futile.  In  dealing  with  rail- 
road companies  or  street-car  companies  or  any  other  form  of  utility 
the  human  equation  must  be  considered.  It  is  not  natural  for  a  human 
being,  wdiether  he  is  a  corporate  officer  or  anyone  else,  to  take  money 
from  his  earnings  and  turn  it  over  to  a  jack  pot  to  be  distributed  to 
others  who  are  competing  with  him  in  the  same  kind  of  business.  The 
moment  the  Government  seeks  to  take  fi-om  a  carrier  any  part  of  its 
excess  earnings,  no  matter  how  ingenious  or  attractive  the  plan  may 
be,  we  encourage  the  expenditure  of  money  in  unnecessary  mainte- 
nance and  repairs,  in  building  fine  stations,  sidetracks,  and  station 
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facilities,  creating  beautiful  parks,  paj^ing  larger  wages  to  employees, 
and  the  investment  of  earnings  into  permanent  improvements  under 
the  guise  of  maintenance.  The  supervision  of  expenditures  would 
have  to  be  most  exact,  so  close,  in  fact,  as  to  approximate  Govern- 
ment operation.  In  other  words,  a  man  will  not  willingly  pay  over 
money  to  a  competitor. 

Mr.  Sanders  of  Indiana.  What  do  you  think  of  our  constitutional 
power  to  do  that? 

Mr.  Elmquist.  I  have  very  grave  doubts  of  the  power  to  do  that, 
Init  I  am  discussing  its  impracticability  rather  than  its  constitution- 
nlity.  In  my  section  of  the  country  we  have  the  Burlington  with  a 
guaranteed  return  by  the  Government  of  22  per  cent  upon  its  com- 
mon stock,  the  Northwestern,  which  has  always  been  a  steady  pro- 
ducer, the  Groat  Northern,  and  the  Northern  Pacific.  The  Burling- 
ton is  the  king-pin  earner  of  the  whole  group  of  railroads  in  that 
section.  If  the  law  required  the  Burlington  to  turn  over  a  certain 
portion  of  the  excess  earning  beyond  5  or  6  per  cent  to  a  jack  pot,  to 
be  used  to  replenish  the  funds  of  other  carriers,  the  Burlington  would 
see  that  there  is  no  such  animal.  It  would  engage  in  building  up  its 
plant  beyond  all  reasonable  requirements,  and  doing  all  sorts  of 
things  to  increase  service  and  to  invite  business.  It  would  have 
beautiful  parks,  fine  stations,  and  unnecessary  sidetracks;  dining 
cars  would  serve  luxurious  $2.50  dinners  for  50  cents;  a  competitive 
service  absolutely  ruinous  to  weaker  railroads  in  that  section  would 
be  established.  So  it  seems  to  me  that  the  guaranty  plan  invites 
an  era  of  competition  in  service  and  of  extravagance  in  this  country 
that  would  finally  overwhelm  the  railroads  and  impose  very  great 
additional  burdens  upon  the  people  of  this  country. 

Mr.  Montague.  You  do  not  think  that  they  would  reach  the  point 
of  distribution,  but  that  they  would  absorb  it? 

Mr.  Elmqi'ist.  Yes;  they  would  absorb  it.  The  friends  of  the  plan 
are  indulging  in  isms:  there  is  nothing  to  it.  The  prosperous  rail- 
road could  pay  much  larger  wages  than  the  poor  railroad,  thus  en- 
couraging restlessness  in  the  world  of  labor,  and  the  strong  line 
would  be  able  to  reach  out  and  get  the  cream  of  the  labor  and  the 
l^oor  line  would  have  to  take  what  was  left. 

Mr.  Denison.  In  that  connection  I  heard  at  one  time  that  the  law 
of  Connecticut  compelled  the  railroads  to  turn  into  the  State  treasury 
all  over  and  above  a  cerain  net  income. 

Mr.  Elmquist.  I  am  glad  that  you  have  raised  that  question. 

Mr.  Denison.  And  that  the  railroads  that  earned  more  than  that 
turned  the  money  into  improvements  in  order  to  avoid  the  excess 
going  into  the  State  treasury.  Do  you  know  whether  or  not  that 
is  true? 

Mr,  Eliniquist.  I  can  not  speak  with  reference  to  the  law  of 
Connecticut,  but  I  can  refer  to  the  law  of  New  Hampshire.  I  read 
from  chapter  128  of  the  laws  of  1844,  which  is  as  follows: 

Sec.  18.  Such  corporations  shall  keep  exact  account  of  all  their  receipts 
and  expenditures  and  make  annual  reports  thereof  to  the  railroad  commis- 
sioners, who  shall  ann\iall>'  communicate  the  same  to  the  legislature,  and  in 
any  and  every  year  when  their  net  receipts  shall  be  found  to  exceed  the  average 
of  10  per  cent  on  their  expenditures  from  the  commencement  of  their  opera- 
tions the  excess  shall  be  paid  into  the  treasury  of  the  State  iintil  otherwist^ 
directed  by  the  legislatur(\ 
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I  have  in  my  hand  the  report  of  the  Public  Service  Commission 
of  New  Hampshire  on  an  investigation  of  railroad  rates  for  the 
years  1911  and  1912,  and  I  read  from  page  245  of  that  report. 

An  examination  of  this  report  shows  that  the  Concord  Railroad 
Co.  paid  an  average  of  8  per  cent  dividends  from  the  time  it  was 
opened  to  1868,  and  then  had  a  surplus  of  $158,144.  By  going  over 
this  report  you  will  find  that  this  carrier  did  exactly  what  I  stated 
a  moment  ago;  it  used  its  large  earnings  in  building  fine  stations 
and  tracks,  station  facilities,  large  parks  and  gardens,  it  planted 
beautiful  trees  and  flowers,  and  did  everything  it  could  to  absorb 
the  earnings,  so  that  nothing  would  be  paid  over  to  the  treasury  of 
the  State.  I  am  advised  by  one  of  the  gentlemen  who  was  for  many 
years  a  commissioner  of  that  State  that  under  the  provisions  of  that 
law  no  money  was  paid  over  to  the  treasury  of  the  State,  but  shortly 
after  the  law  was  repealed  the  carrier  had  excess  earnings  which  it 
was  able  to  issue  stock  for  and  capitalize. 

Mr.  Montague.  With  your  permission,  has  this  ever  fallen  under 
the  notice  of  yourself  or  any  of  your  fellow  commissioners,  that 
one  State,  and  perhaps  more,  in  order  to  help  build  up  the  railroads, 
have  entered  into  a  contract  somewhat  of  this  nature,  that  they 
would  withhold  the  power  of  taxation  upon  those  railroads  until 
their  earnings  reached  such  and  such  a  figure? 

Mr.  Elmquist.  No. 

Mr.  MoKTAGUE.  I  do  not  mean  with  reference  to  taxation;  but  I 
can  see  very  well  how  a  charter  could  take  care  of  that  situation.  I 
do  not  mean  fraudulently. 

Mr.  EL:NtQi7isT.  Yes;  that  may  be  possible. 

Mr.  Sims.  Did  the  New  Hampshire  corporation  issue  a  stock  divi- 
dend by  way  of  increased  capitalization  ? 

Mr.  Benton.  There  was  approximately  $800,000  shown  to  have 
been  invested  in  those  improvements  which  after  the  repeal  of  the 
law  were  capitalized,  with  the  consent  of  the  legislature,  which  was 
obtained,  by  an  issue  of  $1,500,000  worth  of  stock  against  it. 

Mr.  Elimquist.  If  the  committee  pleases,  I  can  file  for  the  record 
the  pages  of  the  New  Hampshire  report  that  deal  particularly  witlt 
that  transaction. 

The  Chairman.  Let  that  be  done. 

Mr.  Elmquist.  Because  it  is  right  in  point. 

Mr.  Watson.  As  an  illustration  of  the  railroads  in  Brazil,  an  act 
was  passed  requiring  the  railroads  to  pay  a  certain  amount  of  their 
earnings  to  the  State,  and  the  officials  have  various  ways  of  avoid- 
ing the  law.  The  directors  elect  two  presidents,  one  of  them  must 
go  to  Europe  for  six  months,  perhaps,  live  in  a  palace,  and  study  the 
efficiency  of  railroad  management.  Upon  the  return  of  president 
No.  1,  then  president  No.  2  in  similar  manner  consumes  the  surplus. 

Mr.  El:mquist.  Of  course,  that  is  a  verv'  nice  way  for  the  presi- 
dent. 

Mr.  Watson.  Perhaps  in  New  Hampshire  the  railway  presidents 
may  have  other  ways  of  disbursing  the  surplus. 

Mr.  Elmquist.  Yes,  sir. 

In  the  beginning  of  my  remarks,  and  I  admit  they  are  all  very 
cursory,  I  indicated  that  we  had  taken  the  Esch-Pomerene  bill  as 
the  text   and   that   we   would   suearest   certain   amendments   which 
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would  embody,  in  a  general  way,  the  recommendations  which  I  have 
just  submitted. 

The  Chairman.  Have  you  them  in  concrete  form  so  that  they  can 
be  presented? 

Mr.  Elmquist.  Yes,  sir;  I  have.  If  I  may  read  them  and  com- 
ment on  each  one 

The  Chairman  (interposing).  Very  well. 

Mr.  Elmquist.  If  you  have  the  bill  before  you.  we  can  proceed. 

The  Chairman.  Yes,  sir. 

Mr.  El:mquist.  Amendments  to  section  1.  Strike  out  from  lines 
14  and  15,  page  2,  the  words:  "And  also  to  such  transportation  of 
passengers  and  property  and  transmission  of  intelligence." 

You  Avill  observe  that  the  language  which  we  have  suggested  that 
you  strike  from  that  section  is  but  a  repetition  of  the  language  which 
is  found  in  paragraph  A  on  page  1  and  paragraph  B  on  page  2.  It 
adds  nothing  to  or  detracts  nothing  from  the  section. 

The  Chairman.  Are  you  using  the  connnittee  print  or  the  original 
bill? 

Mr.  Elmquist.  If  I  did  not  use  the  original  bill  I  would  get  lost. 

The  Chairman.  Is  your  bill  exactly  like  this,  H.  R.  4378  ? 

Mr.  Elmquist.  I  do  not  know. 

The  Chairman.  The  committee  print  changes  that  a  little  bit.  but 
it  is  the  same  text  really. 

Mr.  Elmquist.  May  I  proceed  with  the  original  bill? 

The  Chairman.  Yes,  sir;  H.  R.  4378. 

Mr.  Sanders  of  Indiana.  Will  you  please  refer  again  to  the  page 
and  line? 

Mr.  Elmquist.  Yes.  Strike  out  from  lines  14  and  15,  page  2,  tlie 
words :  "And  also  to  such  transportation  of  passengers  and  property 
and  transmission  of  intelligence." 

Those  words  are  but  a  repetition  of  the  words  found  in  paragraph 
A,  on  page  1,  and  paragraph  C,  on  page  2,  and  it  seems  to  us  to  be 
surplusage. 

The  next  amendment  that  we  suggest  is  as  follows : 

Insert  after  the  word  "however,"  on  line  21,  page  2.  the  following  \ 
language : 

Provided,  hon~ciH'i\  That  notliiiig  in  this  act  shall  he  construed  to  amend,  re- 
peal, impair,  oi-  affect  the  laws  or  powers  of  the  States  in  relation  to  taxation 
or  the  lawful  police  powers  of  the  States,  including  the  power  to  make  and  regu- 
late intrastatt^  rales,  exceiit  as  i^xpi-essly  pidvidcd  in  sections  5,  13,  and  17 
thereof. 

Mr.  Win  SLOW.  Have  you  printed  copies  of  the  amendments? 

Mr.  Elmquist.  We  just  completed  this  last  night  at  11  o'clock. 
We  have  not  sufficient  copies. 

Mr.  Win  SLOW.  We  will  not  get  the  amendments,  however,  until 
they  come  out  in  the  report? 

Mr.  Elmquist.  We  will  have  mimeographic  copies  made  and  sent 
to  each  member  of  the  committee,  we  hope,  early  to-morroAv  morning. 

Mr.  WiNSLow.  Very  well. 

Mr.  Elmquist.  If  the  amendment  is  adopted,  the  section  as 
amended  will  read : 

Provided,  liomever.  That  nothing  in  this  act  shall  be  construed  to  amend, 

repeal,  impair,  or  affect  the  laws  or  powers  of  the  States  in  relation  to  taxation 

f     or  the  lawful  police  powers  of  the  States,  including  the  power  to  make  and 
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regulate  intrastate  rates,  except  as  expressly  provided  in  sections  5,  13,  and  17 
tliercof.  Tliat  the  proAisions  of  tliis  act,  except  as  expressly  ])rovided  in  section 
18  thereof,  shall  not  apply  to  the  transportation  of  passengers  or  property,  or 
to  the  receiving,  delivering,  storage,  oi-  handling  of  property,  wholly  within  one 
State  and  not  shipped  to  or  fi-oni  a  foreign  country  from  (tr  to  any  State  or  Ter- 
ritoi-y  as  aforesaid,  noi*  shall  they  api)]y  to  the  ti'ansniission  of  intelligence  by 
wire  or  wireless  wholly  within  one  State  and  not  transmitted  to  or  from  a 
foreign  country  from  or  to  any  State  or  Territory  as  aforesaid. 

You  will  observe  that  we  leave  the  proviso  in  this  act  as  you  had 
it,  but  we  add  to  it  the  language  suggested.  The  reason  we  suggest 
that  amendment  is  as  follows : 

By  reading  the  bill  we  find  in  nuiny  paragraphs  there  is  language 
which  might  be  construed  as  giving  to  the  Interstate  Commerce  Com- 
mission complete  and  plenary  power  over  many  of  the  services,  police 
powers,  and  things  of  that  kind  which  we  are  quite  sure  this  com- 
mittee does  not  wish  to  do.  A  further  reason  is  this,  that  if  that  pro- 
viso is  in  there  limiting  the  changes  in  the  bill  to  sections  5,  13,  and 
17,  then  we  all  know  and  you  know  that  no  language  in  any  other 
section  of  the  bill  will  interfere  with  the  powers  of  the  States. 

Mr.  Sanders  of  Indiana.  Will  you  illustrate  some  of  those  things 
which  you  are  proposing  to  protect  by  your  amendment? 

Mr,  Elmquist.  Yes,  sir.  Questions  of  car  service.  Ever}'  com- 
mission that  I  know  of  has  control  of  car  service.  They  can  compel 
railroad  companies  to  put  on  additional  passenger  service  or  addi- 
tional freight  service,  to  distribute  cars  to  shippers  who  need  them, 
and  to  do  many  other  things  which  are  so  vitally  necessary  to  the  peo- 
ple within  the  State.  We  do  not  think  that  the  Interstate  Commerce 
Commission  should  reach  out  and  take  control  of  the  matters  that 
are  purely  local  within  the  State. 

Mr.  Sanders  of  Indiana.  It  has  done  that  under  the  present  act  in 
certain  instances.  The  State  laws_  have  been  held  to  conflict  there- 
with and  the  Federal  laws  have  been  held  to  be  exclusive  under  the 
provisions  of  this  very  act,  according  to  mj^  recollection. 

Mr.  Elmquist.  Will  you  please  refer  to  a  case?  Perhaps  you  are 
speaking  of  safety  appliances  or  something  of  that  kind? 

Mr.  Sanders  of  Indiana.  Yes;  but  I  do  not  distinctly  remember. 
I  am  not  in  agreement  with  you  upon  the  proposition  that  this  bill  is 
not  intended  to  give  exclusiAe  power  to  the  Federal  Government.  I 
think  it  is,  and  I  think  that  your  amendment  would  not  only  have  the 
effect  of  destroying  the  effective  powers  intended  to  be  given  by  this 
act  but  would  also  reach  out  and  repeal  a  great  many  of  the  other 
provisions  of  the  law,  I  think  the  effect  of  your  amendment  would 
be,  so  far  as  this  act  is  concerned,  to  make  all  of  these  provisions 
gi'anting  powers  to  the  Interstate  Commerce  Commission  coordinate 
with  the  State  commissions  and  not  exclusive.  Do  you  not  think  it 
would  be  advisable,  for  instance,  for  the  Federal  commission  to  have 
exclusive  power  over  facilities  and  cars? 

Mr.  Elmquist.  Certainly  not, 

Mr.  Sanders  of  Indiana.  So  far  as  interstate  carriers  are  con- 
cerned ? 

Mr,  Elmquist,  Yes ;  so  far  as  interstate  carriers  are  concerned ;  but 
I  am  addressing  my  remarks  to  State  business 

Mr.  Sanders  of  Indiana  (interposing).  I  say  interstate  carriers, 
not  commerce. 

May  I  ask  you  one  further  question  ? 
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Mr.  Elmquist,  Yes,  sir ;  certainly. 

Mr.  Sanders  of  Indiana.  Suj)pose  that  a  coal  company  in  Illinois 
wants  coal  cars  to  use  in  interstate  commerce,  and  suppose  a  com- 
pany at  the  same  time  wanted  coal  cars  to  use  in  State  commerce,  with 
the  provisions  of  this  act  giving  the  right  to  the  commission  in  certain 
times  to  compel  the  furnishing  of  cars  and  car  service,  do  you  not  see 
that  there  might  easily  be  a  conflict? 

Mr.  Elmquist.  Not  an  important  conflict  at  all,  because  if  the  State 
commission  orders  the  carrier  to  supply  equipment  that  is  outside  of 
the  State,  that  order  is  no  good.  The  State  commission  might  have 
some  control  over  the  distribution  of  equipment  which  is  in  the  State. 
Of  course,  they  could  not  make  an  order  which  was  unduly  burden- 
some on  the  carrier  or  which  unduly  discriminated  against  an  inter- 
state shipper. 

Mr,  Sanders  of  Indiana.  I  know;  but  the  cars  are  the  same? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  Suppose  the  Interstate  Commerce  Com- 
mission issues  an  order  against  the  roalroacl  company  exhausting  itvS 
cars,  and  that  is  followed  by  the  State  commission  issuing  a  similar 
order. 

Mr.  Elmquist.  If  the  Interstate  Commerce  Commission  exhausted 
all  the  cars,  there  would  not  be  any  cai's  for  the  State  commission 
to  work  upon,  but  that  condition  does  not  happen.  You  said  you 
were  not  in  accord  with  us  as  to  leaving  any  control  over  equipment 
or  service  with  the  States.  What  are  you  going  to  do  where  the 
people  living  on  a  branch  line  petition  for  service,  who  have  mixed 
passenger  and  freight  service  every  other  day?  Should  they  have 
to  go  to  the  Interstate  Commerce  Commission  for  that  relief? 

Mr.  Sanders  of  Indiana.  Well,  I  hope  not,  when  we  get  through 
with  this  bill. 

Mr.  Elmquist.  So  do  I. 

Mr.  Sanders  of  Indiana.  And  I  hope  they  do  not  ha^'e  to  go  to 
the  State  connnissions. 

Mr.  Elmquist.  They  have  got  to  go  somewhere.  And  what  are 
you  going  to  do  about  the  shippers  who  are  asking  for  additional 
freight  facilities  out  on  a  branch  line  within  the  State?  In  times 
of  car  shortage,  our  commission  in  Minnesota  oftentimes  employs 
steadily,  for  8  and  10  and  12  hours  a  day,  two  or  three  men 
who  are  dealing  Avith  nothing  else  but  car  service  complaints,  where 
the  shippers  in  that  State  need  cars  for  grain,  for  potatoes,  for  live 
stock,  and  for  perishable  products.  Tliose  men  are  right  on  the 
ground,  and  they  keep  in  constant  touch  with  the  volume  of  the 
equipment  which  each  of  the  carriers  has ;  they  know  what  is  coming 
in  and  going  out  and  what  is  available,  and  the  service  they  perform 
is  helpful  to  the  patron  and  carrier.  I  suppose  in  ninety-nine  cases 
out  of  a  hundred  a  suggestion  to  the  carrier  helps  out  the  situation. 
It  would  not  do,  in  my  judgment,  to  take  from  the  people  of  the  State 
the  help  which  they  get  from  local  connnissions  in  regard  to  train 
service  and  equipment.  There  is  a  large  field  for  the  Interstate 
Commerce  Commission  to  cover  in  distributing  equipment  engaged 
in  interstate  commerce,  but  I  do  not  believe  you  should  deprive  the 
States  of  the  help  which  they  get  from  their  local  tribunals. 

There  is  another  question  of  service  along  the  same  point.  Wliat 
about  spur  tracks,  side  tracks  and  safety  crossings,  and  the  elimina- 
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tion  of  dantverous  crossing  and  the  inspection  of  tracks.  There  may- 
be language  in  this  bill  which  will  deprive  the  States  of  the  power 
which  they  have  always  exercised  of  those  purely  local  affairs.  I  am 
quite  sure,  from  everj^thing  I  have  been  able  to  hear  in  this  Congress, 
that  it  is  not  the  intention  of  this  body  to  try  to  take  that  power 
away  from  flie  States  because  it  is  a  pure  i)oli;  e  regulation  and  we 
are  trying  to  safeguard  that  by  this  proviso. 

Mr.  Sanders  of  Indiana.  Why  not  limit  it  to  those  particular 
things  which  you  want  to  avoid  rather  than  to  make  a  sweeping 
statement  which  -will  sap  the  life  out  of  a  great  many  other  pro- 
visions. 

Mr,  Elmquist.  AVhen  we  get  through  with  the  amendments  which 
we  suggest,  I  hope  you  will  concur  with  me  in  the  statement  that  we 
have  not  sapped  tlie  life  out  of  anything  but  have  tried  to  strengthen 
the  bill  and  strengthen  jDublic  regulation. 

Mr.  Sims.  Do  not  the  State  commissiims  also  have  the  power  to 
require  such  railroads  to  build  sheds,  stations,  and  platforms  and  all 
thai:,  sort  of  thing  ? 

Mr.  Elmquist.  Certainly. 

Mr.  Sims.  And  if  they  did  not  have  that  power,  in  many  instances, 
they  would  not  be  built. 

Mr.  Elmquist.  They  would  not  be  furnished  at  all. 

Mr.  Sims.  I  know  in  my  own  State  of  a  junction  point  where  tliere 
is  not  even  a  platform  for  people  to  get  off  and  on  or  to  avoid  freight 
cars,  and  there  is  not  even  a  comfort  station  for  the  women  and 
children  Avho  have  to  wait  there  four  or  five  hours  between  trains, 
and  that  is  on  a  solvent  road,  a  very  solvent  road. 

SERVICE   QUESTIONS. 

The  most  confii-niefl  iiiitionalist  does  not  claim  that  the  Federal  Government 
should  deprive  the  States  of  control  over  essentially  local  matters,  such  as  taxa- 
tion ;  station  and  stockyard  facilities ;  spur  tracks  to  industries ;  reasonable  side- 
tracks and  industrial  tracks;  protection  to  and  elimination  of  dangerous  cross- 
ings: sanitary  measures;  service  relating  to  the  segregation  of  the  races;  in- 
spection of  tracks,  bridges,  and  culverts ;  speed  through  municipalities ;  locaf 
freight  and  passenger  service ;  prevention  of  fires ;  fencing  of  right  of  way  and 
gates  at  farm  crossings;  the  installation  of  proper  interlocking  and  flag  signal 
devices ;  and  a  number  of  other  questions  of  a  similar  kind.  No  uniform  or  na- 
tional rule  could  be  satisfactorily  applied  to  these  service  questions  on  account 
of  different  operating,  climatic,  and  geographical  conditions,  and  the  varying 
densities  of  population.  But  even  if  a  uniform  rule  could  be  applied  to  these 
conditions  the  people  would  be  obliged  to  forego  necessary  improvements  in 
service  and  facilities  until  the  Federal  Government  had  acted.  The  rules  for 
the  elimination  of  grade  crossings  in  the  different  States  present  a  striking 
example  of  the  difficulty  of  nationalizing  these  local  pi'oblems. 

According  to  the  practice  pi-evailing  in  the  several  States,  questions  involv- 
ing many  of  the  foregoing  matters  are  generally  disposetl  of  in  an  informal  way 
with  the  result  that  complaints  are  speedily  and  satisfactorily  adjusted  at 
slight  expense  and  with  convenience  to  the  public.  Whenever  necessary  the 
commissioners  visit  the  interested  locality  and  get  first-hand  information.  It 
is  our  belief  that  local  tribunals  of  a  semijudicial  character  for  the  considera- 
tion of  local  questions  will  be  necessary  to  a  successful  and  democratic  adminis- 
tration of  the  railroad  properties,  whether  under  Federal  or  private  control,  and 
that  the  State  commissions  are  well  prepared  to  do  tliis  work. 

It  is  claimed  that  a  similar  result  might  be  obtained  by  the  appointmeiit  of 
regional  Federal  commissions,  but  tribunals  directly  I'esponsible  to  the  local 
communities  would  be  very  much  more  satisfactory  in  the  long  run.  They  will 
offset  bureaucratic  tendencies  and  preserve  an  element  of  local  self-government 
which  the  size  of  the  country  and  the  complexity  of  its  conditions  make  essential. 
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Even  Federal  control  does  not  remove  the  need  upon  general  grounds  of  retain- 
ing an  independent  system  of  local  public  supervision. 

The  danger  of  public  operation  of  utilities,  especially  vast  systems  like  the 
i-ailroads,  is  that  it  may  be  subject  to  political  or  financial  manipulations  in- 
volving waste  or  graft,  and  this  danger  is  more  likely  to  exist  in  times  of  peace 
than  of  war,  and  the  only  known  preventive  would  be  eternal  vigilance.  The 
■  value  of  the  separate  State  organizations  in  this  aspect  of  the  matter  is  obvious. 
It  surely  is  unwise  to  leave  solely  to  the  discretion  of  an  organization  central- 
ized at  and  responsible  to  Washington  the  operation  of  local  passenger  trains  ;  the 
establishment,  maintenance,  and  sanitation  of  station  facilities ;  the  investiga- 
tion of  accidents ;  the  protection  of  railroad  crossings ;  the  construction  of 
''spur  tracks;  and  other  matters  affecting  local  service,  safety,  and  equipment. 
We  know  of  no  way  by  which  adequate  consideration  can  be  given  to  local 
conditions  and  the  rights  of  the  people  protected  at  moderate  expense  of  money 
and  time  unless  the  State  local  tribunals,  like  the  State  commissions,  are  per- 
mitted to  retain  the  same  direct  authority  over  such  matters  as  they  have  exer- 
cised for  many  years  past. 

The  idea  held  in  some  quarters  that  this  problem  can  be  met  by  the  estab- 
lishment of  a  central  bureau  at  Washington  is  manifestly  ill-conceived.  The 
complaints  can  not  be  handled  satisfactorily  by  long-range  correspondence.  One 
of  the  most  valuable  features  of  the  State  commission  work  has  been  the 
informal  adjustment  of  innumerable  disputes  by  personal  investigation  and 
direct  dealings  with  parties.  The  same  may  be  said  of  accounts,  expenditures, 
and  methods  of  administration.  Publicity  is  a  cure  for  many  evils.  If  State 
commissions,  independently  appointed  or  elected,  retain  their  general  powers 
of  supervision  over  accounts  and  operation,  it  will  be  a  safeguard  against  the 
abuse  of  public  management,  which  so  many  fear,  and  a  direct  incentive  to  the 
conduct  of  affairs  which  will  in  other  respects  endure  the  light  of  day. 

The  Chairman.  Is  there  anything  in  the  bill,  4378,  which  is 
inimical  to  the  power  of  the  States  over  taxation? 

Mr.  Elmquist.  No ;  but  it  was  our  thought  that  by  putting  in  this 
proviso  in  section  1  that  if  Congress  wanted  to  interfere  with  the 
power  of  taxation  it  must  be  by  express  limitation. 

Mr.  Montague.  You  provide  for  that  in  express  terms? 

Mr.  Elmquist.  Yes.  I  do  not  tliink  under  any  circumstances  you 
ought  to  interfere  with  the  right  of  taxation. 

Mr.  Montague.  Suppose  the  Plumb  bill  becomes  law.  Have  you 
made  any  calculation  as  to  Avhat  your  State  will  lose  in  the  way  of 
taxation  ? 

Mr.  Elmquist.  I  surely  have.    I  am  glad  you  raised  that  question. 

Mr.  Montague.  I  think  that  would  be  very  serviceable  infor- 
mation. 

Mr.  Elmquist.  I  have  a  letter  here  from  the  State  treasurer  of 
Minnesota,  which  reads  as  follows: 

Referring  to  the  inquiry  made  by  Mr.  Charles  E.  Elmquist,  president  of  the 
National  Association  of  Railway  and  Utilities  Coumiissioners.  in  Ids  letter  to 
you  dated  August  13,  we  herewith  submit  the  following  replies : 

Railroads  paid  taxes  for  the  calendar  vears  1917  and  1918  as  follows:  1917, 
$6.225,269.61 ;  1918,  .$7,527,863.10. 

In  our  State  the  taxes  are  all  paid^n  the  gross-earnings  basis,  5 
per  cent  in  lieu  of  all  other  taxes  and  assessments.  If  railroads 
were  not  taxed  in  Minnesota  in  1918  there  would  have  been  an  addi- 
tional tax  levy  of  4.3  mills  on  all  real  and  personal  property  in  the 
State  (exclusive  of  money  and  credits  separately  taxed)  to  make  up 
the  loss  through  the  abolishment  of  the  gross-earnings  tax. 

Mr.  Sims.  Do  you  mean  gross  earnings  confined  to  intrastate  traffic 
or  all  traffic? 

Mr.  Elmquist.  All  traffic.  The  interstate  traffic  pays  its  propor- 
tion based  upon  the  mileage. 
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Mr.  Sims.  You  do  tax,  then,  gross  receipts  growing  out  of  inter- 
state traffic  ? 

Mr.  Elmquist.  Yes. 

Mr.  Montague.  I  do  not  ask  you  to  take  the  time  now  to  give  us 
that  information,  but  if  it  is  agreeable  to  the  chairman,  I  would  be 
glad  if  you  would  put  it  in  the  record.  A  statement  showing  the 
total  amount  paid  by  the  railroads  to  the  State. 

Mr.  Elmquist.  The  total  amount  paid  by  class  A  railroads  in 
1917  was  $214,153,028,  and  I  can  file,  if  you  desire,  from  the  Statis- 
tical Abstract  of  the  United  States,  issued  in  191-T,  the  amount  of 
tax  paid  in  each  of  the  States  by  the  railroads  for  the  year  1912,  if 
you  desire. 

The  Chairman.  1912? 

Mr.  Elmquist.  Yes.    The  1918  Abstract  is  not  out  yet. 

The  Chairman.  I  will  ask  you  to  insert  the  latest  information  you 
can  get. 

Mr.  Elmquist.  I  will  see  that  that  is  done,  sir. 

The  following  statement  shows  the  total  amount  of  taxes  paid  by 
the  railroads  to  the  several  States  for  the  year  1917.  This  statement 
is  secured  from  information  available  in  the  offices  of  the  Interstate 
Commerce  Commission. 

Statement  No.  40. — Railroad  taxes,  1911. 


Total  tax. 

Tax  per 
mile. 

8215,146,471 

8972 

1,867,574 

419 

1, 280, 470 

621 

1,767,095 

431 

5, 159, 606 

780 

2, 242, 410 

446 

1,307,224 

1,311 

151,202 

451 

1,579,479 

407 

1,943,870 

383 

1,848,450 

727 

10,289,495 

893 

5, 821, 782 

824 

3,985,173 

410 

5, 142, 732 

576 

2.124,080 

615 

2,440,677 

622 

1, 144, 191 

558 

1,228,921 

991 

2,479,884 

1,199 

3, 546, 501 

500 

6, 032, 183 

710 

2,165,935 

591 

2,400,975 

339 

2,850,135 

601 

3,064,630 

499 

1,143,750 

706 

695,736 

571 

8,249,565 

3,945 

1,635,259 

591 

12,470,412 

1,593 

1,680,510 

445 

2,911,904 

563 

11,.%0,851 

1,347 

4,116,538 

659 

1,738,098 

678 

8,984,950 

924 

447,460 

2,262 

1,240,773 

410 

1,528,627 

3S5 

1,957,294 

542 

5,089,372 

375 

1,232,295 

606 

404,407 

54  2 

Total  United  States 

Alabama 

Arizona 

Arkansas , 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Mas.^achusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska , 

Nevada , 

New  Hampshire 

New  Jersey 

New  Mexico , 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon , 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  D;ikota 

Tennessee , 

Texas 

Utah 

Vermont 
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Total  tax. 


Tax  per 
mile. 


Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 

District  of  Columbia 

United  States  Government 


$3,244,008 
4,430,081 
2,501,071 
5,023,659 
1,209,486 
58,271 

57,957,420 


$793 
906 
792 
750 
741 
1,687 
262 


Now,  answering  your  direct  question,  Gov.  Montague,  if  the  Plumb 
bill  were  to  become  the  law  it  would  eliminate  the  power  of  the 
States  over  taxation,  because  it  expressly  so  provides,  and  thus  you 
would  be  imposing  upon  the  farmers  and  other  property  owners  of 
Minnesota  an  additional  tax  burden  of  over  23  per  cent,  or,  in 
round  figures  for  1918,  $7,527,863. 

Mr.  Mo>:tague.  You  are  basing  that  conclusion  upon  the  assump- 
tion that  railroad  property  would  be  excluded  from  taxation  by  the 
operation  of  the  Plumb  bill  ? 

Mr.  Elmquist.  It  would  be. 

Mr.  MoxTAGUE.  Does  not  his  bill,  though,  exclude  such  property 
from  taxation  by  a  gradual  process  of  decline? 

Mr.  Elmquist.  No;  it  does  not.    I  think  he 

Mr.  Montague  (continuing).  So  much  the  first  year  and  so  much 
the  second  year,  and  so  on  ? 

Mr.  Elmquist.  I  think  Mr.  Plumb  admitted  on  cross-examination 
that  he  would  be  willing  to  have  it  exempted  from  taxation  by  a 
gradual  process,  but  the  ultimate  result  is  the  same. 

You  are  going  to  exclude  from  taxation  within  the  States  the  rail- 
road properties,  and  that  would  very  seriously  interfere  with  the  eco- 
nomic affairs  of  every  State  of  the  Union,  and  the  villages,  cities, 
imd  counties  within  those  States. 

Mr.  Sims.  Mr.  Elmquist,  the  information  wdth  reference  to  the 
taxes  collected  by  Minnesota  from  the  railroads  is  exceedingly  im- 
portant information,  and,  if  you  can  show  it,  I  would  like  to  know 
how  that  compares  with  the  whole  volume  of  taxes.  I  mean,  do 
the  railroads  pay  more  in  proportion  to  property  value  in  the  States 
than  other  property  pays? 

Mr.  Elmquist.  The  tax  commission  of  our  State  has  frequently 
commented  on  that  particular  question,  and  it  has  stated  in  its 
official  reports  that  the  percentage  of  tax  upon  railroad  property  as 
compared  with  other  classes  of  property  is  not  excessive,  and  some- 
times they  have  even  said  that  it  is  not  as  high  as  other  classes 
of  property  in  our  State. 

Mr.  Sims.  It  is  practically  parallel  with  it.  Do  you  know  what 
it  is  per  mile  of  line  in  Minnesota  ? 

Mr.  Elmquist.  I  have  not  figured  it  out,  but  I  could  very  easily  do 
that.     AVe  have  about  8,333  miles  of  railroad  in  the  State. 

Mr.  Merritt.  Do  you  know  what  proportion  of  the  total  State 
budget  comes  from  the  railroads? 

Mr.  Elmquist.  About  23  per  cent. 

Mr.  Sims.  Then  the  entire  burden  of  State  taxes  is  verv  heavv. 
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Mr.  Elmquist.  We  have  some  very  rich  roads  in  the  State,  and  the 
earnings  from  iron-ore  traffic  is  particularly  heavy. 

Mr.  Sims.  But  if  the  railroads  pay  23  per  cent,  that  would  show 
that  the  total  amount  is  about  five  times  as  much  from  all  sources 
and  therefore  your  total  tax  receipts  would  be  about  $35,000,000. 

Mr.  Elmquist.  I  will  file  the  figures  for  just  as  late  a  date  as  they 
are  available,  Mr.  Chairman. 

Another  point  in  the  Plumb  bill.  Gov.  Montague,  is  of  exceeding 
importance.  It  provides  that  the  carriers  are  to  be  operated  by  a 
board  of  directors  of  15  members,  of  which  two-thirds  are  taken  from 
the  employee  list.  The  police  powers  of  the  States  can  only  be  ex- 
ercised according  to  the  will  of  this  board,  who  may  or  may  not 
select  some  tribunal  within  those  States  to  exercise  those  functions. 

Mr.  Montague.  Provided  the  directors  do  that? 

Mr.  Elmquist.  Yes.  In  other  words,  the  police  powers  of  the 
sovereign  States  of  this  Union  would  be  dependent  upon  the  will  of 
a  board  of  directors  of  a  (xovernment  railroad. 

Mr.  Win  SLOW.  Mr.  Elmquist.  while  you  are  on  that  point,  after 
the  plan  got  to  working,  if  it  ever  did,  how  many  men  in  the  country 
do  you  think  would  have  anything  to  say  about  running  the  rail- 
roads? 

Mr.  Elmquist.  I  think  15. 

]Mr.  WiNSLOW.  What  about  the  quarter  of  a  million  people  behind 
them  ? 

Mr.  Elmquist.  They  will  make  suggestions  to  the  board  of  direc- 
tors, but  the  board  of  directors  will  run  the  railroads. 

Mr.  WiNSLOAV.  Do  you  think  that  would  be  in  accordance  with  pre- 
vious custom,  for  the  suggestions  to  come  from  the  bottom?  I  have 
always  assumed  that  in  the  past  the  suggestions  have  come  from 
the  top. 

Mr.  Elmquist.  Of  course,  the  Plumb  plan,  if  adopted,  would  con- 
stitute a  direct  reversal  of  the  whole  policy  of  this  country  in  respect 
to  the  handling  of  transportation  companies. 

Mr.  WiNSLOW.  So  you  think  it  would  be  a  close,  star-chamber  pro- 
cedure, in  the  matter  of  governing  the  railroads  by  15  men? 

Mr.  El^mquist.  It  would  seem  that  they  will  be  very  persuasive  as 
to  the  operation  and  policy  of  the  railroads.  I  do  not  know  where 
the  farmer,  passenger,  or  shipper  is  going  to  have  very  much  to  do 
about  it. 

The  next  amendment  which  we  offer  is  to  section  2.  Strike  out  all 
of  the  first  paragraph  on  page  9,  beginning  with  the  word  "  and,"  in 
line  9  thereof.     Those  words  read  as  follows : 

And  no  carrier  by  rjiilroad  subject  to  this  act  shall  abandon  any  portion  or  all 
of  its  line  of  railroad,  or  the  operation  thereof,  unless  and  until  there  shall 
first  have  been  obtained  from  the  commission  a  certificate  that  the  present  or 
future  public  convenience  and  necessity  permit  of  such  abandonment. 

That  is  a  very  important  question. 

Mv.  Montague.  "From  the  commission" — what  commission? 

Mr.  El:\iquist.  The  Interstate  Commerce  Commission. 

Mr.  Montague.  The  reason  I  ask  that,  Mr.  Elmquist.  is  that  in 
some  of  the  States  it  is  not  called  a  utilities  board,  but  is  called  a 
connnission. 

Mr.  Elmquist.  Yes.  This  paragraph  deals  with  the  Interstate 
Conmierce  Commission. 
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The  law  dealing  with  the  power  of  railroads  to  abandon  service 
or  track  is  quite  debatable.  Some  courts  hold  that  where  a  com- 
mon carrier  has  taken  ont  a  charter  to  do  business  between  two  ter- 
minals that  it  shall  not  abandon  its  track  to  public  service;  that  it 
has  become  a  continuing  obligation.  Other  courts  have  held  that 
where  the  compan}^  can  not  profitably  be  employed  the  court  may 
permit  the  abandonment  of  that  track.  In  a  good  many  of  the 
States  the  legislature  has  given  to  the  local  commissions  the  power 
to  permit  abandonment  of  tracks  upon  application  and  hearing  if 
public  convenience  and  necessity  is  not  injuriously  affected  thereby. 

In  my  own  experience  as  a  commissioner,  I  have  passed  upon  a 
number  of  these  abandonment  cases.  Let  me  give  you  one  or  two 
illustrations  to  show  you  how  the  thing  works  out.  We  had  a  lum- 
ber line  running  from  Cloquet  up  north  into  the  lumber  country 
which  had  been  operating  a  great  many  years.  It  was  56  miles 
long.  The  timber  which  that  railroad  was  built  to  haul  had  been 
exhausted  to  a  very  large  extent  and  during  a  number  of  years  it 
was  not  even  able  to  pay  operating  expenses  and  the  company  in- 
tended to  dismantle  the  sawmill^  which  was  sawing  up  the  logs  Avhich 
the  railroad  brought  in.  A  hearing  was  held  at  which  the  shippers 
and  farmers  Avho  had  located  along  the  lailroad  came  before  us  to 
testify.  They  claimed  they  would  be  seriously  affected  by  the  with- 
drawal of  that  railroad  and  would  be  obliged  to  haul  their  logs  and 
their  wood  and  forest  products  and  other  produce  12,  15,  and  in  some 
cases  as  much  as  20  miles  to  market.  The  commission  went  over 
that  whole  line,  calculated  the  number  of  farms  and  the  volume  of 
business  that  it  was  possible  for  that  company  to  haul  or  to  develop, 
and  we  looked  forward  into  the  future  possibilities  of  that  territory 
and  after  considering  all  the  facts,  the  commission  permitted  the 
abandonment. 

Another  case  was  where  a  Class  B  railroad  liad  extended  a  num- 
ber of  branch  lines  out  into  lumber  territor}'  and  they  desired  to 
abandon  those  particular  branch  lines.  The  commission  went  up 
and  held  hearings  upon  the  ground  and  talked  with  the  loggers  and 
the  farmers  and  those  who  were  interested.  In  some  of  those  cases 
we  permitted  the  abandonments  to  take  effect  at  some  future  period 
which  would  enable  those  who  had  farm  produce  and  timber  ready 
to  liaul  out  during  that  season  and  to  get  it  out  before  the  i-oad  was 
taken  aAvay.  In  others,  the  evidence  showed  clearly  that  the  com- 
pany was  not  operating  at  a  loss  and  that  they  had  a  public  service 
to  perform.  Commissioner  Burr,  of  Florida,  told  us  last  night  that 
they  had  a  similar  case  recently  where  the  railroad  is  79  miles  long, 
and  Judge  Helm,  of  Kansas,  .told  about  a  case  where  the  railroad 
company  asked  to  abandon  a  track  56  miles  long,  and  that  the  real 
reason  which  prompted  the  abandonment  was  a  desire  upon  the  part 
of  that  company  to  take  out  its  rails  and  sell  them  at  a  Aery  large 
price  beyond  what  they  cost  them. 

Suppose  you  were  to  give  to  the  Interstate  Commerce  Commission 
the  power  to  act  exclusively  upon  the  question  of  abandonments. 
What  would  be  the  practice?  What  protection  are  you  giving  to  the 
shipper  or  the  farmer  or  to  any  other  man  who  has  built  along  that 
line  of  railroad  upon  the  promise  of  getting  future  service?  Are 
you  going  to  send  an  examiner  from  Washington  up  along  the  line 
to  examine  that  case  ?    He  knows  nothing  about  the  local  conditions. 
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He  has  no  responsibility  or  he  owes  no  responsibility  to  those  people. 
He  has  not  the  same  direct  interest  in  the  welfare  and  the  develop- 
ment of  that  particular  section  of  the  State  as  the  State  commission. 

The  Chairman.  Suppose  that  line  of  railroad  was  interstate  and 
was  not  an  intrastate  line. 

Mr.  Elmquist.  If  it  were  an  interstate  line? 

The  Chairman.  Yes. 

Mr.  Elmquist.  Even  in  a  case  of  that  kind  v\diy  could  they  not 
go  to  the  commissions? 

The  Chairman.  One  State  commission  might  say  it  ought  to  be 
abandoned  and  another  State  commission  might  say  it  should  not  be 
abandoned. 

Mr.  Elmquist.  In  the  first  place,  I  do  not  know  of  such  a  case 
having  come  before  any  of  the  commissions. 

The  Chairman.  There  doubtless  must  be  cases  of  that  kind. 

Mr.  Elmquist.  Commissioner  Burr,  of  Florida,  says  they  have  a 
case  of  that  kind  before  them  now.  The  railroad  company  is  going 
to  make  the  attempt  arbitrarily  to  abandon  the  track.  In  such  a 
case  there  would  be  no  harm  done  to  the  public  or  perhaps  to  the 
company  if  they  were  obliged  to  present  their  application  to  both 
commissions  involved.  But,  certainly,  on  lines  of  railroad  within  a 
State  there  can  be  no  good  reason  why  the  Interstate  Commission 
should  be  expected  to  pass  upon  that  question. 

The  Chairman.  Would  you  object  to  an  amendment  requiring 
notice  and  cooperation  of  the  State  commissions  with  the  State  com- 
missions on  the  part  of  the  Federal  commission  before  action  was 
taken? 

Mr.  Elmquist.  On  a  line  wholly  within  a  State? 

The  Chairman.  Yes. 

Mr.  Elmquist.  Who  is  going  to  be  the  boss  ? 

The  Chairman.  I  suppose  the  supreme  authority  would  be  the 
better  commission. 

Mr.  Elmquist.  Suppose  the  legislature  would  simply  pass  a  law 
forbidding  abandonments  of  railroad  companies  that  have  been  giv- 
ing public  service? 

The  Chairman.  I  was  proceeding  on  the  assumption  that  those 
lines  that  are  sought  to  be  abandoned  carry  interstate  commerce. 

Mr.  Elmquist.  That  is  true,  Mr.  Chairman;  but  let  me  give  you 
another  illustration.  Up  in  the  northern  part  of  the  State  we  have 
these  railroads  that  are  hauling  tremendous  volumes  of  iron  ore. 
These  mines  are  scattered  all  through  the  State.  The  railroad  builds 
its  line  out  to  the  mine  and  it  may  be  10  or  15  or  20  or  25  miles 
long.  Afterwards  that  mine  is  largely  exhausted  and  the  railroad 
wishes  to  abandon  that  line  and  locate  it  somewhere  else.  They 
come  down  to  the  conmiission  and  we  send  our  men,  or  go  ourselves 
over  the  line  and  examine  it,  talk  to  the  people,  and  liave  a  hearing, 
and  very  frequently  the  order  for  abandonment  is  given  in  a  very  few 
days.  But  the  beautiful  thing  is  that  the  people  have  a  chance  to  be 
heard  before  local  officers  who  understand  the  facts,  and  it  seems 
to  me,  and  it  seems  to  all  of  us,  that  that  is  one  power  that  should  be 
left  in  the  States,  because  there  is  a  danger  of  its  being  abused  if 
you  give  that  power  to  a  central  tribunal  here  at  Washington,  located 
3,500  miles  away  from  the  Pacific  coast.     You  are  imposing  alto- 
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gether  too  niucli  of  a  burden  on  the  shippers  and  the  interested 
public  in  matters  of  that  kind. 

Mr.  Sims.  Sometimes  logging  roads  built  for  that  purpose  have 
become  such  carriers  of  commerce  as  to  materially  affect  the  com- 
munity if  abandoned. 

Mr.  Elmquist.  Certainly. 

Mr.  Watson.  May  I  give  another  illustration,  Mr.  Chairman.  I 
am  very  familiar  with  a  short-line  road  which  had  its  terminal 
within  a  State  but  was  doing  an  interstate  business.  The  charter 
was  dissolved  a  few  daj^s  before  the  administration  took  control  of 
the  railroads.  The  public  service  commission  of  that  State  gave 
permission  to  take  up  the  tracks.  After  that  the  Interstate  Com- 
merce Commission  said  it  had  control  of  the  road,  and  the  adminis- 
tration claimed  it  had  control  of  the  road  after  the  charter  had  been 
dissolved.  An  official  wrote  to  the  president  of  the  company,  "You 
are  compelled  to  operate  the  road  if  I  say  so."  Do  you  think  or  do 
you  believe  the  Interstate  Commerce  Commission  should  absolutely 
have  control  of  a  railroad  after  the  charter  has  been  dissolved? 

Mr.  Elmquist.  Was  that  a  statutory  proceeding? 

Mr.  Watson.  Yes. 

Mr.  Elmquist.  And  it  was  an  interstate  road? 

Mr.  Watson.  The  terminals  were  within  the  State,  but  it  had 
interstate  traffic  and  came  under  the  Interstate  Commerce  Commis- 
sion jurisdiction. 

Mr.  Elmquist.  But  the  terminals  were  wholly  within  the  con- 
fines of  your  State. 

Mr.  Watson.  The  terminals  were  within  the  State. 

Mr.  Elmquist.  It  seems  to  me  there  is  no  injustice  to  anybody  in 
requiring  that  proceeding  to  go  before  the  proper  regulating  officials, 
if  the  legislature  of  that  State  sees  fit  to  give  to  the  commission 
the  power  to  pass  upon  that  question. 

Mr.  Watson.  Then  you  think  the  Interstate  Commerce  Commis- 
sion should  have  no  control  over  that  road  after  the  charter  had  been 
dissolved  ? 

Mr.  Elmquist.  Not  over  the  abandonment. 

Mr.  Watson.  They  did  assume  control,  however. 

Mr.  Elmquist.  I  do  not  know  much  about  the  facts,  but  I  would 
imagine  it  was  the  Railroad  Administration  rather  than  the  Inter- 
state Commerce  Commission  that  was  dealing  with  that  problem, 
was  it  not? 

Mr.  Watson.  The  Interstate  Commerce  Commission  claimed  they 
controlled  the  road. 

Mr.  Elmquist.  The  Interstate  Commerce  Commission? 

Mr.  Watson.  Yes. 

Mr.  Elmquist.  When  was  that? 

Mr.  Watson.  Two  years  ago. 

The  Chairman.  That  was  before  Federal  control. 

Mr.  Watson.  It  was  after  Federal  control.  The  charter  was  dis- 
solved a  few  days  before  Federal  control. 

Mr.  Elmquist.  I  would  have  to  look  up  that  question,  but  I  am 
inclined  to  think  that  it  was  the  Railroad  Administration  that  as- 
sumed control  of  that  question  at  that  time. 

Mr.  Watson.  That  is  very  true,  but  the  Interstate  Commerce  Com- 
mission wrote  a  letter  also  stating  it  had  control. 
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~Sh\  Elmquist.  They  might  have  some  control  over  the  operation. 

Mr.  Watson.  But  the  charter  was  dissolved,  and  even  after  that 
the  Interstate  Commerce  Commission  wrote  a  letter  stating  they  had 
jurisdiction.  I  am  onlj'  citing  this  case  as  one  of  which  I  have 
knowledge. 

Mr.  El^iquist.  The  next  amendment  is  to  further  amend  said  sec- 
tion by  striking  out  the  words  on  line  24,  page  9,  and  one  of  page  10, 
reading  as  follows: 

Or  any  portion  or  all  of  sucli  line  of  railrond.  oi-  the  operation  thereof,  is  pro- 
posed to  be  abandoned. 

This  simply  carries  out  more  effectively  the  purpose  of  the  first 
amendment  which  we  offered  to  that  section. 

Mr.  Kayburn.  Mr.  Elmquist,  are  ,you  opposed  to  giving  the  In- 
terstate Commerce  Commission  any  power  over  abandonments? 

Mr.  Elmquist.  We  feel  that  so  long  as  the  railroad  property  is 
within  a  State  that  tlie  State  commission  should  be  required  to  pass 
upon  the  question. 

Mr.  Rayburn.  I  mean  over  any  property. 

Mr.  Elmquist.  If  <  it  is  an  interstate  line  running  between  two 
or  more  States,  we  would  not  object  to  having  the  Interstate  Com- 
merce Commission  given  the  power  over  that  question,  but  with 
properties  within  a  State  we  believe  the  proper  place  to  go  is  the 
State  commission. 

Mr.  Rayburn.  How  about  a  State  like  Texas,  where  every  railroad 
that  comes  in  there  is  a  Texas  corporation  ?  Then  the  Texas  com- 
mission would  have  power  over  all  of  them. 

Mr.  Elmquist.  I  think  Texas  is  big  enough  to  handle  that  prob- 
lem all  right. 

Mr.  Rayburn.  I  am\just  asking  the  question. 

Mr.  Elmquist.  That  would  be  the  effect  of  it, 

Mr.  Rayburn.  And  it  would  be  different  from  those  States  that 
do  not  have  that  requirement  as  to  transportation  companies  enter- 
ing the  State. 

Mr.  Elmquist.  Yes.  It  would  come  within  the  amendment  which 
we  suggest,  and  that  is  over  lines  wholly  within  a  State. 

Further  amend  said  section  by  striking  out  the  words  "  or  aban- 
donment" appearing  in  lines  15,  16,  and  17,  on  page  10.  This  sim- 
ply carries  out  the  same  idea. 

Amend  said  section  further  by  striking  out  the  words  on  line  11, 
page  11,  reading  as  follows :  "  and  to  extend  its  line  or  lines." 

The  Chairman.  Where  is  that? 

Mr.  Elmquist.  That  is  on  page  11,  section  2,  "and  to  extend  its 
line  or  lines." 

You  will  observe  that  that  section  apparentlj^  gives  to  the  Inter- 
state Commerce  Commission  the  power  to  compel  telephone  and  tele- 
graph companies  to  extend  their  line  or  lines.  There  are  47  States 
in  the  Union  that  have  commissions  handling  the  rates  and  service 
of  telephone  companies.  Generally  the  extension  of  a  line  works  out 
about  in  this  way :  There  is  a  demand  for  service,  and  the  telephone 
company  anticipates  the  amount  of  this  service  and  builds  its  line. 
Some  people  along  the  line  are  demanding  service,  and  for  some  rea- 
son or  another  the  telephone  company  does  not  choose  to  give  it  to 
them.     The  local  commissions  have  the  power,  generally,  to  compel 
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that  public-service  company  to  extend  its  line  and  give  service  to 
that  particular  individual.  In  manj^  States  the  commissions  also 
have  the  power  to  compel  a  telephone  company  to  extend  its  line  out 
into  territory  so  as  to  give  public  service.  Ordinarily,  these  exten- 
sions are  limited  in  extent.  They  are  short  extensions,  and  it  would 
enable  them,  in  our  judgment,  to  give  to  the  Interstate  Commerce 
Commission  the  power  to  determine  those  extension  cases.  You 
have  in  this  country  about  40,000  telephone  companies.  Most  all  of 
them  are  purely  intrastate  in  character,  although  feheir  lines  con- 
nect with  the  toll  lines  and  the  subscribers  are  able  to  telephone 
all  over  the  country.  Nevertheless,  those  companies  were  created  to 
give  only  local  service  and  are  purely  local  instrumentalities,  and  it 
would  not  do,  in  our  judgment,  to  confer  upon  the  Federal  Govern- 
ment the  power  which  is  now  exercised  by  the  local  commissions  over 
the  extension  of  the  lines  and  service  of  these  companies. 

Mr.  Katburn.  You  mean  only  the  telegrapli  and  telephone  com- 
panies ? 

Mr.  Elmquist.  That  particular  clause  just  submitted  refers  to 
telegraph  and  telephone  companies. 

Insert  after  the  word  "  proceedings,"  on  line  19,  the  following : 

Copies  of  such  applications  sliall  be  filed  with  the  proper  State  authority  as 
hereinafter  specified. 

The  language  of  this  bill,  Mr.  Chairman,  provides  that  after  these 
applications  have  been  filed  with  the  Interstate  Commerce  Commis- 
sion that  it  shall  be  the  duty  of  the  commission  to  give  notice  to 
the  States  or  other  proper  authorities.  We  think  it  would  be  very 
much  better  if  these  companies  when  they  file  their  application  here 
would  at  the  same  time  file  or  serve  notice  upon  the  proper  State 
officers.  There  is  very  good  reason  why  that  should  be  done.  You 
might  have  an  application  from  a  company  in  California  filed  here, 
and  by  the  time  the  notice  was  sent  to  California  it  would  be  a  week 
and  the  reply  would  take  another  week.  It  means  delay  and  incon- 
venience and  very  frequently,  perhaps,  the  notice  might  not  include 
a  copy  of  the  application  wliich  was  filed.  We  hope  it  will  be 
adopted. 

Insert  at  the  end  of  section  2,  line  15,  page  11,  the  following: 

Provided,  That  the  authority  of  the  Commission  conferred  by  this  section 
shall  not  extend  to  the  construction  of  sidetracks,  spur,  industry,  team  or 
switching  tracks,  street  cars  and  electric  interurban  lines,  or  to  extensions  of 
lines  of  steam  railroads  or  to  the  construction  of  new  lines  to  be  located  wholly 
within  one  state. 

As  we  read  the  language  of  the  bill  it  would  give  to  the  Inter- 
state Commerce  Commission  the  right,  perhaps,  to  issue  a  certificate 
of  convenience  and  necessity  for  the  construction  of  spurs,  side- 
tracks, and  industry  tracks  and  extensions  of  main  lines  or  branch 
lines.  It  is  the  judgment  of  the  commissioners  that  the  Interstate 
Commerce  Commission  should  not  be  given  the  power  to  control 
the  building  of  spur  and  industry  tracks  and  things  of  that  kind. 
In  most  of  the  states  the  law  expressly  gives  to  the  state  commission 
the  power  to  order  any  spurs,  sidings,  or  industry  tracks  when  the 
public  convenience  and  necessity  require.  When  those  tracks  are 
built  the  commission  usually  fixes  the  terms  upon  which  they  shall 
be  constructed  and  they  become  a  part  of  the  system  or  the  line  of 
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railroad.  It  is  purely  a  local  question.  The  commissions  are  con- 
stantly appealed  to  for  that  sort  of  a  facility.  It  is  a  thing  that 
is  frequently  taken  care  of  by  negotiation.  Perhaps  an  application 
comes  to  our  commission,  a  delegation  of  farmers  or  someone  who 
owns  a  gravel  pit  or  stone  quarry  or  a  cement  mill  may  come  in  and 
ask  for  a  spur  or  industry  track,  and  we  telephone  down  and  get 
an  operating  official  to  come  in  and  it  is  all  taken  care  of  in  an  hour ; 
the  plan  is  agreed  to.  It  would  not  do,  in  our  judgment,  to  give  to 
the  Interstate  Connnerce  Commission  the  power  to  pass  upon  these 
purely  local  matters  and  to  deprive  the  people  of  the  State  of  any 
service  which  they  get  from  their  local  tribunal. 

It  has  been  suggested  by  Commissioner  Jackson,  of  Wisconsin,  that 
the  same  power  might  be  extended  to  street  car  companies  which 
under  the  law  are  compelled  to  make  extensions  by  order  of  the  city 
council.  In  some  cases  street  car  companies  may  come  under  the 
provisions  of  this  act,  because  they  handle  freight  and  joint  traffic 
with  interurban  lines  and  with  railroads,  and  because  of  that  pro- 
vision we  believe  that  the  section  ought  not  to  apply  to  street  car 
companies  at  all. 

Mr.  Sanders  of  Indiana.  Let  me  see  if  I  understand  the  effect  of 
that  amendment.  You  give  the  jurisdiction  entirely  to  the  State 
commission  ? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  No  matter  whether  the  Pennsylvania  or 
New  York  Central  went  clear  across  a  number  of  States  and  no  mat- 
ter if  the  line  were  ever  so  long,  if  it  were  within  a  State  you  would 
have  the  jurisdiction  in  the  State  commission? 

Mr.  Elmquist.  That  is  the  purport  of  the  amendment,  sir. 

The  Chairman.  Supose  in  this  matter  of  extensions  that  the  char- 
ter fixes  the  termini,  would  it  be  constitutional  for  us  to  authorize 
the  Interstate  Commerce  Commission  to  order  an  extension  beyond 
the  terminus  or  termini  prescribed  in  the  charter? 

Mr.  Elmquist.  I  would  not  want  to  pass  upon  that  question  with- 
out reflection.  I  know  that  commissions  have  the  power  to  compel 
reasonable  extensions  of  service  and  of  tracks  to  meet  public  neces- 
sity. Whether  you  could  give  to  the  Interstate  Commerce  Commis- 
sion the  power  to  go  into  a  State  and  order  a  corporation  which  is^ 
chartered  by  that  State  to  make  an  extension  beyond  the  termini 
mentioned  in  the  charter,  raises  a  very  interesting  question.  My 
curb-stone  opinion  is  that  such  a  law  would  fail. 

The  Chairman.  Woidd  a  State  commission  have  the  authority  to 
order  the  extension  of  a  line  chartered 

Mr.  Elmquist  (interposing).  Beyond  its  termini? 

The  Chairman.  Chartered  by  a  State  beyond  its  termini? 

Mr.  Elmquist.  I  have  not  investigated  that  question,  Mr.  Chair- 
man. That  question  never  came  before  our  commission.  I  am  just 
informed  by  Commissioner  Mayfield  that  the  Supreme  Court  of  the 
State  of  Texas  has  held  that  the  commission  can  not  compel  a  rail- 
road to  build  an  extension  beyond  the  termini  fixed  in  the  charter. 

The  Chairman.  The  stockholder  of  the  road  within  the  original 
grant  has  no  right  to  assume  that  a  greater  burden  would  be  imposed 
upon  his  company  by  an  extension  order  of  the  commission  beyond 
the  terminus.    Would  he  have  any  rights  in  the  premises? 
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Mr.  Elmquist.  Ordinarily  an  extension  which  involved  a  capital 
charge  must  be  approved  by  the  directors,  and  frequently,  I  think 
in  most  cases,  stockholders  are  notified  of  the  purpose  of  issuing 
that  stock  and  they  haVe  a  right  to  protect  themselves  against  im- 
proper expenditure  or  unlawful  expenditure. 

The  Chairman.  I  have  some  doubts  as  to  the  constitutionality  of 
this  provision  in  our  bill  on  page  11  as  to  extensions  unless  there 
might  be  put  in  some  limitation  that  the  extension  should  be  practi- 
callv  witliin  the  terms  of  the  grant.     I  am  open  on  that  matter. 

Mr.  Elmquist.  We  will  be  very  glad  to  give  you  an  opinion  upon 
the  question  if  you  want  it.    It  will  take  a  little  reflection. 

The  same  amendment  refers  to  electric  interurban  lines.  There 
are  a  great  many  electric  interurban  lines,  the  average  length  of 
which  in  this  country  is  about  48  miles.  Generally  speaking,  they 
perform  a  local  service  under  the  law^s  of  the  State.  They  are  sub- 
ject to  the  regulatory  powers  of  the  local  commissions.  We  can 
see  no  good  reason  for  transferring  to  the  Interstate  Commerce 
Commission  the  power  to  determine  the  extension  or  the  abandon- 
ment of  those  lines  which  are  specially  designed  to  take  care  of 
local  service.  You  are  trying  to  take  care  of  evils  or  injuries  and  it 
strikes  us  that  you  are  imposing  a  greater  hardship  upon  the  public* 
and,  perhaps,  upon  the  industry  itself,  in  asking  the  interested 
bodies  to  come  here  to  Washington  to  have  those  matters  disposed  of. 

Amendments  to  section  4,  on  page  12,  insert  after  the  word  "  act,"^ 
on  line  9  the  words  "  except  telegraph  or  telephone  companies.'* 
and  strike  out.  in  line  13  of  said  page,  the  words  "or  messages," 
and  insert  in  the  same  line  the  word  "  or "  after  the  word  "pas- 
sengers." 

You  will  observe  that  this  section,  beginning  in  line  7,  deals  with 
the  control  of  the  terminals  of  carriers.  We  thought  it  ought  to 
be  limited  to  steam  railroads  and  therefore  we  are  simply  inserting- 
in  the  appropriate  place  the  words  "  telegraph  or  telephone  com- 
panies," so  as  to  limit  the  provision  of  that  section  to  the  steam 
carriers.  The  terminals  of  the  telephone  companies  are  so  strictly 
local,  usually  represented  only  b}'  a  central  equipment,  that  we 
believe  they  should  be  regulated  by  the  local  authorities  rather  than 
by  the  Federal  tribunal.  It  seems  to  us  that  the  soundness  of  that 
recommendation  will  be  accepted  by  this  committee. 

The  Chairman.  What  change  is  there  in  line  13  ? 

Mr.  Elmquist.  The  amendment  is  to  strike  out  the  words  "  or 
messages"  in  line  13.    That  confines  the  section  to  steam  railroads. 

Amendments  to  section  5,  insert  the  word  "  authorized  "  in  line  9, 
page  14,  the  following  language : 

The  same  procedure  as  to  filing  of  applications  and  servinu;  of  notice  of 
hearing  upon  proper  State  authorities,  with  opportunity  to  be  heard,  shall 
be  had  as  is  provided  in  section  17  of  this  act.  applicable  to  sicurities. 

That  carries  out  the  idea  that  applications  ought  to  be  filed  with 
the  State  tribunals  the  same  as  with  the  Interstate  Commerce  Com- 
mission, so  that  the  notice  of  the  pendency  of  the  proceeding  can 
be  given  in  due  time  to  those  interested  to  prepare  evidence  to 
present  in  the  case. 
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Insert  after  the  word  '*  section  "  in  line  19,  on  page  11,  the  fol- 
lowing language  : 

Provided,  Thut  the  provisions  of  this  section  shall  not  apply  to  street  CiU- 
companies,  noi-  to  electric  interui'bnu  companies,  or  to  telejirapli  and  tele- 
plione  companies  the  major  portion  of  wliose  physical  properties  devoted  to 
pnhlic  use,  measured  by  its  value,  is  located  within  one  State. 

That  is  the  pooling  and  consolidation  statute.  We  do  not  think 
that  that  should  apply  to  street  car  companies  nor  to  electric  inter- 
urban  companies  or  to  telegraph  or  telephone  companies,  except 
under  certain  conditions.  In  the  State  of  Minnesota  alone  we  have 
L836  telephone  companies.  Most  of  those  are  small  companies. 
Under  the  statute  those  companies  are  permitted  to  consolidate  or 
one  to  buy  up  another  with  the  consent  of  the  local  commission. 
That  involves  a  consideration  of  the  facts  applicable  to  the  particu- 
lar case.  The  j)ractice  is  for  them  to  send  in  a  petition  by  letter.  We 
ordinarily  invite  the  people  in;  or  if  it  is  a  large  case  involving  a 
good  many  people  w^e  hold  a  meeting  on  the  ground  and  ascertain 
all  the  facts  and  find  out  what  the  effect  of  the  consolidation  will 
be  upon  the  business,  upon  the  rate,  upon  the  earnings,  and  upon , 
the  service.  It  is  purely  a  local  question,  and  we  do  not  believe  that 
it  is  one  which  should  be  handled  from  Washington,  because  it 
will  simply  mean  delay  and  perhaps  sometimes  very  great  injustice 
to  the  people  who  are  to  be  served ;  and  it  certainly  would  be  a  very 
great  hardship  upon  the  small  company  if  it  were  obliged  in  any 
way  at  all  to  come  to  the  Federal  Government  for  the  right  to  make 
those  consolidations. 

My  attention  has  just  been  called  to  tl?e  fact  that  the  interurban 
lines,  and  even  some  street  car  companies,  are  engaged  in  selling 
power  and  light,  and  sometimes  they  serve  two  cities  separated  by  a 
State  line.  That  is  the  situation  in  Duluth  and  in  Superior,  and  I 
think  the  same  situation  obtains  in  Kansas  City,  Kans.,  and  Kansas 
City,  Mo.  It  is  a  local  question,  and  can  easily  be  taken  care  of  by 
the  local  tribunal.  You  will  observe  there  that  we  use  the  words 
"  to  telegraph  and  telephone  companies  the  major  portion  of  whose 
physical  properties  devoted  to  public  use,  measu.red  by  its  value,  is 
located  within  one  State."  The  provision  of  the  statute  would  ex- 
empt from  our  amendment  the  A.  T.  &  T.,  the  Western  Union  and 
Postal  Telegraph  Companies,  because  the  major  portion  of  their  prop- 
erty is  not  within  one  State.  Our  attempt  is  to  retain  control  over 
the  local  instrumentalities  and  not  to  impose  any  undue  burden  either 
upon  the  utility  or  the  public  by  requiring  them  to  come  to  the  Fed- 
eral Government  for  relief. 

Amendments  to  section  13.  That  is  your  rate  statute.  The 
amendments  we  suggest  to  that  section  are  as  follows : 

Strike  out  the  words  found  on  lines  23,  24,  and  25  on  page  20 
and  line  1  on  page  21,  reading  as  follows: 

Whenevei-  in  any  investiuation  under  the  provisions  of  tliis  act  there  shall  he 
hrousht  to  issue  the  lawfulness  of  any  rate,  fare,  char.se,  classification,  rei;u- 
lation,  or  practice  made  or  imposed  by  authority  of  any  State — 

And  insert  in  lieu  thereof  the  following  language : 

\A'lienever  in  any  proceeding?  before  the  commission  there  is  brought  in  issue 
the  question  of  unjust  discrimination  or  undue  preference  ov  undue  prejudice 
as  between  State  and  interstate  or  foreign  commerce. 
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We  want  the  provisions  of  that  section  applied  to  those  questions 
of  discrimination  or  prejudice  which  have  been  brought  up  and 
determined  by  the  Shreveport,  the  Illinois  Passenger  Rate,  and  the 
South  Dakota  Express  Rate  cases.  The  language  of  the  petition 
will  clearly  indicate  that  this  is  the  kind  of  a  question  which  is 
before  the  commission  before  an  eiFort  is  made  to  bring  the  State 
commissions  into  consultation  or  cooperation. 

Mr.  Sanders  of  Indiana.  "Discrimination  and  prejudice."  and 
what  else? 

Mr.  Elmquist.  "  Unjust  discrimination  or  undue  preference  or 
prejudice  as  between  State  and  interstate  or  foreign  commerce." 

Mr.  Denisox.  This  provision  is  broader  than  the  pre>:ent  law? 

Mr.  Elmquist,  The  amendment  which  we  suggest? 

Mr.  Denison.  No. 

Mr.  Elmquist.  We  would  limit  the  use  of  the  word  ''lawfulness." 

Mr.  Dekison.  You  think  it  is  too  broad? 

Mr.  Elmquist.  Yes,  sir.  The  suggested  amendment  would  con- 
fine this  section  clearly  to  questions  of  discrimination  between  State 
and  interstate  commerce,  and  I  believe  that  was  the  intention  of  the 
committee. 

Further  amend  by  striking  out  all  of  the  paragraph  beginning 
on  line  18,  page  21,  and  inserting  in  lieu  thereof  the  following: 

The  commission  shall  have  autliority  after  a  full  hearing  to  make  such  find- 
ings and  orders  as  may  in  its  .iudgmeiit  tend  to  remove  any  undue  iirefei-ence, 
prejudice,  or  advantage  found  to  exist. 

You  will  observe  that  that  strikes  out  all  of  the  paragraph  and 
substantially  the  language  which  I  have  just  read. 

Mr.  Sanders  of  Indiana.  May  I  ask  you  a  question? 

Mr.  Elmquist.  Certainly. 

Mr.  Sanders  of  Indiana.  The  purpose  of  your  amendment  is  to 
make  the  substantive  law  in  this  case  declaratory  of  the  rule  in  the 
Shreveport  case? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  The  present  provisions  of  the  proposed 
section  13  add  to  the  substantive  law  as  declared  in  the  Shreveport 
case  the  element  of  forbidding  undue  burden  on  interstate  com- 
merce ? 

Mr.  Elmquist,  That  is  true.  I  propose  at  the  convenience  of  the 
committee  to  discuss  that  question. 

Mr.  Sanders  of  Indiana,  I  just  wanted  to  get  that  clear. 

Mr,  Elmquist.  I  first  wanted  to  bring  to  your  attention  the 
amendments  that  we  propose  and  then  I  will  proceed  with  my  dis- 
cussion. 

Upon  that  question  I  will  refer,  and  read  a  part  of  the  discussion 
which  we  submitted  to  the  Senate  committee.  It  strictly  bears  upon 
this  question. 

The  Chairman.  We  will  suspend  at  this  point.  It  is  12  o'clock. 
The  committee  will  take  a  recess  until  2  o'clock  p.  m. 

(Thereupon,  the  committee  took  a  recess  until  2  o'clock,  p.  m.) 

after  recess. 

The  committee  reassembled  at  the  expiration  of  the  recess,  at 
2  o'clock  p.  m, 
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The  Chairman.  Mr.  Elmquist,  you  may  proceed. 

Mr.  Elmquist.  Mr.  Chairman,  when  we  adjourned  this  morning 
I  was  about  to  discuss  the  amendments  to  section  13  of  the  act  which 
refer  to  discriminations  between  State  and  interstate  rates  and  the 
burden  upon  interstate  commerce. 

Your  committee  in  a  report  written  by  the  Hon.  Mr.  Sanders  of 
Indiana,  on  Senate  bill  641,  known  as  the  Cummings  bill,  stated,  on 
page  5,  as  follows: 

The  committee  is  of  the  opinion  that  .inrisdiction  over  any  new  intrastate 
rates  shonltl  rest  with  tlie  State  re.sulatory  bodies.  These  tribinials  are  in  close 
touch  with  transportation  in  their  respective  States  and  can  sive  intelligent 
and  prompt  consideration  of  the  questions  presented  by  any  proposed  change. 
It  will  be  noted  that  no  power  is  given  by  the  proposed  committee  amendment 
to  the  State  commissions  to  investigate  or  in  anywise  interfere  with  the  present 
rate  structure,  but  their  jurisdiction  relates  alone  to  future  changes  or  in- 
creases. The  director  general  has  been  following  the  practice  of  consulting 
with  State  commissions  and  stated  to  the  committee: 

"  In  addition  to  that,  it  has  further  been  our  policy  with  respect  to  intra- 
state rates,  in  every  case  where  it  was  at  all  possible,  to  keep  in  touch  with  the 
State  railroad  commissions  and  get  the  benefit  of  their  advice." 

The  Interstate  Commerce  Commission  would  still,  of  course,  have  jurisdiction 
over  intrastate  rates  affecting  interstate  commerce,  when  the  facts  came  within 
the  rule  laid  down  in  the  Shreveport  case. 

Mr.  Sanders  of  Indiana.  Just  tor  the  record,  Mr.  Elmquist,  I 
might  state  that  I  was  in  that  report  stating  the  views  of  the  com- 
mittee and  not  my  individual  views,  so  far  as  that  part  of  it  is  con- 
cerned. Personally,  I  think  during  Federal  control  the  power  should 
rest  with  the  Interstate  Commerce  Commission. 

Mr.  Elmquist.  I  take  it  that  the  declaration  as  to  the  State  rate- 
making  power  represents  the  opinion  of  the  committee  as  such. 

Mr.  Sanders  of  Indiana.  It  does. 

Mr.  Elmquist.  And  therefore  it  will  be  unnecessary  for  me  to 
make  a  constitutional  argument  to  show  that  under  the  tenth  amend- 
ment the  question  of  intrastate  rates  is  reserved  to  the  States. 

There  is  one  paragraph  from  the  Shreveport  case  which  I  desire 
to  read  in  connection  with  the  statement  which  I  have  just  made  in 
discussing  the  subject  of  State  rates.  After  citing  many  authorities, 
Justice  Hughes -sums  up  the  matter  in  the  Shreveport  case,  as 
follows : 

While  these  derisions  sustaining  the  Federal  power  relate  to  measures 
adopted  in  the  interest  of  the  safety  of  persons  and  property,  they  illustrate 
the  principle  that  Congress  in  the  exercise  of  its  paramount  power  may  prevent 
the  common  instrumentalities  of  interstate  and  intrastate  commercial  inter- 
course from  being  used  in  their  intrastate  operations  to  the  injury  of  interstate 
commerce. 

Xow,  notice — 

This  is  not  to  say  that  Congress  possesses  the  authority  to  regulate  the  in- 
ternal commerce  of  the  States  as  such,  but  that  it  does  possess  the  power  to 
foster  and  protect  interstate  commerce  and  to  take  all  measures  necessary  or 
appropriate  to  that  end,  and  although  intrastate  transactions  of  interstate  car- 
riers may  thereby  be  controlled. 

We  take  that  as  the  accepted  law  of  the  Nation  as  safeguarded  by 
the  Constitution  of  the  United  States. 
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The  most  fruitful  source  of  agitation  and  litigation  has  been  over 
the  control  of  the  rates  by  the  States.  In  one  form  or  another  the 
railroads  have  insistently  urged  that  this  power  should  be  vested 
exclusively  in  the  Federal  Government.  Thus  far  they  have  been 
unsuccessful,  except  in  cases  where  intrastate  rates  created  an  unjust 
discrimination  as  against  interstate  rates.  As  the  law  now  stands, 
State  commissions  have  exclusive  control  over  intrastate  rates,  subject 
to  the  rule  that  rates  must  not  be  confiscatory,  must  not  burden  inter- 
state connnerce,  or  create  an  unjust  discrimination  between  State  and 
interstate  commerce. 

Rates  are  intimately  connected  with  the  welfare  and  prosperity 
of  industries  and  communities.  Many  local  rates  have  no  relation 
to  through  or  interstate  rates.  The  existence  of  discriminations  be- 
tween places  or  persons  wholly  within  a  State  may  have  disastrous 
results,  and  it  is  important  that  local  commissions  should  be  in  a 
position  to  promptly  and  effectively  regulate  these  matters. 

One  of  the  chief  public  benefits  arises  from  the  fact  that  these 
commissions,  with  their  expert  forces,  have  a  thorough  knowledge 
of  local  conditions  and  are  in  a  position  to  dispose  of  90  per  cent  of 
all  complaints  in  an  informal  way.  The  greatest  activity  over  rates 
has  been  found  in  the  Central  and  Western  States,  which  embrace  a 
large  territory  and  have  a  large  and  increasing  volume  of  intrastate 
traffic.  The  development  of  the  natural  resources  and  the  expansion 
of  business  in  those  States  will  undoubtedly  require  the  continued 
exercise  by  local  commissions  of  the  power  over  intrastate  rates. 

One  of  the  major  themes  of  the  railroad  representatives  who  united 
two  years  ago  in  an  appeal  to  the  Newlands  committee  for  the  prac- 
tical elimination  of  State  regulation,  was  the  confusion  caused  by 
the  conflict  between  interstate  and  intrastate  rates ;  and  the  problem 
presented  by  the  so-called  Shreveport  cases  has  been  recognized  and 
considered  by  this  association. 

I  am  speaking  now  of  our  own  national  association. 

Clearly  more  uniformity,  greater  concentration,  and  better  co- 
operation in  the  treatment  of  these  rate  questions  are  desirable  than 
have  prevailed  in  the  past.  On  the  other  hand,  we  think  it  equally 
clear  that  the  knowledge  and  experience  gained  by  State  commissions 
in  long  years  of  dealing  with  these  questions  are  valuable  assets 
which  ought  not  to  be  lost  to  the  country  under  either  private  or 
Federal  operation.  Loss  of  time  and  unnecessary  conflict  of  treat- 
ment can  be  avoided  in  important  cases  by  friendly  cooperation  be- 
tween the  State  and  Federal  regulatory  bodies  by  the  making  of  a 
joint  record  and  by  conference  prior  to  the  final  decision;  in  other 
words,  by  following  the  practice  already  successfully  introduced  by 
the  Interstate  Commerce  Commission  in  New  England.  In  its  1916 
annual  report  the  Interstate  Commerce  Commission  made  this  rec- 
ommendation. I  trust  the  committee  will  give  close  consideration  to 
this  point,  because  it  deals  with  the  most  complicated  part  of  the 
subject  that  we  have  before  us  now. 

We  believe  that  without  abdicating  any  of  tlie  essential  authority  to  finally 
control  questions  affecting  interstate  and  foreign  commerce,  we  should  be  au- 
thorized to  cooperate  with  State  commissions  in  efforts  to  reconcile  upon  a 
single  record  the  conflict  between  State  and  interstate  rates. 
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In  its  1917  report  (pp.  58-59)  the  commission  restated  the  above 
recommendation  and  said : 

With  the  view  of  promoting'  this  Iviiul  of  cooperative  action  hearings  have 
been  lield  in  half  a  dozen  different  States,  which  were  in  fact,  although  not 
In  law,  joint  hearings  of  the  interstate  and  the  respective  State  commissions. 
In  one  instance  these  hearings  extended  through  many  weeks,  and  while  the 
controversies  in  question  have  not  yet  heen  disposed  of,  we  believe  tliat  what 
has  already  been  accomplished  has  been  distinctly  in  the  interest  of  the 
affected  parties,  and  that  a  proper  basis  has  been  laid  for  final  disposition 
of  questions  which  have  vexed  the  citizens  and  authorities  of  the  respective 
States  as  well  as  the  carriers  operating  under  these  conditions,  so  that  it 
will  be  possible  for  us  to  carry  these  proceedings  to  a  final  conclusion  with 
substantial  harmony  of  action  on  the  part  of  the  respective  authoi'ities. 
Very  recently  similar  joint  hearings  have  been  provided  for  in  connection 
with  proceedings  in  which  two  different  State  commissions  are  directly  in- 
terested. 

In  its  1918  report  (p.  3)  the  commission  again  recommended — 

The  establishment  of  a  relationship  between  Federal  and  State  authorities 
which  will  eliminate  the  twilight  zone  of  jurisdiction,  and  under  which  a 
harmonious  rate  structure  and  adequate  service  can  be  secured,  State  and 
interstate. 

In  an  address  given  before  the  National  Association  of  Railway 
Commissioners  in  1916  by  Chairman  B.  H.  Meyer,  he  stated : 

This  leads  me,  Mr.  President,  to  suggest  what  I  firmly  believe  to  be  a 
promising  step  in  the  direction  of  progress  in  railway  regulation,  namely, 
in  Shreveport  cases  to  provide  by  law  for  the  cooperation  of  the  State  com- 
missions and  the  Interstate  Commerce  Commission,  and  thus  give  our  joint 
and  cooperative  efforts  a  definite  legal  status.  Under  a  plan  such  as  I  have 
in  mind,  when  a  case  involving  the  Shreveport  principle  arises,  the  resulting 
investigation  would  be  conducted  jointly  by  the  State  commissions  and  the 
Interstate  Commerce  Commission.  Every  State  commission  directly  involved 
would  be  given  an  opportunity,  in  accordance  with  law,  to  participate  in  the 
deliberations  and  to  assist  in  formulating  the  final  conclusions  upon  a  record 
jointly  made.  The  one  rate  within  the  zone  of  I'easonableness,  established 
through  the  joint  efforts  of  the  respective  commissions,  would  then  apply  to 
all  business.  State  and  interstate,  and  thereafter  there  could  be  no  Shreveport 
case  in  that  territory  and  with  respect  to  that  commodity. 

Commissioner  Meyer  discussed  the  same  question  before  our  na- 
tional convention  in  October,  1917  (pp.  362-363  of  our  annual  re- 
ports), and  said: 

The  first  point  I  should  mention,  perhaps,  is  the  recommendation  contained 
in  the  last  annual  report  of  tlae  Interstate  Commerce  Commission  to  Congress, 
in  which  legislative  action  along  the  lines  of  this  part  of  my  remarks  which 
have  been  approved  by  my  colleagues  was  recommended.  You  all  know  that 
no  legislative  action  was  taken.  But  I  believe  in  the  practicability  of  the 
plan  as  much  to-day  as  I  did  a  year  ago. 

It  is  quite  within  the  range  of  possibility  to  work  out  a  practical  plan,  if 
not  general  in  its  character,  then  with  reference  to  particular  cases,  which 
lead  to  the  result  that  you  and  we  desire.  Joint  sessions,  not  legally 
joint  sessions,  but  in  realit.v  joint  sessions  of  the  Interstate  Com- 
merce Commission  and  State  comniissions  have  been  held  in  five  diiferent 
cases  in  which  five  diiferent  State  connnissions  participated  either  by  ^sitting 
with  the  representatives  of  this  conmiission  or  the  reiiresentatives  of  the  Inter- 
state Commerce  Commission  sitting  with  tlie  Slate  commissions.  Within  the 
l)ast  two  weeks  we  have  sent  an  imitation  to  a  State  connuission  to  sit  with  the 
attorney-examin(^r  in  a  pending  particular  case  and  t<)  ii*^'^  (luestions  and  piir- 
ticipate  in  genei'al  in  the  proceedings.  In  one  if  these  cases  which  I  have  fol- 
lowed somewhat  from  the  beginning  these  joint  sessions  extended  through  a 
period  of  about  three  months.  Now,  in  due  course  the  tentative  report  will 
be  prepari'd  by  the  examiner,  and  this  report,  as  you  all  know,  under  the 
present  practice,   will  be  argued   here  before  the  connuission.     .lust   what  to 
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do  after  the  argument  under  the  scheme  here  suggested,  I  do  not  know.  It 
seems  to  me  it  will  depend  very  largely  upon  the  impression  which  the  issues 
there  presented  may  nudve  upon  my  coileugues  upon  the  one  hand,  and  upon 
the  interested  State  conmiissions  upon  the  othei',  as  well  as  upon  the  other 
parties  interested.  It  may  be  that  after  the  argument  the  situation  will  have 
been  cleaivd  up  to  such  an  extent  that  only  a  few.  if  any,  sticking  points  will 
remain,  and  speaking  only  in  the  most  tc^ntative  way,  and  only  for  myself. 
I  have  thought,  in  reflecting  upon  the  case  referred  to.  realizing  the  many 
issues  involved,  that  if  we  could  reduce  the  numljer  of  real  issues  over  which 
there  is  a  substantial  difference  of  opinion,  so  that  we  can  sit  down,  perhaps 
informally,  with  the  State  commissions  and  representatives  of  the  carriers 
and  other  parties,  it  may  be  possible  to  come  to  a  complete  agreement.  In 
that  particular  case,  however,  the  State  commission  or  commissions — I  believe 
there  were  two  part  of  the  time — acted  in  the  same  capacity  that  the  repre- 
sentatives of  the  Interstate  Conunerce  ('ommission  did,  namely,  in  the  Quasi- 
judicial  capacity  in  which  we  generally  act. 

This  question  was  di.sciissed  by  our  national  association  and  a  reso- 
lution favoring  a  plan  of  cooperation  was  adopted  at  our  1917  .ses- 
sion, and  reads  as  follows  (I  am  now^  reading  a  resolution  that 
was  adopted  by  our  a.ssociation  after  full  discussion)  : 

It  appearing  desirable  in  the  public  interest  that  legal  authorization  should 
exist  for  effecting  cooperation  between  the  Interstate  Commerce  (,'onmussion 
and  the  commissions  of  the  several  States  having  jurisdiction  over  intrastate 
rates  in  cases  where  discrimination  bet\^een  interstate  and  intrastate  rates 
might  otherwise  exist ;  and 
Whereas  such  cooperation  can  now  lie  secured  only  to  a  limited  extent  and 

then  (inly  Ijy  vuluntary  action,  for  which  no  provisions  exist  in  the  statues ; 

#nd 
Whereas  the   Interstate  Commerce  Comnussion    in   its  annual    report   for   the 

year  1016,  among  its  recommendations  to  Congress,  recommended  as  follows: 

That  without  abdication  of  any  Federal  authority  to  finally  control  questions 

affecting  interstate  and  foreign  commerce,  the  commission  be  authorized  to 

cooperate  wtih  said  commissions  in  efforts  to  reconcile  upon  a  single  record 

the  conflicts  between  State  and  interstate  rates ;  and 
Whereas  it  is  believed  that  legislation  along  these  lines  will  go  far  to  meet 

the  requirements  of  any  such  rate  situation  :  Be  it 

.  Resolved,  That  the  eonnulttee  on  State  and  Federal  legislation  be,  and  it  is 
hereby,  directed  to  confer  and  cooperate  with  members  of  the  Interstate  Com- 
merce Comnussion  in  bringing  said  matter  before  the  Federal  Congress,  with 
the  view  of  securing  the  necessary  statutory  authority  for  effective  cooperation 
between  the  Interstate  Commerce  Comnussion  and  the  regidatory  commissions 
of  the  several  States ;  be  it  further 

Resolved,  That  it  shall  be  the  duty  of  said  committee  to  inform  the  members 
of  this  association  from  time  to  time  of  any  such  legislation  proposed  for  en- 
actment by  the  Federal  Congress,  and  that  such  notification  shall  be  full  and 
timely,  and  that  all  mend)ers  of  the  association  shall  have  full  opportunity  to 
appear  and  be  heard  on  all  such  proposed  legislation  and  to  take  such  action 
in  regard  thereto  as  they  may  deem  best  for  the  public  interest. 

A  similar  resolution  was  adopted  by  our  national  a.-sociation  at  its 
1918  convention  held  in  Washington,  November  12-14,  inclusive. 

The  decisions  in  the  Shreveport  Illinois  passenger  and  South 
Dakota  express  rate  cases  clearly  point  the  wa}''  which  commissions 
must  follow.  Unjust  discriminations  between  State  and  interstate 
commerce  should  not  and  can  not  exist.  The  settlement  of  these 
troublesome  questions,  however,  involves  a  consideration  of  the  traffic 
and  business  conditions  and  frequently  a  fine  adjustment  of  intra- 
state rates  to  interstate  rates.  Cooperation  between  the  State  and 
Federal  authorities  will  quickly  lead  to  a  harmonious  adjustment, 
where  adjustment  is  necessary,  and  can  be  made,  of  State  and  inter- 
state rates.  In  such  cases  the  State  commissions  must  be  permitted 
to  regulate  purely  intrastate  rates  and  the  Interstate  Commerce  Com- 
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mission  mu.st  regulate  the  interstate  rates ;  each  must  exercise  excUi- 
sive  jurisdiction.  If  the  adjustment  of  rates  made  after  a  hearing 
results  in  an  unjust  discrimination  betAveen  State  and  interstate 
connnerce,  the  remedy  is  for  a  complaint  to  be  filed  Avith  the  Inter- 
state Commerce  Commission  praying  for  the  elimination  of  the  un- 
just discrimination.  If,  however,  the  carrier  believes  that  the  in- 
terstate schedule  is  confiscatory,  it  will  be  able  to  protect  itself  in  the 
courts.  The  public  will  be  greatly  benefited  hy  tliis  form  of  co- 
operation. Carriers  have  nothing  to  fear,  because  they  are  amply 
able  to  protect  their  property  rights. 

The  general  discussion  there  embodies  the  best  judgment  of  the 
Interstate  Commerce  Commission  and  of  the  State  commissions  of 
the  country,  and  we  feel  that  in  the  consideration  of  the  future  rail- 
road policy  it  is  wiser  for  Congress  to  build  upon  the  experience  of 
the  past  rather  than  to  venture  upon  new  and  unti'ied  fields. 

The  amendments  which  have  been  proposed  to  section  13.  Mr. 
Chiiirman  and  gentlemen  of  the  committee,  will  bring  this  bill  into 
strict  conformity  witli  the  recommendations  which  have  been  made 
by  the  Interstate  Commerce  Commission,  approved  by  our  own  asso- 
ciation at  two  annual  conventions,  and  recommended  hj  us  to  you  at 
this  time. 

The  section  as  it  reads  in  the  printed  bill  adds  a  new  element 
to  rate  litigation  between  state  and  interstate  commerce.  On  line  24, 
page  20,  you  use  the  Avord  "  lawfulness "  of  any  rate,  fare,  chai^ge, 
and  so  forth. 

Up  to  the  present  time  the  lawfulness  of  a  rate,  which  generally 
means  its  reasonableness,  has  not  been  taken  into  consideration  by 
the  Interstate  Commerce  Commission.  The  question  has  been.  Is 
there  an  unjust  discrimination  between  state  and  interstate  rates, 
and  the  Supreme  Court  in  the  South  Dakota  express-rate  case  ex- 
pressly held  that  in  those  questions  the  Interstate  Commerce  Com- 
mission is  not  obliged  to  determine  whether  or  not  the  State  rates 
or  even  the  interstate  rates  are  just  and  reasonable.  The  real  ques- 
tion is.  Is  there  sucli  a  difference  between  the  two  rates  as  to  impose 
an  unjust  discrimination  or  undue  prejudice  or  advantage  betAveen 
persons  or  localities  affected  by  those  two  scales  ? 

Mr.  Sandeks  of  Indiana.  And  they  might  both  be  reasonable  and 
still  be  discriminatory. 

]\Ir.  Eljiquist.  They  might  both  be  reasonable  and  still  be  dis- 
criminatory and  therefore  the  first  amendment  to  that  section  was 
offered  for  the  purpose  of  striking  out  that  word  "  laAvfulness  "  so 
as  not  to  add  any  new  element  for  litigation  or  uncertainty  into 
that  section. 

I  noAv  come  to  the  paragraph  Avhich  we  have  amended,  l^eginning 
on  line  18,  page  21,  You  will  recall  that  we  suggested  all  of  that 
paragraph  be  stricken  out  and  in  lieu  thereof  the  folloAving  words 
be  used : 

Tlie  commission  shall  have  authority  after  a  full  hoariiiir  to  make  such  find- 
ings and  orders  as  may  in  its  judgment  U'ud  to  remove  any  undue  preference, 
prejudice  or  advantage  found  to  exisj^. 

This  language  is  squarely  within  the  purview  of  the  decisions  to 
whicli  I  have  referred.  It  adds  nothing  new  to  the  laAv  and  takes 
nothing  from  it,  and  the  section  as  thus  amended  will  enable  the 
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Interstate  Commerce  Commission  and  the  State  commissions  to 
develop  that  form  of  cooperation  which  is  so  essential  for  the  wel- 
fare of  the  shippers  and  the  communities  of  this  country,  both  as 
to  State  and  interstate  rates. 

The  Chairman.  In  that  regard,  would  you  be  in  favor  of  giving 
to  the  railroad  companies  the  right  of  making  complaints? 

Mr.  Elmquist.  I  do  not  think  that  amounts  to  very  much,  because 
the  carriers  always  go  to  some  shippers'  organization  or  to  some 
community  and  get  a  complaint  filed.  They  never  have  any  trouble 
getting  a  case  started. 

The  Chairman.  They  seem  to  insist  upon  the  right  and  an  amend- 
ment was  suggested  to  that  paragraph  b}^  one  of  those  representing 
the  railway  executives  asking  that  the  carrier  be  given  the  right  to 
make  a  complaint. 

Mr.  Elmquist.  That  particular  point  has  not  been  discussed  by  our 
conference,  Mr.  Chairman.  My  own  personal  opinion  would  be 
that  the  carrier  does  not  need  that  right.  The  carrier's  business  is 
to  haul  freight  and  do  business  under  the  rates  that  have  been  pre- 
scribed by  the  State  or  Federal  commission. 

Mr.  Merritt.  Whether  he  likes  it  or  not? 

Mr.  Elmquist.  If  they  are  not  satisfied,  they  can  take  an  appeal 
to  the  courts  upon  the  question  of  the  reasonableness,  and  they  have 
no  difficulty  in  maintaining  their  side  of  the  question  if  the  com- 
missions have  acted  without  due  care.  If  you  are  going  to  give  the 
carrier  the  right  to  file  complaints  respecting  the  question  of  dis- 
crimination between  State  and  interstate  commerce,  the  commission 
and  the  States  will  simply  be  flooded  with  a  number  of  complaints 
which  will  involve  all  regidating  authorities  in  endless  confusion. 

It  has  just  been  suggested  to  me  that  if  there  is  a  discrimination 
that  is  undue  or  prejudicial,  you  can  always  rely  upon  the  man  being 
hurt  bringing  the  proper  case  to  have  it  removed. 

The  sec-tion  which  we  have  asked  you  to  eliminate  reads  as  follows : 

The  commission  shall  have  authority,  after  full  hearing,  to  make  such  find- 
ings and  orders  as  may  in  its  .iudgment  tend  to  remove  any  undue  preference  or 
prejudice  as  betweeen  persons  or  localities  hi  State  ajid  interstate  or  foreign 
commerce,  or  any  undue  burden  upon  interstate  or  foreign  connnei'ce,  which  is 
hereby  forbidden  and  declared  to  be  unlawful,  and  such  findings  or  orders  sliall 
be  observed  wliile  in  effect  by  the  carriers  parties  to  such  proceedings  affected 
tliereby,  any  act,  decision,  or  order  of  any  State  or  State  authority  to  the  con- 
trary notwithstanding. 

I  am  now  reading  from  a  brief  which  has  been  filed  by  H.  C. 
Flannery,  the  assistant  attorney  general  of  the  State  of  Minne- 
sota.   The  language  is  very  concise  and  very  apropos : 

Under  the  decisions  of  tlie  Federal  Supreme  Court  in  the  Shi'eveport  Case,  the 
Soutli  Dakota  Express  Case,  and  the  Illinois  Rate  Case,  the  Interstate  Com- 
merce Commission  already  has  power  to  order  discrimination  between  localities 
removed  where  it  is  caused  by  an  intrastate  rate  which  is  lower  than  an  inter- 
state rate.  The  existing  power  is  of  a  limited  gharacter.  however,  and  can  only 
be  exercised  when,  and  to  the  extent,  such  discrimination  is  found  to  exist. 

The  Esch  bill  preserves  this  power  of  the  Interstate  Commerce  Commission 
and  extends  its  authority  over  all  intrastate  rates  which  it  shall  find  to  be  an 
undue  burden  upon  interstate  or  foreign  commerce.  In  the  absence  of  construc- 
tion by  the  Supreme  Court  of  the  United  States  of  the  latter  provision  it  is 
impossible  to  say  how  far  the  commission  might  lawfully  proceed  under  it.  It 
is  certain,  however,  that  its  authority  over  intrastate  rates  is  greatly  increased, 
and  the  State's  authority  correspondingly  curtailed.  Inasmuch  as  the  inter- 
state rates  are  established  under  the  supervision  of  the  Interstate  Commerce 
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Commission,  wliieh  passes  upon  their  reasonableness,  it  is  conceivable  that  the 
commission  might  consider  and  find  that  any  intrastate  rates  constructed  upon 
a  lower  basis  would  constitute  an  undue  burden  upon  interstate  commerce,  thus 
bringing  all  rates  to  a  common  level  and  effectually  deprive  the  States  of  the 
power  of  regulation  over  intrastate  rates.  This  section  of  the  bill  applies  to 
telephone  rates  and  passenger  j-ates  as  well  as  to  freight  rates. 

It  is  our  judgment  that  the  introduction  of  the  words  "  undue 
burden  upon  interstate  or  foreign  commerce  "  introduces  a  new  ele- 
ment into  the  rate  structure  of  the  Federal  act,  and  it  may  ultimately 
give  to  the  Interstate  Commerce  Commission  authority  to  deprive 
the  States  of  the  Union  of  any  power  whatever  over  intrastate  com- 
merce. In  that  way  this  Congress  will  be  doing  indirectly  what  it 
has  not  the  right  to  do  directly  luider  the  Constitution. 

Now,  why  do  I  say  that?  A  few  years  ago  the  Supreme  Court 
liad  before  it  the  Illinois  Passenger  Rate  Case.  I  think  all  of  you 
gentlemen  are  thoroughly  familiar  with  the  facts  in  that  case. 
Under  the  statute  of  that  state,  the  passenger  rates  were  2  cents 
per  mile.  The  Interstate  Commerce  Commission  had  approved  in- 
terstate rates  based  upon  2^  cents  per  mile.  There  was  a  complaint 
alleging  discrimination  between  the  passenger  rates  to  St.  Louis  and 
East  St.  Louis  and  Keokuk  and  Hamilton,  as  well  as  Chicago.  The 
Interstate  Commerce  Commission  heard  that  case  and  made  an  order^ 
in  which  it  found  that  the  rates.  State  and  interstate,  were  unduly 
discriminatory  and  resulted  in  undue  prejudice  and  advantage,  and 
asked  the  carriers  to  remove  that  discrimination. 

The  carriers  sought  to  remove  that  discrimination  by  swallow- 
ing the  Illinois  State  constitution  whole,  body,  soul,  and  breeches. 
It  attempted  to  introduce  2^-cent  fares  between  every  station  in  the 
State  of  Illinois  and  upon  all  lines  of  railroad  in  the  State  of  Illi- 
nois, regardless  of  whether  those  rates  were  discriminatory  as  against 
St.  Louis  or  Keolaik  or  not.  I  recall  very  well  in  the  argument 
before  the  court  in  Chicago  that  Judge  Payne,  who  has  recently  re- 
signed as  general  counsel  of  the  Railroad  Administration,  argued 
that  since  the  Interstate  Commerce  Commission  bad  found  a  dis- 
crimination to  exist  between  State  and  interstate  rates,  it  had  thereby 
spread  its  wings  over  the  whole  rate  structure  of  Illinois  and  that 
the  railroad  companies  were  strict!}'  within  their  legal  rights  in  at- 
tempting to  wipe  out  the  State  constitution  and  the  State  rates. 
That  was  the  contention  of  the  carriers  as  the  law  then  stood.  The 
Supreme  Court,  however,  found  that  the  order  was  vague  for  in- 
definiteness  because  the  commission  had  not  particularly  described 
the  places  between  which  discriminations  were  found  to  exist.  What 
Avould  have  been  the  result  in  that  litigation  if  the  words  "burden 
upon  interstate  commerce"  had  been  in  the  act  at  that  time? 

In  that  case  the  commissioner  writing  the  decision  found  that  the 
2-cent  rate  was  a  burden  upon  interstate  commerce.  So,  the  Inter- 
state Commerce  Commissioy  did  say  that  those  rates  were  a  burden 
upon  interstate  commerce.  The  Supreme  Court  ignored  that  par- 
ticular finding,  but  held  to  a  finding  of  the  particular  discrimina- 
tion between  communities.  If  the  word  "  burden  "  had  been  a  part 
of  the  statute  at  that  time,  it  may  not  be  far-fetched  to  assume  that 
the  commission  would  have  said  that  those  rates  were  a  burden 
upon  interstate  commerce  and  the  court  would  have  said  that  the 
commission's  findings  were  within  the  law.     The  situation  would 
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have  been  as  follows:  Upon  a  complaint  brought  by  the  business 
men  of  St.  Louis  against  the  discrimination  at  East  St,  Louis  the 
Interstate  Commerce  Commission  might  have  wiped  out  the  whole 
schedule  of  rates  on  that  subject.  Probably  that  would  have  been 
the  effect.  If  the  railroad  companies  could  wipe  out  a  discrimina- 
tion or  a  burden  upon  interstate  commerce  in  that  way,  they  could 
wipe  out  every  commutation  rate  in  the  State  of  Illinois,  and  we  all 
know  that  the  city  of  Chicago  sends  hundreds  of  thousands  of  pas- 
sengers a  day  in  and  out  to  the  suburban  points.  The  carriers  are 
filling  their  cars,  loaded  to  the  gunwales  with  passengers,  moving 
in  and  out  to  their  places  of  business  and  to  their  homes  each  day. 
If  those  rates  had  been  increased  by  the  carriers,  wiiat  remedy  would 
I  he  shippers  and  the  passengers  of  Chicago  have  against  those  rates? 
I'hey  would  have  been  obliged  to  come  down  here  to  Washington  to 
try  out  the  question  of  commutation  rates  that  affects  the  life  and 
welfare  of  the  people  of  that  city  who  built  their  homes  dependent 
upon  those  commutation  rates. 

If  the  Interstate  Commerce  Commission  would  find  that  a 
schedule  of  rates  on  sand  or  brick  were  unduly  burdensome 
upon  interstate  commerce  and  should  prescribe  a  rate  for  the  re- 
moval of  the  burden  what  authority  would  the  State  have  to  make 
any  different  rate  to  meet  a  local  condition  that  that  which  had 
been  prescribed  by  the  Interstate  Connnerce  Couunission  to  meet  a 
general  condition.  You  might  be  depriving  the  State  of  the  right 
to  help  shippers  on  strictly  local  matters,  and  thus  impose  upon  the 
shippers  of  the  State  the  burden  of  coming  to  the  Interstate  Com- 
merce Commission  for  the  settlement  of  pureh^  local  questions.  It 
is  inconceivable  to  me,  (jentlemen,  that  this  committee  will  attempt 
in  an  indirect  way  to  take  from  the  States  that  power  which  they 
have  reserved  unto  themselves.  I  fear  that  that  will  be  the  result 
of  those  words  in  the  statute.  "Whether  it  is  or  not,  as  the  result 
you  will  find  litigation  growing  up  on  many  sides,  because  the  rail- 
roads will  take  advantage  of  every  single  new  element  that  is  in- 
troduced into  the  statute.  We  will  have  unlimited  litigation  and 
uncertainty  for  a  period  of  years ;  the  roads  will  be  able,  through  the 
assistance  of  their  very  clever  lawyei's,  to  pivvent  the  Commissions 
from  making  any  readjustment  of  rates  for  a  long  time. 

Mr.  Sims.  Is  it  not  probable  that  a  local  board  familiar  with  local 
conditions  would  be  able  to  do  that  more  thoroughly  than  a  com- 
mission at  Washington  loaded  down  with  such  weighty  matters? 

Mr.  Elmquist.  There  is  no  question  about  that  at  all. 

Mr.  Sanders  of  Indiana.  Is  that  the  trouble? 

Mr.  EofQuiST.  That  is  not  the  trouble.  The  railroads  are  not  in 
serious  difficulty.  They  are  trying  to  persuade  the  people  that  they 
are.  The  difficulties  are  largely  of  their  own  making.  The  execu- 
tives and  other  officers  have  been  going  around  this  country  for  the 
last  six  or  eight  years  criticizing  the  Interstate  Commerce  Commis- 
sion and  the  State  commissions  for  a  lot  of  things  that  the  rail- 
roads themselves  are  directly  responsible  for.  What  would  you 
think  of  a  horse  trader  who  would  go  to  a  customer  and  say,  "This 
liorse  has  the  blind  staggers,  he  has  the  heaves,  he  has  the  spring 
halt  and  no  teeth,  but  I  want  $150  for  him  "?  Would  you  expect  the 
man  to  sell  that  horse?     That  is  precisely  Avhat  the  railroads  have 
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been  doing  in  this  country.  Let  them  understand  that  the  State 
commissions  and  the  Interstate  Connnerce  Commission  are  perfectly 
willing  to  and  desire  to  be  fair,  and  that  our  people  are  fair  when- 
ever they  are  correctlj'^  apprised  of  the  facts. 

Mr.  Sanders  of  Indiana.  May  I  interrupt  you  right  there? 

Mr.  Elmquist.  May  I  proceed,  if  you  please? 

Mr.  Sanders  of  Indiana.  All   right. 

Mr.  Elmquist.  One  other  illustration.  On  the  roads  in  my  State 
we  have  a  lot  of  brick  companies.  There  is  one  very  large  company 
that  ships  33,000,000  brick  a  year  from  a  point  24  miles  outside  of 
Minneapolis.  There  is  another  brick  company  40  miles  away.  There 
is  another  one  some  60  miles  away.  Suppose  that  the  Interstate 
Commerce  Commission  should  make  a  schedule  of  brick  rates  appli- 
cable throughout  the  western  classification  territory  which,  as  you 
gentlemen  loiow,  extends  from  the  Illinois-Indiana  line  clear  to  the 
Pacific  coast,  without  any  consideration  being  given  to  the  local 
needs  of  any  particular  brick  shippers  in  Minnesota.  It  would  not 
know  what  the  traffic  conditions  required,  what  the  volume  of  ton- 
nage was,  what  the  competition  conditions  were,  and  it  could  not 
possibly  take  care  of  the  local  situation.  If  that  schedule  was  made 
effective  it  might  be  that  the  State  commission  could  not  put  in  a  rate 
that  would  permit  a  new  industr}^  located  at  some  other  point  on  the 
line  to  meet  the  competition  of  these  other  well-established  industries 
or  to  permit  these  industries  to  meet  competitive  conditions.  Tliis 
proposition,  I  fear,  will  take  from  the  local  authorities  the  power 
to  care  for  local  industries  and  shippers  in  a  given  section  so  long 
as  the  railroads  are  privately  operated  or  so  privately  managed. 

Judge  Helm  has  just  made  a  suggestion  which  is  very  timely.  The 
West  is  yet  undeveloped.  The  hand  of  industry  has  not  yet  touched 
a  large  section  of  it.  There  must  be  tremendous  railroad  develop- 
ment in  that  section  of  the  country.  The  State  of  .Texas  alone  is  900 
miles  from  border  to  border.  Who  can  foretell  the  transportation 
necessities  or  the  commercial  needs  of  the  West  during  the  next  10, 
20,  30,  or  40  years?  If  you  are  going  to  throw  all  of  the  rate- 
making  power  into  the  hands  of  the  Interstate  Commerce  Com- 
mission at  Washington,  no  matter  how  wise  or  able  or  willing  or 
intelligent  it  might  be,  I  am  afraid  that  you  will  impede  the  progress 
and  development  of  railroad  transportation  throughout  the  West  and 
the  development  of  the  industries  which  the  country  so  much  needs. 
You  have  got  to  keep  in  touch  with  the  local  tribunals  who  under- 
stand those  conditions.  I  have  been  a  commissioner  for  a  great  many 
years.  Perhaps  no  State  in  the  Union  has  had  more  to  do  with 
rates  than  the  State  of  Minnesota.  Ninety  out  of  every  100  cases, 
complaints,  or  otherwise,  that  comes  before  us  are  treated  informally. 
We  bring  up  the  traffic  men  and  the  shippers  who  are  interested  and 
we  sit  at  a  table  and  talk  things  over,  make  a  comparison  of  the 
tariffs,  a  study  of  the  volume  of  the  traffic  and  of  the  competitive 
conditions  and  the  effect  that  some  suggested  rate  will  have  upon 
business,  and  ordinarily  the  matter  is  taken  care  of  in  a  very  few 
hours  or  a  day.  If  you  are  going  to  handle  all  of  these  questions  by 
formal  complaint  or  by  long-distance  negotiations  by  letter  with  the 
Interstate  Commerce  Commission  you  will  deprive  the  shippers  of 
the  country'  as  well  as  the  railroads  of  the  country  of  a  very  necessary 
service. 
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The  Chairman.  The  Interstate  Commerce  Commission  maintains 
an  informal  docket  of  cases? 

Mr.  Eliniquist.  Yes',  sir;  but  they  do  it  all  by  correspondence. 
You  let  a  man  from  the  Pacific  coast  write  to  the  commission,  and 
we  know  perfectly  well  that  with  the  most  expeditious  handling  it 
will  be  several  weeks  before  he  gets  any  reply  at  all.  Under  the 
commission  plan  most  of  them  would  be  taken  care  of  in  a  very  few 
hours.  You  have  the  satisfaction  of  bringing  the  shipper  and  rail- 
road officials  together  at  the  same  table,  talking  over  the  trouble. 
There  is  a  better  understanding  between  the  two  when  they  get 
through  with  the  transaction. 

If  there  is  anything  that  the  railroads  of  this  country  need,  it  is 
to  cultivate  the  good  opinion  and  the  friendly  offices  of  the  shippers 
and  the  general  public. 

It  is  our  thought,  gentlemen,  that  it  is  far  better  for  you  at  this 
time  to  adopt  the  amendments  to  section  13  that  we  have  suggested, 
and  to  proceed  to  develop  that  cooperation  between  the  State  and 
interstate  commissions  which  has  been  tried  out  and  which  we  all 
recommend.  Who  opposes  it?  The  railwav  executives  ask  you  gen- 
tlemen to  centralize  the  rate-making  power  at  Washington.  The 
railway  security  holders,^  claiming  to  represent  $6,000,000,000  of 
securities,  are  not  asking  you  to  take  the  power  away  from  the  State 
commissions.  Large  aggregations  of  shippers  and  shippers'  organi- 
zations have  been  before  the  Senate  and  House  committees  and  have 
not  asked  you  to  overturn  the  State  commissions  in  this  way,  but 
on  the  contrary  they  have  asked  you  gentlemen  to  preserve  the  power 
which  they  have  now. 

The  Interstate  Commerce  Commission  and  the  State  commissions, 
representing  the  general  public,  and  taking  no  special  interest  in  the 
controversy,  are  here  asking  you,  upon  the  experience  of  the  past,  to 
preserve  to  the  public  the  rights  and  the  practices  which  they  have 
had.  In  the  face  of  the  experience  which  we  have  had  for  the  last 
30  years,  do  you  think  that  this  Congress  should  attempt  to  take 
froni  the  sovereign  States  of  this  Union  the  power  which  they  have 
reserved  under  the  Constitution,  or  even  undertake  to  do  so,  if  you 
had  the  legal  right? 

We  suggest  an  amendment  to  section  14. 

Mr.  Sanders  of  Indiana.  I  want  to  ask  the  witness  about  section 
13.    I  do  not  care  just  when. 

Mr.  El]mquist.  I  will  be  through  in  a  very  few  moments,  Mr. 
Sanders.  I  do  not  want  to  avoid  cross-examination,  but  I  should 
like  to  suggest  these  amendments,  and  then  I  will  be  glad  to  answer 
any  questions. 

Mr.  Sanders  of  Indiana.  Very  well. 

]\fr.  Elmquist.  Amendment  to  section  14 :  Strike  out  the  words  in 
lines  14  and  15,  of  page  26,  reading  as  follows : 

If  any  such  hearing  can  not  be  conchided  within  the  period  of  suspension  as 
above  stated — 

And  insert  in  lieu  thereof  the  following : 

If  any  such  hearing  can  not  be  concluded  within  the  period  of  suspension  as 
above  stated,  the  commission  may  extend  the  time  of  suspension  for  a  further 
period  not  exceeding  60  days,  and  if  the  proceeding  has  not  been  concluded 
and  an  order  made  at  the  expiration  of  said  time. 
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The  effect  of  that  amendment  is  simply  this:  Under  the  bill  as 
it  now  reads,  where  the  carrier  files  a  rate  schedule,  the  commis- 
sion may  suspend  that  schedule  for  a  period  of  four  months,  pending 
an  investift-ation.  If  it  can  not  complete  that  investigation  in  four 
months  the  rates  must  go  into  effect,  and  you  then  provide  for  a 
system  of  accounting  whereb}'  the  railroads  shall  keep  correct  ac- 
counts of  the  difference  between  the  rate  charged  and  the  prior 
rate,  and  if  the  commission  should  find  that  the  rate  was  unreason- 
able they  then  must  pay  back  to  the  shipper  the  difference.  We  sug- 
gest simply  the  addition  of  another  60  days. 

The  Chairman.  Instead  of  the  six  nionths  as  now  exists? 

Mr.  Elmqitist.  Yes,  sir ;  I  am  not  sure  that  that  is  a  long  enough 
time,  but  Ave  feel  that  there  has  got  to  be  more  time  than  the  original 
four  months  mentioned  in  this  act. 

The  commissions  have  had  a  great  deal  of  experience  in  these  gen- 
eral rate  cases.  In  the  past  few  .years  we  have  had  the  5  per  cent 
case,  the  15  per  cent  case,  the  general  advance  rate  cases,  and  we 
have  been  up  against  a  very  difficult  i^roblem.  The  facts  are  that 
before  a  railroad  files  a  general  advanced  rate  schedule  it  has  pre- 
pared all  data,  it  knows  the  volume  of  tonnage  and  the  accountants 
have  prepared  all  of  the  figures  necessary  to  show"  the  operating 
income,  ex]Denses,  and  so  forth.  They  are  ready  to  try  the  case  the 
moment  that  the  tariffs  are  filed.  Here  is  the  position  of  the  public. 
Let  me  give  you  one  or  two  illustrations.  When  the  western  advance 
case  was  started,  a  few  years  ago,  the  carriers  filed  their  schedule, 
I  think,  in  December.  A  group  of  western  commissioners  met  at 
Omaha  for  the  purpose  of  considering  this  rate  case. 

We  asked  the  commission  to  suspend  the  rates,  which  was  done. 
Then  it  Avas  necessary  for  the  State  commissions  to  arrange  for 
money  with  Avhich  to  hire  accountants  and  other  expert  men  to 
examine  the  operating  sheets  of  the  carriers  and  find  out  wdiat  it 
cost  to  handle  grain,  what  it  cost  to  handle  passenger  business,  what 
it  cost  to  handle  live  stock  and  some  of  the  other  commodities.  We 
also  had  to  make  a  careful  study  of  the  earnings  and  expenses  and 
the  net  revenue,  as  well  as  depreciation  and  maintenance  of  these 
carriers  for  a  number  of  years,  to  find  out  whether  or  not  they  had 
padded  their  accounts  preparatory  to  bringing  this  case.  Many  of 
the  commissions  subscribed  as  much  as  $15,000  to  take  care  of  the  case. 
We  had  to  secure  these  expert  men.  We  got  the  money.  Then  we  had 
to  hire  the  men  and  put  them  to  work  upon  the  books  of  the  carriers 
to  make  a  study  which  would  enable  the  commissions,  in  the  interest 
of  the  public,  to  present  facts  to  the  commission  to  enable  it  to  de- 
termine the  question  upon  the  facts.  It  Avas  not  possible  for  us  to 
do  that  Avithin  the  period  of  two  or  three  months.  It  was  the  work 
of  a  number  of  months.  We  began  taking  testimony  in  the  case 
on  March  4  and  the  testimonj'  Avas  not  completed  until  May  or  June. 
After  that  the  transcript  of  the  testimony  had  to  be  examined,  the 
briefs  prepared,  and  arguments  made.  Of  course,  the  commission 
had  to  exercise  its  duty  under  the  statute  and  permit  a  further  sus- 
pension o'f  those  rates. 

What  w^ill  happen  when  these  railroads  go  back  to  private  owner- 
ship and  operation,  as  I  hope  they  will  soon?  The  carriers  may  im- 
mediately  file   a   schedule   of   general    freight   and   passenger   rate 
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increases,  as  well  as  classifications.  Mr.  Elliott,  the  president  of  the 
New  York,  New  Haven  &  Hartford  Railroad  Co.,  stated  before  this 
committee  the  other  day  that  the  railroads  must  have  a  25  per  cent 
increase.  A  25  per  cent  increase  in  these  rates  runs  into  hundreds 
of  millions  of  dollars,  which  will  greatly  affect  the  commercial  wel- 
fare of  thousands  of  shippers  and  communities  of  this  country  and 
greatly  affect  the  relationship  which  exists  between  the  carriers  and 
the  commercial  markets.  Suppose  that  that  sort  of  a  proposition  is 
^  presented  to  the  Interstate  Commerce  Commission  and  that  the  State 
Commissions  and  shippers  had  to  develop  and  analyze  all  the  facts, 
do  you  think  that  it  can  be  done  in  four  months?  It  is  absolutely 
impossible.  The  commission  may.  unless  an  emergency  exists,  sus- 
pend the  rates  for  four  months,  and  before  it  is  able  to  decide  the 
question  the  rates  will  go  into  effect  and  the  carriers  will  then  be 
obliged  to  keep  an  accounting,  so  as  to  be  able  to  pay  back  the  dif- 
ference if  the  rate  is  afterwards  disallowed. 

I  have  had  some  experience  with  this  rate  business.  Let  me  tell 
vou  about  it.  When  we  had  the  Minnesota  case  on  a  few  years  ago — 
it  took  a  number  of  years  to  try — the  railroads,  under  our  statutes, 
were  obliged  to  file  with  the  commission  a  monthly  statement  showing 
their  shipments  less  than  carload  and  also  carload,  the  stations  be- 
tween which  the  shipments  moved,  the  name  of  the  consignor  and  the 
consignee,  the  old  rate  and  the  new  rate,  and  the  difference  between 
the  two,  and  the  law  provided  that  if  the  judgment  should  be  entered 
against  the  carriers  they  must  make  reparation.  After  judgment 
was  entered  against  the  railroads  pursuant  to  the  decision  of  the 
supreme  court,  the  question  of  the  refund  under  that  statute  came 
up,  and  in  the  course  of  a  year  and  a  half  the  railroads  paid  back  to 
the  shippers  of  Minnesota  a  little  over  $3,500,000.  The  (ireat  North- 
ern paid  back  about  $1,300,000.  What  got  the  money  ?  Not  the  con- 
sumers, not  the  man  who  paid  the  freight,  not  the  man  who  was 
affected,  but  the  man  who  got  the  money,  as  a  rule,  was  the  man  who 
had  paid  the  freight  in  the  first  instance  and  charged  it  either  to  the 
man  from  whom  he  bought  the  goods  or  the  man  to  whom  he  sold 
them.  Apply  that  rule  to  the  grain  business  throughout  the  North- 
west. The  farmer  brings  his  grain  to  the  elevator  and  it  is  sold  to 
the  elevator  at  the  terminal  price  less  the  freight  rate  and  commission. 

Therefore  the  farmer  was  directly  charged  the  higher  rate  when 
he  sold  his  wheat  to  the  elevator  man.  The  elevator  man  paid  tlie 
rate  when  it  went  into  Minneapolis,  but  under  the  law  the  elevator 
man  filed  his  claim  for  refunds  and  secured  the  money,  and  he 
w  as  not  out  one  single  penny. 

Mr.  Sims.  It  was  a  fine  piece  of  profiteering  by  law  ? 

Mr.  Elmquist.  I  can  give  vou  instances  where  farm  and  line 
elevators  got  all  the  way  from  $15,000  to  $25,000  in  rebates,  and 
s(;me  of  tlie  large  elevators  in  the  city  got  over  $100,000  in  rebates. 

So  you  will  see  that  the  reparation  which  you  provide  for  here 
does  not  go  to  the  man  who  really  pays  the  burden  of  the  higher 
charge. 

The  Chairman.  Do  you  want  it  stricken  out  ? 

Mr.  Elmquist.  No,  sir.  I  want  simply  to  have  an  extension  of 
time,  such  as  we  have  provided  for,  or  longer,  if  we  can  get  it, 
so  we  can  try  and  decide  these  rate  cases  before  the  rates  go  into 
effect. 


1628        RETUKN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP. 

The  Chairman.  Of  course,  the  point  you  make,  in  the  case  you 
liave  stated,  is  true  under  an  interstate  rate  also. 

Mr.  Elmquist.  Surely. 

The  Chairman.  That  may  be  an  inherent  weakness  which  we  can 
not.  remedy? 

Mr.  Ei.MQuisT.  I  am  making  that  point,  Mr.  Chairman,  simply  to 
support  the  amendment  which  asks  you  to  give  the  commission 
power  to  extend  the  time  if  it  has  not  completed  its  investigation 
within  the  four  months. 

The  Chairman.  Then  the  difference  between  us  is  two  months? 

Mr.  Elmquist.  Two  months.  We  will  be  very  glad  if  you  will 
give  us  more.    So  I  will  pass  that  question. 

I  have  an  amendment  to  section  17. 

Mr.  Denison.  Of  course,  that  question  has  got  two  sides  to  it,  you 
recognize?  If  the  rate  is  sustained,  the  railroads  will  get  the  benefit 
of  the  money  for  the  whole  six  months. 

Mr.  Elmquist.  Yes;  that  is  true,  but  if  there  is  an  emergency 
which  involves  seriously  the  revenues  of  the  carriers,  the  commission 
does  not  have  to  allow  that  time  at  all.  It  does  not  have  to  provide 
for  a  suspension.  The  commission  itself  is  in  control  of  the  pro- 
cedure, and  can  determine  the  length  of  time  in  which  shippers  can 
put  in  their  evidence  and  make  their  arguments  and  file  their  briefs. 

In  the  15  per  cent  case  the  carriers  came  down  here  in  March, 
and  they  claimed  that  their  earnings  were  such  that  they  were  all 
going  into  the  hands  of  a  receiver,  and  they  demanded  that  the 
commission  put  into  effect  that  15  per  cent  increase  without  any 
investigation  at  all — that  it  was  an  emergency  proposition.  True, 
it  had  been  a  bad  winter.  True,  their  earnings  were  seriously  affected 
during  the  first  month  in  that  year.  The  State  commissions  asked 
for  a  suspension.  The  Interstate  Commerce  Commission  recognized 
that  there  was  an  emergency  confronting  the  carriers,  and  they  in- 
'sisted  that  we  go  right  to  work  and  consider  this  case.  Evidence  was 
taken  in  May  and  up  through  the  early  weeks  in  June.  The  decision 
was  made  by  the  commission  the  latter  part  of  June.  Thus  you  see 
that  there  was  only  two  and  one-half  months  involved  in  that  great 
question. 

Here  is  an  important  feature  about  that  case:  Bad  as  the  figures 
looked  in  March,  when  the  carriers  made  the  application  for  emer- 
gency relief,  and  bad  as  they  looked  in  April,  yet  when  May  and 
June  came  along  the  earnings  were  so  great  that  the  representatives 
of  the  western  lines,  west  of  Chicago,  were  practically  willing  to 
dismiss  their  case;  and  the  net  result  of  the  year  1017  was  that  it 
was  one  of  the  banner  years  in  the  history  of  the  railroads. 

It  thus  appears  that  it  is  unwise  to  grant  all  emergency  applica- 
tions. It  is  a  question  that  must  be  addressed  to  the  judgment  of  the 
Interstate  Commerce  Commission,  but  the  commissions  are  in  con- 
trol of  the  situation  and  can  expedite  the  hearings  or  refuse  to  grant 
a  suspension. 

The  Chairman.  These  general  advance  rate  cases  generally  start 
in  February,  don't  they? 

Mr.  Elmqihst.  I  have  so  noticed,  Mr.  Chairman.  Of  course,  the 
committee  must  always  bear  in  mind  that  existing  rates.  State  as 
well  as  interstate,  are  presumed  to  be  just  and  reasonable,  and  the 
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burden  of  proof  is  on  the  carriers  to  show  that  a  higher  rate  is 
necessary. 

The  Chairman.  There  is  only  one  question  I  want  to  ask.  Our 
bill  makes  a  limitation  of  one  instead  of  two  years  as  in  the  existing 
law.    What  is  your  view  on  that? 

Mr.  Elmquist.  I  never  had  very  much  patience  with  the  two-year 
limitation. 

The  Chairman.  Do  you  think  this  would  stabilize  rates  and  pre- 
vent a  whole  lot  of  work  put  upon  the  commission  ? 

Mr.  ELMQmsT.  No. 

The  Chairman.  By  taking  off  the  two-year  limitation? 

Mr.  Elmquist.  No.  I  think  it  would  improve  the  situation  to  take 
off  the  two-year  limitation.  That,  again,  is  a  question  that  our  con- 
ference has  not  passed  upon.  I  am  now  giving  you  my  personal 
opinion.     My  associates  now  express  the  same  sentiment  as  I  have. 

Amendment  to  section  17,  insert  after  the  word  "  commission,"  at 
the  end  of  line  7,  page  31,  the  following  language : 

Copies  of  such  applications  sliall  be  duly  filed  with  the  proper  authority 
as  hereinafter  specified. 

This  paragraph  or  section  deals  with  security  control,  and  we 
simply  feel  that  the  applications,  copies  of  them,  should  be  filed  with 
the  commissions,  so  that  they  can  prepare  for  proper  presentation  of 
the  facts  to  the  Interstate  Commerce  Commission  without  any  dela}'. 

Insert  a  new  paragraph  at  the  bottom  of  page  31,  reading  as 
follows : 

Provided,  That  the  provisions  of  this  section  shall  not  apply  to  street  car 
companies  or  electric  interurban  companies:  Provided  further.  That  it  shall 
not  apply  to  telephone  or  telegraph  companies  the  major  portion  of  whose 
physical  properties  devoted  to  public  use,  measured  by  its  value,  is  located 
within  one  State. 

Mr.  Hamilton.  You  say  at  the  bottom  of  page  31  ? 

Mr.  Elmquist.  Yes ;  at  the  bottom  of  the  page. 

Mr.  Hamilton.  That  would  be  a  new  paragraph? 

Mr.  Elmquist.  Yes. 

Mr.  Denison.  In  that  connection  may  I  ask  you  a  question  ? 

Mr.  Elmquist.  Yes. 

Mr.  Denison.  There  is  an  interurban  street  car  line  in  southern 
Illinois  that  runs  between  three  or  four  pretty  good  towns,  and  con- 
nects up  with  several  coal  mines,  has  spurs  out  to  coal  mines,  and  in 
the  night  time  they  haul  a  great  deal  of  coal,  and  that  interurban 
railway  is  owned  by  the  Missouri  Pacific  Kailroacl.  Don't  you  think 
it  ought  to  be  treated  like  any  other  road  ? 

Mr.  Elmquist.  The  conference  gave  a  great  deal  of  consideration 
to  the  question  of  securitj^  control.  We  recognized  the  force  of  the 
argument  that  has  been  made  repeatedly  before  Congress,  that  there 
is  a  real  evil  iii  requiring  a  railroad  which  operates  through  several 
States  to  go  to  several  different  commissions  with  security  applica- 
tions. We  recognize  that  commissions  may  differ  in  their  judgment, 
and  therefore  a  very  important  construction  may  be  unduly  delayed. 

We  believe,  therefore,  that  this  Congress  should  place  the  general 
control  of  security  issues  in  one  Federal  body,  whereby  these  larger 
companies  can  at  one  time  secure  an  issue  under  proper  legal  safe- 
guards.    We  do  not  believe  that,  the  same  evi]  exists  in  connection 
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Vv'itli  interurban  lines  or  street  car  lines.  Ordinarily  the  interurban 
line  is  a  short  line.  As  I  stated  this  morning,  the  average  length  of 
the  intei'iirban  lines  in  this  country'  is  48  miles,  performing  strictly  a 
local  service,  and  it  is  not  necessary  for  such  a  concern  to  make  large 
security  issues  or  appear  before  many  commissions. 

Therefore  we  think  that  no  harm  is  done  either  to  the  utility,  rail- 
road, or  the  public  by  leaving  the  jurisdiction  over  these  securities  to 
the  proper  State  commissions. 

Now,  answering  your  question  directly,  the  mere  fact  that  that 
interurban  line  may  be  owned,  through  stock  ownership,  by  a  steam 
railroad  does  not  alter  the  fact  that  it  is  still  an  intururban  electric 
line.  It  ^s  different  from  a  steam  railroad.  It  is  a  separate  corpo- 
ration, and  its  security  issue  may  not  be  made  at  the  same  time  as  the 
steam  railroad  is  asking  for  a  general  security  issue  with  which  to 
construct  new  lines  or  add  to  the  capital  account  of  the  steam  rail- 
road.    Is  that  the  fact? 

Mr.  Den  ISDN.  I  am  unable  to  answer  that.  They  handle  a  good 
deal  of  freight. 

Mr.  Elmquist.  That  may  be  so.     I  grant  that. 

Mr.  Denison.  And  a  good  deal  of  it  is  interstate  freight.  I  do 
not  know  whether  or  not  they  ought  to  be  considered  as  one  system. 

Mr.  Elmquist.  I  discussed  this  morning  the  reasons  for  leaving 
street  car  companies  strictly  to  local  control.  Precisely  the  same 
reasons  apply  to  securities.  It  would  not  be  wise  to  ask  these  street 
car  companies,  and  there  are  a  great  many  of  them,  to  go  to  Wash- 
ington for  security  issues.  It  is  well  for  them  to  have  those  things 
taken  care  of  by  the  tribunal  that  regulates  the  rates,  their  account- 
ing, their  service,  and  things  of  that  kind. 

By  the  way,  I  am  learning  a  good  deal  about  the  street  car  com- 
panies these  days.  Our  electric  railway  commission,  which  the 
President  appointed,  of  which  I  happen  to  be  chairman,  has  been 
conducting  a  series  of  hearings  from  10  o'clock  in  the  morning  until 
10  o'clock  at  night  regularly  for  a  long  while.  Not  one  among  all  of 
those  utilities  has  suggested  the  desirability  of  transferring  to  the 
Federal  Government  the  control  over  their  securities,  their  rates,  or 
their  service.  All  of  them  concede  that  that  particular  utility  is 
local  in  nature,  and  that  the  regulation  must  correspondingly  be 
local. 

The  last  part  of  that  amendment  is:  '■''Provided  further,  That  it 
shall  not  apply  to  telephone  or  telegraph  companies  the  major  por- 
tion of  whose  physical  properties  devoted  to  public  use,  measured  by 
its  value,  is  located  within  one  State." 

As  I  stated  to  you  this  morning,  there  are  almost  40,000  telephone 
companies  in  the  United  States.  This  amendment  will  not  inter- 
fere with  the  A.  T.  &  T.,  or  with  the  Western  Union,  or  Postal  Tele- 
graph Co.  It  seeks  to  preserve  the  regulation,  security  control,  etc., 
of  the  telephone  companies  which  discharge  purely  a  local  service. 

I  can  see  that  the  Bell  Telephone  Co.  and  perhaps  some  of  the 
big  independents  will  come  before  this  Congress  before  this  session 
is  over,  and  try  to  demonstrate  the  wisdom  of  centralizing  all  con- 
trol over  securities,  equiiMuent,  facilities,  physical  connections,  ac- 
counting, and  things  of  that  kind,  in  the  Interstate  Commerce  Com- 
mission ;  but  I  feel  perfectly  sure  that  this  Congress  is  not  going  to 
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take  from  the  people  of  the  State  the  important  function  whicli  local 
tribunals  are  driving  to  them  through  their  service  and  their  ac- 
counting and  the  regulation  of  the  rates  of  these  ditferent  utilities. 
Now,  that  concludes  my  general  statement.  I  do  not  think  it 
should  be  necessary  for  me  to  impress  upon  this  committee  the  im- 
portance of  local  regulation  of  transportation  companies.  We  are 
approaching  an  era  of  consolidation.  It  seems  to  be  on  the  way. 
Whether  it  is  wise  or  not,  I  do  not  kno^^".  We  believe,  however,  that 
it  is  in  the  public  interest  to  permit  consolidations  of  systems  and 
teiininals  under  proper  regulation. 

AVe  know  that  every  consolidation  means  a  reduction  of  competi- 
tion, and  imposes  a  greater  burden  upon  Ihe  public  to  secure  for  the 
people  the  service  which  competition  gave.  That  service  will  de- 
pend upon  the  efficiency  and  the  hiirh  character  of  your  local 
tribunals.  It  can  not  be  expected  that  in  a  country  like  this,  with 
i-ifs  size,  its  diversified  conditions,  its  climate,  its  people,  and  the 
thousands  of  industries  that  are  growing  up.  expanding  almost  over- 
night, that  it  can  be  proper  or  wise  to  give  to  a  tribunal  in  Wash- 
ington the  control  of  the  service  and  the  rates  and  the  extension 
and  the  abandonment  of  all  of  these  tremendous  transportation 
facilities.  You  have  got  to  depend  upon  local  tribunals  to  give  t<^ 
the  people  the  service  which  they  need. 

If  we  are  going  to  have  consolidatio)i.  if  we  are  going  to  centralize 
a  greater  control  in  the  hands  of  a  few  people  of  large  means,  you 
have  got  to,  at  the  same  time,  give  to  the  people  a  coiresponding 
control  over  the  service  and  over  the  rates  by  continuing  in  the  pos- 
session of  local  tribunals  the  control  x^hichfthe  Constitution  wisely 
safeguarded. 

The  CHAimrAN.  Mr.  Sanders  of  Indiana  desires  to  ask  you  some 
questions. 

Mr.  Sanders  of  Indiana.  There  are  two  of  these  proposed  amend- 
ments which  I  desire  to  ask  you  about.  The  amendment  that  you 
j^roposed  this  morning  reads  as  follows: 

Provided,  hoirever,  that  nothinjr  in  this  act  sliall  be  cousti'ued  t<»  ameud, 
repeal,  impair,  or  affect  the  laws  or  powers  of  the  States  in  relation  to  taxa- 
tion, or  the  lawful  police  powers  of  the  State,  including  the  power  to  make 
and  regulate  intrast.-ile  rates,  excejit  as  ex]>ressl.v  provided  in  sections  5,  13, 
and  17  thereof. 

It  is,  as  I  understand  it.  the  law  tluit  when  the  Congress  of  the 
United  States  delegates  to  a  Federal  body  the  jurisdiclion  over  cer- 
tain matters,  or  makes  a  regulation  over  certain  matters  relating  to 
interstate  commerce,  that  that  is  exclusive. 

Mr.  Eljmquist.  Provided  it  has  the  power  to  do  so. 

Mr.  Sanders  of  Indiana.  Providing  it  has  the  poAver  to  do  so.  It 
was  within  the  power  of  the  States  under  their  police  power,  to 
penalize  the  delay  in  the  delivery  of  freight,  whether  interstate  or 
intrastate.  When  the  interstate-commerce  act  was  passed,  which 
specifically  covered  that  question,  it  was  held  in  the  case  of  the  St. 
Louis,  etc.,  Railway  Company  /;.  Edwards,  227  U.  S.,  265.  that  that 
was  exclusive,  because  Congress  by  its  law  had  given  Federal  juris- 
diction. Now,  if  this  proposed  amendment  becomes  a  part  of  this 
bill,  it  becomes  a  part  of  the  act  to  regulate  connnerce.  Hence,  all 
the  provisions,  including  this  provision  and  similar  provisions  which 
have  been  held  to  be  exclusive,  would  be  affected  by  this  statute, 
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in  which  we  specifically  say  that  it  must  not  affect  the  local  police 
power.     Is  not  that  true? 

Mr.  Elmquist.  In  the  first  place,  this  is  an  independent  act,  and 
our  purpose  in  putting  in  that  proviso  Avas  to  protect  the  States 
against  the  indirect  extension  of  power  to  the  Federal  Government. 
We  recognize  that  in  certain  matters  Congress  may  be  supreme  over 
transportation.  We  also  realize  that  there  are  interested  parties 
always  before  your  body,  seeking  to  curtail  and  limit  the  power  of 
local  commissioners.  We  thought  by  putting  in  this  provision  in  the 
first  paragraph,  and  adding  it  to  the  proviso  which  has  been  quoted 
so  frequently  in  Supreme  Court  cases,  that  it  would  safeguard  the 
commissions  and  would  also  simplify  yoijr  own  work. 

Mr.  Sanders  of  Indiana.  Of  course,  you  recognize  that  when  we 
amend  a  law  and  we  use  the  language  "  nothing  in  this  act  to  be 
construed  "  that  that  becomes  a  part  of  the  act  which  we  are  amend- 
ing, and  includes  all  of  the  sections  in  the  act.  You  recognize  that 
to  be  the  law? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  Hence,  would  not  these  provisions  be 
so  affected  by  that  that  they  would  hold  that  the  Federal  control 
Avas  not  exclusive,  but  that  in  addition  to  the  Federal  control,  they 
liad  the  right  to  these  police  regulations? 

Mr.  Elmquist.  Well,  we  believe  that  the  strict  police  regulations 
are  reserved  to  the  States,  and  you  can  not  take  them  awa}',  anyway. 
Now^,  there  is  another  reason  why  we  put  that  section  in.  This  bill 
is  simply  an  amendment  to  the  interstate-commerce  act.  There  are 
many  other  paragraphs  of  the  interstate-connnerce  act.  We  wanted 
to  specifically  limit  the  limitations  upon  the  authority  of  the  States 
to  the  sections  which  are  enumerated  in  our  proviso. 

Mr.  Sanders  of  Indiana.  Which  is  with  reference  to  rates? 

Mr.  Elmquist.  "WTiich  is  with  reference  to  rates,  and  not  only 
that,  there  are  several  paragraphs  here,  rates,  securities,  consolida- 
tions, and  extensions  and  abandonments. 

The  Chairman.  Sections  5,  13,  and  IT. 

Mr.  Sanders  of  Indiana.  Here  is  the  language  of  your  amendment : 

In  relation  to  taxation  or  tlie  lawful  police  powers  of  the  States,  incliulin;;- 
the  power  to  make  and  regulate  intrastate  rates,  except  as  expressly  provided  in 
sections  5,  13,  and  17  thereof. 

Mr.  Elmquist.  It  w-as  not  our  intention  to  have  each  of  those  sec- 
tions refer  to  rates,  because  they  do  not.  Section  5  refers  to  consoli- 
dations, section  13  to  rates,  and  section  17  to  securities. 

Mr.  Sanders  of  Indiana.  Yes.  But  outside  of  those  three  things, 
you  intend  to  proyide  that  none  of  the  regulatory  provisions  of  the 
interstate  commerce  act  shall  be  hereafter  interpreted  as  an  exclusive 
jurisdiction  by  the  Federal  courts? 

Mr.  Elmquist.  As  provided  in  this  act. 

Mr.  Sanders  of  Indiana.  Yes.  Well,  that  would  undoubtedly 
have  the  effect  of  destroying  much  of  the  law  and  the  interstate  com- 
merce act. 

Mr.  Elmquist.  What  would  you  destroy? 

Mr.  Sanders  of  Indiana.  You  would  destroy,  for  instance,  the  ex- 
clusive powder  over  demurrage,  over  the  penalty  for  delay,  over  the 
furnishing  of  cars,  and  numerous  other  things. 
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Mr.  Elmquist.  Well,  the  StatLS  to-day  have  the  right  to  impose 
reasonable  deiiiurrag-e  charges,  and  the  only  vray — 

Mr.  Sanders  of  IndiaJia   (interposing).  On  interstate  connnerce? 

Mr.  Elmquist.  On  intrastate  commerce. 

Mr.  Sanders  of  Indiana.  They  have  the  police  power  as  long  as 
Congress  has  not  acted,  to  deal  Avith  these  questions  of  delay  and 
dennirrage.  It  has  been  held  so,  but  after  Congress  did  act,  that 
was  held  to  be  covered  by  the  exclusive  Federal  regulation. 

Mr.  Elmquist.  The  decision  that  you  read  to  me  a  short  time  ago, 
if  m}^  memory  ser^-es  me  right,  deals  with  the  question  of  reciprocal 
demurrage,  where  a  State  attempted  lo  compel  the  carrier  to  deliver 
equipment  within  a  reasonable  time,  and  upon  failure  to  penalize  it 
for  its  failure  so  to  do.  The  way  that  the  Supreme  Court  held  those 
statutes  to  be  unconstitutional  was  that  it  was  attempting  to  interfere 
with  cars  used  both  in  State  and  interstate  commerce,  and  that  very 
frequently  the  cars  were  being  necessarily  emploj'ed  in  interstate 
connnerce.  We  have  had  many  cases  tried  under  the  reciprocal  de- 
murrage hiAv,  and  in  all  of  them  the  carriers  rely  on  the  defense  that 
the  State  is  attempting  to  interfere  with  cars  to  be  used  in  interstate 
commerce,  and  that  floods  or  wrecks,  or  other  absence  of  cars  upon 
other  lines,  on  other  traffic,  prevents  them  from  delivering  the  cars 
as  required  by  the  shipper.  That  is  entirely  different  from  the  fixing 
of  a  rate. 

Mr.  Sanders  of  Indiana.  That  is  one  line  of  decisions. 

Mr.  Elmquist.  Yes. 

Mr.  Sanders  of  Indiana.  But  outside  of  that  there  is  a  line  of 
decisions  that  holds  that  the  States  have  police  power  over  inter- 
state commerce,  which  may  be  wiped  out  by  the  use  of  similar  pow- 
ers in  the  National  Government. 

Mr.  Elmquist.  Yes. 

Mr.  Sanders  of  Indiana.  Now,  it  is  your  purpose  to  protect  those 
with  the  exceptions  enumerated  ? 

Mr.  Elmquist.  It  is  our  purpose  to  except  anything  that  Con- 
gress does  not  directly  take  away.  We  ought  to  have  a  chance  to  be 
heard  when  Congress  is  attempting  to  take  awav  the  powers  of  the 
State. 

Mr.  Sanders  of  Indiana.  Of  courge,  if  we  put  this  in,  we  do  not 
take  it  away. 

Mr.  Elmquist.  That  is  right. 

Mr.  Sanders  of  Indiana.  Now,  I  want  to  go  to  your  other  amend- 
ment, your  amendment  to  section  13.  I  think  you  said,  in  our  morn- 
ing session,  that  by  your  proposed  amendments,  you  intended  to 
make  this  section  declaratory  of  the  rule  in  the  Shreveport  case. 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  And  to  take  from  it  anvthing  bevond 
that? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  So  it  is  your  opinion,  so  far  as  the  ques- 
tion of  intrastate  rates  and  interstate  rates  is  concerned,  that  the 
present  law  is  all  right,  so  far.  as  substantive  law  is  concerned  ? 

Mr.  Eliniquist.  Yes,  sir. 
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Mr.  Sanders  of  Indiana.  With  this  provision  that  you  have  sug- 
gested : 

Wlieiievor  in  any  iuvestijiatioii  under  the  jirovi.sions  of  this  uet  there  shall 
be  bi-ought  in  issue  the  lawfulness  of  any  rate,  fare,  charjie,  classification,  regu- 
lation or  practice  made  or  imposed  by  authority  of  any  State. 

How  could  that  question  be  presented  to  the  Interstate  Commerce 
Commission  'i 

jNIr.  Elmquist.  Shippers  file  a  petition  alleging  that  there  is  a 
discrimination  between  State  and  interstate  rates. 

Mr.  Sandj:rs  of  Indiana.  In  other  words,  this  could  never  be  in- 
voked except  if  the  discrimination  existed? 

Mr.  Elmquist.  There  must  be  something  to  complain  of. 

Mr.  Sanders  of  Indiana.  And  evidence  of  prejudice  existed? 

Mr.  Elimquist,  Certainly. 

Mr.  Sanders  of  Indiana.  In  other  words,  you  will  have  the  evil 
there  and  operating  before  it  can  be  brought  to  the  attention  of  the 
commission? 

Mr.  Elmquis'I'.  Until  that  exists,  there  is  nothing  to  complain  of. 

Mr.  Sandp:rs  of  Indiana.  And  it  would  continue  to  operate  until 
that  species  of  case  were  presented  to  the  conmiission  and  heard  and 
determined  ? 

iVTr.  Elmquist,  That  is  correct. 

Mr.  Sanders  of  Indiana.  And  after  it  was  determined,  the  deter- 
mination would  relate  solely  to  the  question  presented  there  before 
the  commission? 

Mr.  EL:NrQuiST.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  It  would  not  affect  similar  i)laces  in  the 
State  unless  they  also  litigated  in  the  same  litigation  ? 

Mr.  Elmquist.  ITnless  they  came  within  the  evidence  showing  an 
unjust  discrimination  to  exist. 

Mr.  Sanders  of  Indiana.  Do  you  think  that  a  State,  through  its 
legislature  or  connnission,  ought  to  be  permitted  to  put  rates  on 
which  will  become  an  undue  burden  on  interstate  commerce? 

Mv.  EL:^rQUIST.  They  have  the  power  to  put  those  rates  on.  It  is 
in  the  power  of  the  Federal  Government,  through  the  Interstate 
Commerce  Commission,  to  remove  discriminations. 

Mr.  Sanders  of  Indiana.  When  there  is  an  undue  burden? 

jMr.  Elmquist.  Not  Avhen  there  is  an  undue  burden.  That  power 
has  not  been  given. 

Mr.  Sanders  of  Indiana.  My  question  related  to  undue  burden. 
Do  you  think  a  State  has  the  power,  or  should  have  the  })Ower.  to 
put  into  effect  a  rate  that  will  east  an  undue  burden  upon  interstate 
commerce  ? 

Mr.  Elmquist.  I  believe  that  the  State  has  a  perfect  right  under 
the  Constitution  and  should  have  the  right  to  make  just  and  reason- 
able rates  for  railroad  companies  or  other  utilities. 

Mr.  Sanders  of  Indiana.  What  do  you  think  about  their  right  to 
cast  an  undue  burden  on  interstate  commerce  ? 

Mr.  El^niquist.  If  those  rates  are  just  and  reasonable  in  and  of 
tliemselves,  it  is  difficult  for  me  to  see  where  they  can  cast  an  undue 
burden  upon  interstate  conunerce,  because  if  the  State  rate  is  just 
and  reasonable  in  and  of  itself,  it  is  quite  evident  that  the  interstate 
rate  is  unreasonably  high.     Why  do  I  say  that?     Because  all  tl)e 
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courts  and  all  the  commissions  and  all  the  students  of  transpoiiation 
who  have  made  a  study  of  the  cost  of  doing  intrastate  business,  as 
compared  with  interstate  business,  have  determined  tliat  the  cost 
of  doing  short-line  intrastate  business  is  greater  than  that  of  doing- 
interstate  business.  Therefore  it  is  difficult  for  me  to  conceive,  sir, 
that  a  reasonable  intrastate  rate  can  cast  an  undue  burden  upon 
interstate  commerce. 

Now,  what  is  the  remedy?  If  the  State,  through  its  legislative 
body  or  through  its  commission,  makes  a  rate  for  a  carrier  that  is 
not  just  and  reasonable,  the  carrier  has  his  defense  in  court,  by 
injunction  proceedings,  by  appeal,  or  otherwise.  Federal  courts 
freely  grant  injunctions  upon  the  petition  of  a  carrier  alleging  that 
the  rate  is  confiscatory. 

So  I  do  not  see  wliy  there  should  be  all  of  this  concern  about  the 
words  "undue  burden,"  because,  as  a  matter  of  fact,  it  is  not  bur- 
dening interstate  commerce. 

Mr.  Sanders  of  Indiana.  Well,  if  the  whole  test  about  State  rates 
is  whether  or  not  they  are  confiscatory,  that  would  not  answer  the 
question  as  to  whether  there  was  an  undue  burden.  They  might 
not  be  confiscatory  and  still  may  constitute  an  undue  burden  on 
interstate  commerce. 

Mr.  Elmquist.  I  am  not  so  sure  about  that.  The  courts  have  de- 
clared in  the  Willcox  case,  at  New  York,  that  a  6  per  cent  rate  was 
not  confiscatory. 

In  the  Minnesota  rate  cases,  which  were  tried,  I  believe  the  Great 
Northern  was  getting  6.1  per  cent,  and  the  Northern  Pacific  was 
found  to  have  5.8  per  cent.  The  court  held  that  those  rates  were 
not  confiscatory.  The  Minneapolis  &  St.  Louis  Railroad  was  earn- 
ing 4.5  per  cent  and  the  court  held  that  to  be  confiscatory. 

Now,  a  rate  that  is  bringing  in  5.8  or  6  per  cent  to  a  carrier,  after 
it  has  paid  all  of  its  operating  expenses  and  set  aside  its  depreciation 
accordnig  to  the  accounting  rules  of  the  Interstate  Coimnerce  Com- 
mission, can  not  be  held  to  be  very  much  of  a  burden  upon  the  car- 
rier or  upon  interstate  commerce. 

Just  in  that  connection  let  me  tell  you  something.  I  had  occa- 
sion to  investigate  the  rates  on  a  western  railroad  some  years  ago, 
and  there  was  a  great  hullabaloo  about  the  State  rates  being  too  low. 
We  put  one  of  the  best  accountants  in  the  country  to  work  to  figure 
out  vrliat  the  rates  earned.  He  made  a  very  careful  study,  and  we 
found  after  actual  investigation  that  the  intrastate  rates  on  that 
railroad  brought  in  somewhere  between  8  and  9  per  cent,  but  the 
interstate  rate  was  bringing  in  about  3.2  per  cent.  That  is  where  they 
were  claiming  that  a  State  rate  was  an  undue  burden  upon  interstate 
commerce,  but  the  earnings  were  abundant  under  our  schedule.  What 
Avould  you  do  in  a  case  of  that  kind  ? 

Mr.  Sanders  of  Indiana.  Did  you  reduce  the  rate? 
Mr.  Elmquist.  No.    We  left  it  just  as  it  was. 

Mr.  Sanders  of  Indiana.  That  is  a  case  w^here  the  interstate  and 
intrastate  rates  were  not  equalized.  Do  you  think,  with  one  body  in 
a  unified  control  of  these  rates,  that  that  situation  would  have  ex- 
isted— or  one  jurisdiction;  I  do  not  care  whether  it  is  one  body  or 
Avhether  it  is  composed  of  regional  commissions. 

Mr.  Elmquist.  I  think  there  will  always  be  a  great  deal  of  differ- 
ence between  local  and  through  rates,  because  it  is  inevitable.    Local 
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conditions  are  so  different  from  through  hauls.  Interstate  rates  are 
generally  made  to  assist  the  distribution  of  traffic  from  one  large 
commercial  center  to  anotlier  large  commercial  center  or  from  one 
large  factor}^  to  a  distributing  center,  but  intrastate  rates  are  gen- 
erally made  to  help  the  movement  of  traffic  within  the  State. 

In  our  State  the  intrastate  rates  bring  in  about  38  per  cent  of  the 
revenue.  I  imagine  in  the  State  of  Texas  that  a  very  large  per  cent 
of  the  business  in  that  State  is  purely  intrastate.  Will  you  tell  me 
that  in  a  State  as  large  as  Texas,  where  it  will  take  you  two  and 
one-half  days  to  travel  across  it  by  rail,  that  the  Interstate  Com- 
merce Commission  should  have  exclusive  power  to' fix  the  rates  there 
for  these  local  industries? 

Mr.  Sanders  of  Indiana.  I  not  only  tell  you  that  thej^  ought  to, 
but  in  the  Shreveport  case  they  practically  did  that,  because  they 
found  that  that  great  State  down  there  had  absolutely  paid  no  atten- 
ion  to  anybody  except  the  people  of  Texas  and  had  discriminated 
against  the  people  on  the  outside  to  such  an  extent  that  they  revised 
the  whole  system  of  rates,  without  interference  by  the  Federal  com- 
mission, and  if  the  Federal  commission  had  originally  had  jurisdic- 
tion over  it  that  condition  would  never  have  existed. 

Mr.  Elmquist.  And  do  not  forget  that  the  Interstate  Commerce 
Commission  in  its  original  opinion  found  that  the  State  rate  in  and 
of  itself  was  reasonable. 

Mr.  Sanders  of  Indiana.  That  is  what  I  am  contending,  that  it 
may  be  reasonable  and  still  be  jangled  out  of  tune  with  the  whole 
system  of  rate  making  all  over  the  country. 

Mr.  Elmquist.  But  you  are  trying,  sir,  to  take  from  the  State  any 
power  to  fix  intrastate  rates  or  to  give  necessar}-  relief  to  the  local 
shippers. 

Now,  it  is  our  contention  that  that  is  inimical  to  the  welfare  of 
the  country,  and  will  not  even  be  helpful  to  the  carriers,  because  if 
you  let  these  railroads  go  back  to  private  ownership  and  centralize 
the  whole  rate-making  power  in  the  Interstate  Commerce  Commis- 
sion you  have  very  little  rate  regulation.  There  are  now  an  average 
of  about  160,000  tariffs  filed  a  year  with  the  Interstate  Commerce 
Commission.  They  have  a  number  of  men  who  examine  those  tariffs 
as  they  come  in,  check  them  up  to  see  if  they  conform  to  the  rules, 
etc.,  but  is  is  humanly  impossible  for  those  experts  to  look  over 
those  tariffs  and  determine  the  effect  which  any  of  them  will  have 
upon  shippers  or  communities  or  industries  that  are  affected  by  the 
increased  rates. 

If  you  were  to  add  to  the  large  volume  of  tariffs  that  are  filed 
witli  the  Interstate  Commerce  Commission  the  nuiltitude  that  would 
have  to  be  filed  to  take  care  of  purely  local  conditions,  new  industries 
starting  up  that  have  got  to  have  tariffs,  new  cities  building  up  that 
feel  that  they  have  got  to  compete  with  other  cities  and  want  sched- 
ules of  rates,  you  will  simply  overburden  this  commission  with  a  mul- 
titude of  tariffs,  and  that  means  that  regulation  will  not  be  regula- 
tion, and  it  will  fall  down.  The  carriers  themselves  must  depend 
upon  these  local  tribunals  to  help  them  out. 

Mr.  Sanders  of  Indiana.  They  have  got  control  of  about  85  per 
cent  in  volume? 

Mr.  Elmquist.  Of  revenues;  yes. 
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Mr.  Sanders  of  Indiana.  You  suggested  awhile  ago  that  there  was 
no  one  here  complaining  about  this  question  of  interstate  rates  and 
intrastate  rates  except  the  railroad  executives.  Have  you  read  the 
plan  offered  by  the  railroad  securities  representatives? 

Mr.  Elmquist.  I  read  the  plan  offered  by  the  railroad  securities 
executives,  and  my  recollection  is  that  they  are  not  asking  to  take 
the  rate-making  power  away  from  the  States.  At  least,  they  did 
not  under  the  plan  thej^  submitted  to  the  Senate  committee. 

Mr.  Sanders  of  Indiana.  If  you  will  read  page  10  of  the  bill  which 
they  submitted  to  us,  you  will  find  that  it  goes  even  further  than  this 
bill  itself.  I  might  say  to  you  that  you  are  the  first  person  who  has 
objected  to  the  provision  in  this  law  giving  to  the  Interstate  Com- 
merce Commission  the  right  to  take  care  of  an  undue  burden  cast 
upon  interstate  commerce. 

Mr.  Elmquist.  I  am  not  at  all  surprised  at  that.  You  have  been 
overwhelmed  with  a  lot  of  carriers  and  security  holders  here,  who  are 
looking  out  after  special  affairs  and  have  not  been  giving  consid- 
eration to  the  general  public. 

Mr.  Sanders  of  Indiana.  Yes;  we  have  had  other  people  also. 

Mr.  Sims.  May  I  ask  some  questions,  Mr.  Chairman  ? 

The  Chairman.  Yes,  sir:  Judge  Sims. 

Mr.  Sims.  I  want  to  ask  a  fcAv  question,  and  I  start  in  by  saying,  so 
far  as  I  heard  your  amendments  here  and  understood  them,  I  see  no 
reason  why  we  should  not  adopt  them  en  bloc,  but  there  is  a  reason 
outside  of  just  what  appears  on  its  face. 

You  gentlemen  come  here  from  more  or  less  restricted  areas  which 
you  serve  than  the  gentlemen  represented  on  the  side  of  the  railway 
executives.  The  railway  executives  claim  to  represent  95  per  cent 
of  the  railroad  mileage  of  the  whole  country,  and  the  securit}^  hold- 
ers claim  to  represent  7,  8,  or  10  billions  of  dollars  of  those  wiio 
hold  securities,  the  value  of  which  they  claim  depends  upon  action 
by  Congress ;  and  then  the  gentlemen  calling  themselves  the  represent- 
atives of  the  United  States  Chamber  of  Commerce  plan,  business  men, 
exclusively  business  men — which  includes  bankers,  manufacturers  of 
and  dealers  in  railway  supplies,  and  everything  of  that  kind — and 
they  are  looking  chiefly  to  railway  credit.  You  gentlemen,  each  and 
all  of  you,  represent  a  single  State  and  not  a  great  industry  or  a  great 
.special  industry  to  embarrass  or  anything  of  that  sort;  and  I  feel 
that  you  are  in  a  position  to  act  with  less  restraint  and  less  embar- 
rassment, and  certainly  without  any  profit-seeking  motive,  and  T 
think  what  you  say  ought  to  weigh  very  greatly  with  us,  and,  in  the 
absence  of  something  to  show  why  it  should  not  so  weigh,  I  am  going 
to  accept  it. 

Mr.  Elmquist.  I  am  very  glad  of  that.  Judge  Sims. 

Mr.  Sims.  And  I  want  to  go  further  than  that.  As  long  as  the 
railroads  are  owned  by  private  corporations  and  operated  for  profit 
or  benefits  in  the  form  of  profits,  whether  it  is  profiteering  or  not — 
I  do  not  know  just  what  it  takes  to  be  a  profiteer,  it  is  but  natural 
for  people  who  hiive  private  investments  for  profit  to  try  to  increase 
those  profits,  and  all  of  these  railroads  and  all  of  these  investment 
bankers  and  all  of  these  security  holders  are  interested  in  making 
profits  by  private  ownership  and  private  operation  of  a  public- 
utility  service.    Consequently,  the  door  of  temptation  is  open  to  them 
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all  the  time  to  increase  profits;  they  employ  the  ablest  lawyers  in 
the  country,  which  the  people,  in  general,  can  not  employ ;  they  have 
never  had  an  adverse  judiciary  in  the  Federal  courts  of  the  country. 

As  a  rule,  the  people  have  believed  that  they  have  through  you 
always  got  justice,  and  I  do  not  expect  you  gentlemen  to  advocate 
anything  that  is  confiscatory,  or  anything  of  that  sort. 

Therefore,  I  think  that  you  not  only  ought  to  have  all  the  power 
you  need  have,  but  that  you  ought  to  exercise  it,  and  that  in  doing  so, 
as  long  as  the  railroads  are  privately  owned  and  privately  operated, 
3'OU  are  doing  that  which  is  absolutely  necessary,  in  order  to  keep 
encroachments,  clue  to  the  temptation  to  ever  increase  as  far  as  pos- 
sible the  profits  of  private  investments,  and  in  addition  to  that  I 
think  the  Interstate  Commerce  Commission  ought  to  have  all  the 
power  it  has  and  just  as  much  more  as  may  be  necessary  in  order  for 
them  to  protect  the  public  against  the  power  and  possibility  of  a 
$20,000,000,000  investment,  directly  and  through  those  who  are  in- 
directly interested,  as  supply  men,  material  men,  refunding  bankers, 
investment  bankers,  and  everything  of  that  sort. 

I  think  they  ought  to  have  it  and  exercise  it,  and  that  the  pre- 
sumption should  always  be  in  favor  of  honest,  just,  altruistic  purpose 
on  the  part  of  the  Interstate  Commerce  Commission  and  on  the  part 
of  the  State  commissions. 

Now,  I  may  be  taking  an  erratic  view  of  this  matter,  but  I  want 
you  to  know  that  I  feel  that  I  should  support  you  to  the  limit.  There 
is  another  thought  I  had  in  mind,  and  one  that  you  have  not  had 
anything  to  say  about.  I  wish  you  would  give  me  your  ideas  about 
it,  unless  you  do  not  want  to  express  yourselves.  My  thought  is  this : 
In  returning  these  properties  to  their  owners,  with  such  rates  as 
they  can  get  at  the  hands  of  the  Interstate  Commerce  Commission 
on  interstate  matters,  and  such  treatment  as  they  may  receive  at  the 
hands  of  the  State  commissions,  how  long  ought  the  Government 
to  pay  this  full  rental  charge  on  these  properties?  Should  it  go  oif 
immediately  or  should  it  be  gradually  reduced? 

I  would  like  for  j^ou  to  give  a  frank  statement,  if  you  will. 

Mr.  El,mqtjist.  The  question  is  whether  the  Congress  should  guar- 
antee a  return  after  the  railroads  are  returned? 

Mr.  Sims.  Should  it  continue  after  the  Government  has  no  further 
interest  in  the  operation,  no  power  to  make  a  rate  or  regulate  it, 
should  it  continue  to  be  responsible  for  the  beneficial  results  of 
that  rate  to  the  railroads,  after  they  have  the  property  in  their 
hands  and  operate  it,  just  as  they  did  before  the  war?  Should 
the  taxpayer  continue  to  pay  the  diffeience  between  success  and 
failure  ? 

Mr.  Elmquist.  That  is  a  A^ery  important  question.  Now,  it  is  true 
that  today  a  good  many  of  the  carriers  are  in  difRcult3^  due  to  the 
increased  cost  of  labor,  fuel,  material,  and  supplies.  The  opinion 
is  pretty  general  among  regulating  commissions.  State  as  well  as 
Federal,  that  when  the  railroads  go  back  to  priA^ate  operation  there 
will  be  a  higher  degree  of  efficiency,  business  will  be  encouraged, 
solicitors  will  be  out  on  the  line  helping  shippers  to  get  their  busi- 
ness moving  upon  favorable  terms,  the  volume  of  traffic  will  in- 
crease, and  the  cost  of  operation  will  be  reduced,  because  of  greater 
efficiency  and  larger  volume  of  business  and  the  natural  decline  in 
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prices  as  we  approach  a  normal  status.  When  the  roads  return  they 
will  have  the  highest  rate  base  in  the  history  of  the  country.  The 
problem  of  the  future,  as  I  see  it,  is  not  to  increase  rates,  but,  after 
a  reasonable  time,  which  we  have  indicated  as  a  year  and  a  half,  to 
begin  making  reductions  that  will  permit  the  free  flow  of  traffic, 
as  well  as  passengers.  These  reductions  can  not  be  arbitrary ;  they 
must  conform  to  facts. 

If  the  railroads  go  back,  safeguarded  by  legislation  which  will 
permit  them  to  consolidate  systems  and  terminals,  giving  the  se- 
curity control  to  the  Federal  Connnission,  and  let  the  roads  operate 
under  proper  regulation,  then  there  is  not  going  to  be  any  need 
for  the  Government  to  guarantee  a  return  for  any  period  after 
they  go  back  into  private  hands. 

I  am  now^  expressing  my  personal  opinion.  The  association  has  not 
gone  on  record  upon  that  particular  question,  but  I  know  that,  in 
consultation  with  men  who  have  been  regulating  these  carriers,  there 
is  the  general  opinion  that  the  guaranty  ought  not  to  be  expected 
after  the  companies  go  back  into  the  hands  of  their  private  owners. 

Mr.  Sims.  And  that  the  threatened  bankruptcy  and  ruin  of  the 
country,  and  general  receiverships,  will  not  necessarily  take  place 
on  account  of  that  ? 

Mr.  Elmquist.  I  do  not  believe  it. 

Mr.  Sims.  Then,  another  thing.  Will  it  not  be  perfectly  natural, 
when  the  railroads  go  back  to  .their  private  owners,  that  the  labor, 
the  officials,  the  supply  men,  the  people,  the  shippers — all  of  them 
will  be  doing  all  they  can  to  help  in  this  situation.  They  have 
got  no  Government  coiitrol  behind  the  companies  and  therefore  they 
will  say  "  We  must  depend  upon  the  company's  ability  to  ])ay  and 
the  business  it  does,"  and  the  official  will  feel  a  little  less  inclined  to 
have  high  compensation.  In  other  words,  they  will  accept  some  of 
the  results  of  the  war,  which  none  of  us  regret  having  taken  place, 
and  take  some  of  the  chances  of  the  future,  as  wgll  as  the  poor 
taxpayer.  The  tax  is  paid  involuntarily.  It  is  not  an  investment. 
Xo  profit  is  ever  expected  to  come  from  it.  And  why  should  w^e 
continue,  after  returning  the  companies  to  their  owners,  with  all 
the  benefits  due  to  individual  initiative  and  hope  for  the  future 
and  everything  else,  wdiy  should  we  continue  to  dip  down  in  the 
taxpayer's  pockets  and  pay  a  guaranty  of  the  largest  averagte 
three  years  they  evev  had  for  one  year,  two  years,  or  any  other  time? 

Mr.  Elmquist.  I  believe  my  former  answer  answers  the  question. 

May  I  suggest  that  I  was  a  member  of  the  conference  called  by 
tlie  chambers  of  commerce  and  attended  all  of  their  meetings. 
There  was  a  conference  that  included  economists  and  statisticians  and 
railroad  men.  State  and  Federal,  regulating  commissions,  and  about 
the  best  students  of  transporation  that  could  be  found  in  the  country. 
That  conference  did  not  adopt  any  resolution  seeking  to  take  from 
the  States  all  the  rate-making  power.  It  simply  said  that  it  believed 
in  leaving  with  the  Interstate  Commerce  Commission  control  over 
rates  affecting  interstate  commerce. 

Mr.  Sanders  of  Indiana.  And  the  plan  that  they  laid  down  would 
absolutely  require  that  to  be  in  one  body  ? 

Mr.  Elmquist.  Not  according  to  any  of  the  resolutions  that  were 
adopted  at  the  conference. 
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Mr.  Sanders  of  Indiana.  We  have  the  phm  that  they  submitted 
to  us,  which  would  require  the  rate  structure  to  yield  a  certain  per- 
centage. • 

Mr,  Elmquist.  Yes;  I  know  that. 

Mr.  Sanders  of  Indiana.  But  I  just  wanted  to  call  your  attention 
to  the  fact  that  in  the  bill  introduced  by  Congressman  Sims,  who 
has  just  been  questioning  you,  the  provision  with  reference  to  these 
rates  is  as  follows : 

That  the  directors,  officers,  and  employees  of  the  corporation,  concerning  any 
undertaking  of  whicli  or  of  the  plant  whereof  possession  -is  retained  or  taken 
by  the  appraisement  board,  shall  administer  such  undertaking  as  to  the  rates, 
fares,  tolls,  dues,  and  charges  to  be  charged  under  the  direction  of  the  Inter- 
state Commerce  Commission. 

Mr.  Sims.  You  mean  the  Plumb  bill  ? 

Mr.  Sanders  of  Indiana.  Yes. 

Mr.  Sims.  That  contemplates  Government  ownership  and  has  no 
relation  whatever  to  this.  The  gentleman  likes  to  bring  that  up 
every  time  he  gets  a  chance. 

Mr.  Elmquist.  I  stated  a  while  ago  in  my  general  statement  that 
when  we  come  to  consider  a  regulation  under  Government  ownership, 
that  there  may  a  different  problem  f)resented.  But  that  question  is 
not  before  us  now.  Perhaps  the  best  way  to  make  our  position  clear 
upon  the  subject  of  Government  ownership  at  this  time  is  to  read 
the  letter  which  I  sent  to  the  Hon.  Joseph  B.  Eastman  on  the  11th 
day  of  July,  1919.  It  is  as  follows : 

National  Association  of 
Railway  and  Utilities  Commissioners, 

WasJtington,  D.  C,  Jitlij  11,  1919. 
Hon.  Joseph  B.  Eastman, 

Interstate  Commerce  Couimission,  Washington,  D.  C. 

My  Dear  Mr.  Eastman:  I  beg  leave  to  acknowledge  receipt  of  a_copy  of 
your  letter  to  the  Senate  Committee  on  Interstate  Commerce  urging  a  continu- 
ation of  Government  operation  of  the  railways.  I  have  read  it  wath  great  in- 
terest. You  illumine  any  subject  that  you  treat.  I  agree  with  many  of  your 
statements,  but  nuist  reject  .some  of  your  conclusions,  because  the  logic  of  your 
argument  leads  to  immediate  acceptance  of  the  permanent  policy  of  Govern- 
ment ownership  and  operation. 

It  is  conceivable  that  the  people  may  in  the  future  declare  for  such  a  policy, 
but  not,  I  take  it,  until  they  have  become  convinced  that  it  will  afford  better 
and  cheaper  service  than  private  operation  under  strict  regulation.  Before  we 
determine  on  the  policy  of  Government  ownership  and  operation,  however,  the 
people  of  the  country  are  entitled  to  have  our  regulating  system  rounded  out 
and  made  adequate  to  cover  all  phases  of  the  relations  between  the  public  serv- 
ice agency,  the  public  it  serves,  and  its  employees.  Just  now,  the  practically 
unanimous  opinion  of  statesmen,  economists,  business  men,  shippers,  stock- 
owners  and  bankers,  railroads  and  regulating  commissions,  both  State  and 
Federal,  is  that  the  hour  has  struck  for  the  enactment  of  legislation  which 
will  strengthen  the  arm  of  regulation  so  as  to  prevent  well-known  abuses, 
financial  and  otherwise,  and  give  the  public  adequate  service  at  reasonable 
rates,  and  at  the  same  time  enable  the  carriers  to  so  function  as  to  insure  a 
proper  return  upon  capital,  invite  credit,  make  natural  approved  consolidations 
in  the  interest  of  the  public,  and  secure  the  equipment,  terminals,  and  exten- 
sions necessary  to  the  development  of  the  country. 

In  my  judgment.  Congress  is  preparing  to  take  action  along  these  lines.  It 
should  i-eceive  from  regulating  commissions  that  full  measure  of  assistance 
^\•hich  their  wide  experience  and  diligent  study  so  well  qualify  them  to  render. 

Your  comnuinication  raises  an  economic  question  of  profound  importance. 
This  we  need  not  now  discuss,  as  there  is  one  practical  objection  to  your  pro- 
posal which-  to  me  appears  insuperable  : 

The  fact  is  that  the  railroads  are  going  back  to  private  operation.  The 
President  so  stated  in  his  message  last  Jinie,  and  set  the  time  at  the  end  of  the 
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yeai".  This  harmonizes  with  the  purpose  of  war-time  Government  operation. 
It  was  as  a  war  measure  tliat  the  carriers  were  taken  over.  But  the  war 
emergency  ended,  apparently  wlien  the  armistice  was  signed,  and  beyond  all 
question  with  the  signing  of  the  treaty  of  peace.  The  President's  decision  is 
in  accord  with  the  overwhelming  sentiment  of  the  country.  This  sentiment 
is  a  natural  reaction  from  the  tremendous  expansion  of  Governmental  activi- 
ties during  the  war.  That  expansion  devitalized  business  initiative  outside  of 
its  own  sphere,  causing  the  curtailment  of  production  and  the  interference 
with  long  established  customs,  usages,  and  practices. 

The  sentiment  against  Government  ownershi])  and  operation  has  been  crystal- 
ized  by  the  experience  in  shipl)uihling  and  aircraft  production,  futile  in  re- 
sults and  aiipalliiig  in  losses;  by  the  oft-repented  charges  of  extravagance  in 
the  ordnance  and  other  war  departments;  by  the  unhappy  and  costly  experi- 
ment in  the  operation  of  the  wire  systems  with  its  largely  increased  charges 
and  inferior  service;  by  the  character  of  the  freight  and  passenger  service 
rendered  during  Government  operation ;  repeated  orders  that  ultimately  in- 
creased wages  about  a  billion  dollars,  although  the  Railroad  Administration 
knew  that  it  was  facing  a  large  deficit  in  operation ;  the  extraordinary  ii\- 
creases  in  freight  and  passenger  rates  at  a  moment's  notice  and  without  giv- 
ing a  hearing  to  those  from  whose  pockets  the  money  was  to  come ;  and  the 
dreary  story  of  losses  ranging  from  $B6,(«10,()()0  to  $60,000,000  a  month  since 
the  first  day  of  the  year,  accompanied  by  the  uninviting  prospect  of  still  an- 
other large  increase  in  rates. 

The  tide  against  Government  ownership  and  operation  is  practically  irre- 
sistible. We  are  facing  a  condition,  and,  since  private  operation  is  inevitable. 
all  students  of  regulation  should  join  forces  to  secure  the  most  helpful  and 
constructive  legi.slation. 

Advocates  of  Government  ownership  and  operation  present  very  persuasive 
arguments.  Equally  persuasive  arguments  against  such  proposals  can  readily 
be  suggested.  In  the  present  state  of  mind,  however,  the  public  will  not  give 
the  subject  fair  consideration.  And  yet  the  proper  determination  of  the  ques- 
tion is  so  vitally  important  to  the  American  people  that  it  should  no  be  con- 
sidered until  they  are  ready  to  listen  to  all  arguments,  give  to  them  proper 
weight,  and  determine  the  question  after  frank  and  thoughtful  discussion. 

It  is  apparent,  therefore,  that  this  is  not  the  time  to  consider  the  question. 
Very  sincerely,  yours, 

ChAKLES   E.    ET.MQUIST, 

President. 

Mr.  Watson.  Do  I  understand  you  to  say  that  the  time  is  very 
near  when  socialism  must  be  instituted  in  all  of  our  large  industries ; 
that  socialism  must  prevail? 

Mr.  Elimquist.  In  my  preliminary  statement  I  said  that  if  Con- 
gress would  guarantee  a  return  to  the  railroads  of  the  country,  which 
is  the  largest  single  industry,  that  it  would  promulgate  an  agitation 
for  the  extension  of  socialism  to  practically  all  forms  of  industry. 

Mr.  Watson.  You  did  not  then  state  that  you  were  in  favor  of 
socialism. 

Mr.  Elmquist.  I  certainly  did  not. 

Mr.  Watson.  That  is  what  I  wanted  to  make  clear. 

Mr.  Sims.  You  had  rather  prevent  it  entirely,  hadn't  you? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Watson.  One  question  more.  I  understand  you  are  opposed 
to  competition  of  railroads? 

Mr.  Elmquist.  No,  sir. 

Mr.  Watson.  You  are  in  favor  of  competition  of  railroads? 

Mr.  Elmquist.  I  think  competition  has  been  the  saving  grace  of 
the  country. 

Mr.  Sweet.  I  understand  that  those  associated  with  you  and  those 
that  you  rej)resent  are  very  much  opposed  to  the  provisions  of  sec- 
tion 13,.  giving  the  commission  authority  to  determine  what  is  an 
undue  burden  on  interstate  and  foreign  commerce? 
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Mr.  Elmquist.  Yes,  sir. 

Mr.  Sweet.  I  may  say  unalterably  opposed  to  it? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Sweet.  That  is  all. 

Mr.  Elmquist.  I  want  to  thank  the  committee  for  its  patience  and 
Jiidnlgence  this  morning. 

Mr.  Hamilton  (acting  chairman).  The  committee  desires  to  thank 
you  for  your  very  clear  statement. 

Mr.  Sweet.  Do  I  understand  that  you  expect  to  present  a  cop_\ 
of  the  proposed  amendments  to  each  of  the  members  of  the  com- 
mittee? 

Mr.  Elmquist.  I  shall  supply  you  all.  I  am  sorry  I  did  not  have 
it  done  before. 

Here  follows  the  report  of  the  New  Hampshire  commission,  Avhich 
deals  with  the  conduct  of  the  Concord  Railroad  under  the  statute 
which  requires  it  to  pay  to  the  State  all  excess  over  10  per  cent : 

Concord  Railroad. 

This  is  a  ilouI)le-(racl<  line  from  Concord  to  Nashua,  34.53  miles.  The  charter 
was  granted  .Tune  27,  1835,  and  a  single-track  road  was  built  in  1841  and  1842. 
The  amount  of  business  was  large  from  the  opening  of  the  road.  Improvements 
were  begun  at  once,  and  the  second  track  was  laid  in  1847  and  1848.  The 
repoi't  of  the  railroad  commissioners  in  1856  says:  "The  total  expenditures 
on  construction  account  to  date,  including  $50,000  loaned  to  Portsmouth  & 
Concord  Iluilroad  as  per  act  of  legislature,  is  $1,-500,000."  This  $50,000  was 
lost  in  the  failure  of  the  Concord  &  Portsmouth  Railroad.  The  capital  stock 
was  fixed  at  $1,.500,000  in  1854,  and  no  additional  stock  was  issued  until  1889, 
just  before  the  consolidation  with  the  Boston,  Concord  &  Montreal. 

Before  the  pi'operty  was  turned  in  to  the  new  corporation  the  capital  stock 
of  the  Concord  Railroad  was  doubled,  and  $1,500,000  in  stock  was  distributed 
among  the  stockholders.  This  was  stated  to  be  a  reimbursement  of  the  stock- 
holders for  contributions  made  by  them  in  the  form  of  undistributed  net  surplus 
which  had  been  used  in  paying  for  additions  and  improvements  and  for  outside 
properties. 

The  Concord  Railroad  paid  an  average  of  more  than  8  per  cent  dividends 
from  the  time  it  was  opened  to  1868,  and  had  then  a  surplus  of  $158,144.57  on 
hand.  It  paid  10  per  cent  dividends,  the  maxinmm  allowed  by  law,  from  1868 
to  1889,  and  a  large  surplus  had  been  expended  in  additions  to  the  construc- 
tion and  to  the  equipment  and  in  outside  investments. 

The  additions  and  improvements  to  the  road  paid  for  out  of  earnings  include 
32  miles  of  additional  track,  new  station  buildings,  extensive  improvements  in 
buildings  at  Concord,  ^Manchester,  and  Nashua,  23  acres  of  land  at  Manchester, 
lof  acres  at  Nashua,  car  houses,  shops,  roundhouses,  gravel  ballasting,  raising 
of  track  to  prevent  overflows,  fencing,  substituting  steel  for  iron  rails,  etc.,  on 
its  own  line,  and  many  improvements  on  the  Concord  &  Portsmouth  and  Sun- 
cook  Valley  roads. 

It  is  a  vei-y  difhcult  task  to  separate  renewals  and  maintenance  from  im- 
provements, but  a  careful  study  of  all  the  figures  available  leads  to  the  con- 
clusion that  at  least  $800,000  was  expended  for  purposes  which  can  fairly  be 
classified  as  additions  and  improvements  to  the  road  and  its  leased  lines. 

Between  1856  find  1889  considerably  more  than  $1,000,000  was  charged  to 
operating  expenses  for  additions  and  improvements  of  equipment,  a  large  por- 
tion of  whicli  was  necessarily  expended  for  renewals.  The  master's  rejwrt  in 
the  Manchester  &  Lawrence  Railroad  suit  against  the  Concord  Railroad  shows 
the  increase  in  the  value  of  the  equipment  from  April  1,  1856,  to  June  30,  1887, 
as  figured  by  him,  to  be  $406,122.  This  is  believed  to  be  a  very  conservative 
e.stimate,  and  further  additions  were  made  before  September,  1889.  It  is 
judged  that  the  increased  value  of  the  equipment  was  at  least  $5()0,000. 

The  Concord  Railroad  paid  about  $36,.500  to  assist  in  the  construction  of  the 
Connecticut  &  Passumpsic  Rivers  Railroad  and  nearly  $60,000  to  the  Northern 
Railroad  on  accomit  of  the  Vermont  Central  and  Ogdensl)urg  contract,  but  no 
account  appears  to  have  been  made  of  these  later,  and  it  seems  likely  that  these 
sums  were  regarded  as  an  investment  to  secure  traffic  for  the  Concord  Railroad. 
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Tlie  special  eoiiniiissioners'  report  to  the  legislature  May  23,  1889,  in  connec- 
tion with  their  investigation  of  tlie  State's  interest  in  the  Concord  Railroad, 
stated  that  the  road  liad  expended  for  outside  properties  and  iiaid  out  of 
earnings  the  following : 

Nashua,  Acton  &  Boston ){;278,  500.  00 

Manchester  &  North  Weare 101, 193.  .32 

Manchester  ^:  Keene 286,734.01 

Suncook  Valley  Railroad 127,  165.  10 

Mount  Washington ; 8,  649.  65 

Wharf  at  Portsmouth 101,  848.  37 

Total -     904,  090.  45 

Apparently  this  commission  overlooked  the  cost  of  constructing  the  Hooksett 
branch  from  Suncook  to  Hooksett,  which  cost  $45,000,  of  which  i<27,0(X)  was 
charged  to  the  Concord  Railroad  earnings,  and  the  balance  to  the  Manchester  & 
I>awrence  Railroad  earnings. 

The  cost  of  the  Manchester  &  Keene  was  carried  on  the  books  of  the  Concord 
Railroad  at  $168,518.40,  which  represents  more  nearly  the  actual  cost  of  the 
road  to  the  Concord  Railroad;  the  larger  sum,  $286,734.01,  evidently  included 
deficits  from  the  operation  of  the  road. 

In  the  matter  of  the  investment  at  Portsmouth  in  wliarf  property,  this  item 
was  carried  on  the  books  of  the  Concord  Railroad  at  $51,507.72,  and  this  was 
the  amount  apparently  which  the  master  in  the  Manchester  ^^  Lawrence  suit 
took  into  account  in  the  settlement  of  that  controversy.  There  were  additions 
and  improvements  made  to  Rindges  Wharf  at  Portsmouth,  but  they  did  not 
exceed  $25,000  and  were  likely  to  have  been  less  than  that  sum,  as  considerable 
sums  were  necessary  for  repairs  and  renewals.  Tlie  $101,848  seems  to  have 
been  obtained  by  considering  as  improvements  and  extensions  all  sums  expended 
on  the  wharf. 

The  special  commissioners  took  no  account  of  the  fact  that  the  expenditures 
for  the  SuTicook  Valley  Railroad  were  shared  with  the  Manchester  &  i>awrence, 
and  that  that  company  was  given  6  per  cent  stock  to  the  extent  <»f  two-tifths 
of  the  joint  holdings  of  the  Concord  Railroad  and  the  Manchester  &  Lawrence 
as  consideration  for  the  advance  made,  and  this  stock  was  held  and  apparently 
sold  by  the  Manchester  &  Lawrence  for  its  own  individual  account ;  and  to  this 
extent  the  total  reported  by  the  commissioners  should  undoubtedly  be  reduced. 
With  this  allowance  on  account  of  the  Suncook  Valley  and  with  the  addition 
for  the  Concord  Railroad's  proportion  of  the  Hooksett  branch  construction 
cost,  it  would  appear  that  approaching  $9<)0,0(X)  was  paid  out  from  earnings 
for  the  control  (jf  these  outside  properties.  And,  as  a  matter  of  fact,  in  the 
formation  of  the  Concord  &  ^Montreal  Railroad,  the  value  of  the  outside  prop- 
erties turned  in  by  the  Concord  Railroad  aggregated  $819,499.87.  and  this  was 
on  the  basis  of  $51,507.72  for  Rindes  Wharf,  and  also  without  taking  into 
account  its  $27,000  paid  in  the  construction  of  the  Hooksett  branch,  which  was 
treated  as  part  of  the  Concord  Railro;id  proper. 

To  reach  fair  conclusions  as  to  the  cost  of  the  properties  making  up  the 
Concord  Railroad  and  its  assets,  to  compare  with  the  final  capitalization  at 
which  it  was  turned  in  to  the  new  Concord  (fc  Montreal  Railroad  corporation, 
it  is  necessary  to  extend  the  investigation  beyond  the  time  of  the  ("oncord 
liailroad's  sei)arate  existence,  as  the  settlement  of  the  IManchester  vV:  Lawrence 
suit  against  the  Concord  Railroad,  which  was  not  finally  effected  until  1897, 
has  considerable  bearing  in  the  premises.  The  ('oncord  Railroad  operated  the 
Manchester  iV  Lawrence  Railroad  under  a  joint  account,  and  payments  and 
expenditures  for  properties  and  additions  were  made  from  the  joint  revenues 
before  tlie  division  of  the  net  revermes,  whicli  was  for  tlie  greater  part  of  the 
time  on  the  basis  of  three-fifths  to  the  Concord  Railroad  and  two-fifths  to  the 
Manchester  &  Lawrence  Railroad.  It  would  appear  from  subsequent  events  that 
the  Concord  Railroad  in  most  cases  retained  the  title  or  control  of  the  additions 
and  properties  so  acquired  without  crediting  the  Manchester  &  Lawrence  Rail- 
road with  their  two-fifths  interest.  And  tliis  two-fifths  interest  which  they 
failed  to  alhnv  to  the  Manchester  &  Lawrence  Railroad,  and  which  subsequently 
was  decided  to  be  equal  to  $650:000,  was  represented  in  the  additions  to  equip- 
ment, in  the  additions  and  betterments  of  the  road,  and  in  the  cost  of  other 
roads  and  properties  acquired.  And  thus  it  was  included  in  the  increased 
value  of  tlie  Concord  Railroad  property  which  the  management  of  the  Concord 
Railroad  regarded  as  a  justification  for  the  distribution  of  $1,500,000  worth  of 
stock  to  its  stockholders. 
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The  capitalization  aud  debt  of  tlie  Concord  Kailroad  corporation,  as  turned 
over  in  tlie  formation  of  tlie  Concord  »fc  Montreal  Railroad,  were  in  effect  as 
follows : 

Capital  stock ,$3,  000,  0(K> 

Notes   payable 5G5,  00<t 

Manchester  &  Lawrence  suit 650.  00<1 

Total 4,  215,  000 

The  notes  payable,  we  understand,  were  subsequently  funded  by  the  issue  of 
Concord  &  Montreal  Kailroad  4  per  cent  bonds.  The  suit  of  the  Manchester 
&  Lawrence  Railroad  which  was  finally  settled  by  the  payment  of  $650,000, 
was  also  paid  by  the  issue  of  $650,000  4  per  cent  del>enture  bonds  of  the 
Concord  &  Montreal  Railroad,  which  seems  to  have  the  effect  of  a  duplication. 
In  other  words,  the  property  represented  by  this  $650,000  was  distributed  in 
the  shape  of  stock  to  the  Concord  Railroad  stockholders  as  part  of  the  issue 
of  $1,500,000,  and  was  subsequently  capitalized  by  the  issue  of  these  debenture 
bonds.  These  notes  payable  of  the  Concord  Railroad  were  undoubtedly  in- 
curred in  transactions  connected  with  the  purchase  of  outside  properties,  aud 
we  And  nothing  to  offset  them  in  the  nature  of  assets  other  than  the  material 
and  supplies  account  which  was  carried  in  their  report  for  the  year  ending 
September  30.  18SS,  at  $179,298.80.  There  may  have  been  some  small  items  of 
bills  receivable  and  tratlic  balances,  but  these  would  probably  not  account  for 
over  $200,000.  The  following  summary  will  best  show  the  net  results  of  the 
costs  and  increased  capitalization  of  the  Concord  Railroad  as  finally  turned 
in  to  the  Concord  &  Montreal  Railroad. 

Costs  and  capitalization  of  Concord  Railroad. 

Construction    account $1.  450,  000.  00 

Portsmouth  &  Concord  Railroad  loan 50,000.00 

Equipment   additions    from   earnings 500,  000.  00 

Additions  and  betterments  to  road  from  earnings-        800.  000.  00 

Cooksett    Branch 45,000.00 

$2,  845,  000.  00 


OUTSIDE  PROPEKTIES,    CONCORD   RAILROAD  BOOK    VALUES. 

Nashua,   Acton    &    Boston $292,982.81 

Manchester  &  North  Weare 100,000.00 

Manchester    &    Keene 168,518.40 

Suncook    Valley    Railroad 63,060.00 

Mount   Washington   Railroad 9,800.00 

Rindge's  Wharf,   at  Portsmouth 51,  507.  72 

Lake  Shore  Railroad,  labor  and  material 73,  827.  24 

Suncook  Valley  Extension 44,  534. 19 

Tilton  &  Belmont,  labor  and  material 15,  269.  51 


819, 499.  87 


Total    3,  664,  499.  87 

Material  and  supplies,  and  other  assets  estimated 200,000.00 

Total    3,  864,  499.  87 

Less  Portsmouth  and  Concord  Railroad  loan,  chargeable  to  profit 

and   loss   50,000.00 

Cost  of  road  and  assets 3,814,499.87 

Against  which  there  were  outstanding : 

Capital    stock    $3,000,000.00 

Notes  payable  565,000.00 

Manchester  &  Lawrence  claim 650,000.00 

4,  215,  000.00 

Excess   capitalization 400,  500. 13 

The   amounts    invested    in    permanent    improvements    and    additions    to    the 
property  of  the  Concord   Railroad   l>efore   mentioned   gave   rise  to   much   diS- 
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cussion  in  the  State  and  before  the  legishitui-e  from  1883  to  1891,  and  the 
facts  in  connection  with  that  controversy  seein  to  us  important  for  considera- 
tion in  connection  witli  the  matters  involvetl  in  tliis  investigation. 

The  charter  of  the  Concord  Itailroad  contained  the  following  provisions, 
apparently  intended  to  limit  the  return  which  that  corporation  might  he  per- 
mitted to  earn : 

"  Sec.  5.  And  be  it  further  enacted.  That  a  toll  be  and  hereby  is  granted 
and  established  for  the  sole  benefit  of  said  corporation  upon  all  passengers 
and  property  of  all  description  which  may  be  conveyed  or  transported  upoii 
said  road,  at  such  rates  per  mile  as  may  be  agreed  upon  and  established  from 
time  to  time  by  the  directors  of  s.iid  corporation.  The  transportation  of  per- 
sons and  property,  the  construction  of  wheels,  the  forms  of  cars  and  carriage, 
the  weight  of  loads,  and  all  other  matters  and  things  in  relation  to  the  u.>-e  of 
said  road  shall  be  in  conformity  to  such  rules,  regulations,  and  provisions  as 
the  directors  shall  from  time  to  time  prescribe  and  direct,  and  said  road  may 
be  used  by  any  person  or  persons  who  shall  comply  with  such  rules  and  regu- 
lations: Provided,  That  if  at  the  expii-ation  of  five  years  from  and  after  the 
opening  of  said  road  for  use,  the  net  income  or  receipt  from  tolls  and  other 
profit  shall  have  amounted  to  more  than  10  per  cent  per  annum  upon  the  whole 
cost  of  the  road  from  the  time  of  the  disbursements,  the  legislature  of  this 
State  may  take  measures  to  alter  and  reduce  the  rate  of  tolls  and  other  profits 
in  such  manner  as  to  take  off  the  overplus  for  the  next  five  years,  calculating 
the  amount  of  transportation  upon  the  road  to  be  the  same  as  the  five  pre- 
ceding years ;  and  at  the  expiration  of  every  five  years  the  same  proceedings 
may  be'  had :  Provided,  however.  That  there  shall  be  no  other  railroad  incor- 
porated to  run  parallel  with  or  intended  as  a  substitute  for  the  Concord  Rail- 
road within  5  miles  thereof  for  the  space  of  80  years." 

"  Sec.  17.  And  be  it  further  enacted,  That  this  State  at  any  time  during  the 
charter  of  the  Concord  Railroad  Corporation,  after  the  expiration  of  20 
years  from  the  time  of  the  completion  of  said  road,  may  purchase  the  same  of 
"said  corporation,  and  all  the  franchise,  rights,  and  privileges  of  said  cori)ora- 
tion,  by  paying  them  therefor  the  amount  expended  in  making  said  road,  and 
in  case,  at  the  time  of  such  purchase,  the  said  corporation  shall  not  have 
received  a  net  income  equal  to  12  per  cent  per  annum  on  the  amount  of  such 
expenditure,  from  the  time  of  the  payment  thereof  by  the  stockholders,  by 
paying  said  corporation  such  additional  sum  as  together  with  the  tolls  and 
profits  of  every  kind  which  they  shall  have  received  from  said  railroad,  will 
be  equal  to  a  net  profit  of  10  per  cent  per  annum  on  the  cost  of  said  road 
from  the  time  of  payment  thereof  by  the  stockholders  to  the  time  of  purchase." 

Chapter  128  of  the  laws  of  1844  provided  as  follows : 

"  Sec.  18.  Such  corporations  shall  keep  exact  account  of  all  their  receipts 
and  expenditures,  and  make  annual  reports  thereof  to  the  railroad  commis- 
sioners, who  shall  annually  conununicate  the  same  to  the  legislature,  and  in 
any  and  every  year  when  their  net  receipts  shall  be  found  to  exceed  the 
average  of  10  per  cent  on  their  expenditures,  from  the  commencement  of  their 
operations,  the  excess  shall  be  paid  into  the  Treasury  of  the  State  until  other- 
wise directed  by  the  legislature." 

Counsel  for  the  railroad  in  their  brief  say :  "  This  act  was  apparently  ap- 
plicable only  to  i-ailroads  constructed  under  its  provisions."  But  in  the  opinion 
of  the  justices  hereinafter  referred  to,  it  was  held  that :  "  Section  10,  11,  12, 
13,  14,  15,  16,  17,  18,  19,  and  20  were  evidently  intended  to  be  a  system  of 
uniform  law  applicable  to  all  railroads."     66  New  Hampshire  Reports,  650. 

Chapter  144  of  the  general  statutes  enacted  in  1867  contained  the  following 
section : 

"  Sec.  5.  Every  railroad  corporation  shall  keep  exact  accounts  of  its  receipts 
and  expenditures ;  and  in  every  year  when  its  net  receipts  exceed  the  average 
of  10  per  cent  on  its  expenditures  from  the  commencement  of  its  operations 
the  excess  shall  be  paid  into  the  treasury  of  the  State  until  otherwise  directed 
by  the  legislature." 

In  the  legislative  session  of  1883,  in  the  discussion  of  the  statute  permitting 
railroad  consolidation  passed  that  year,  the  claim  appears  to  have  been  first 
made  that  the  State  had  a  large  interest  in  the  property  of  the  Concord  Rail- 
road under  the  foregoing  statutory  provisions.  That  claim  was  denied  by  the 
Concord  Railroad,  and,  to  quote  from  the  historical  statement  made  by  Mr. 
Streeter  at  one  of  the  hearings : 

"  From  the  beginning  of  the  session  of  1883  through  that  legislature  until 
1889,  the  matter  of  the  State's  interest  in  the  Concord  road,  its  right  to  take 
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the  road  under  section  17  of  the  charter,  the  amount  that  must  be  paid,  in 
case  it  elected  to  take,  including  its  right  to  excess  earnings  of  the  Concord 
under  the  act  of  1844,  were  all  fully  and  sometimes  vehemently  and  bitterly 
discussed  before  legislative  committees  and  in  legislative  debates  by  counsel 
for  various  railroads  and  members  of  the  house  and  senate,  and  was  fully 
considered  by  a  special  committee  of  investigation  appointed  by  the  governor 
under  a  joint  resolution  of  the  legislature  of  1887,  which  made  its  report  to 
the  legislature  of  1889  and  resulted  in  the  final  settlement  of  the  question  by 
the  passage  of  the  consolidating  bill  of  July  24  of  that  year." 

The  proposition  mainly  urged  by  those  who  maintained  that  the  State  had 
an  interest  in  the  Concord  Railroad  seems  to  have  been  rather  that  the  State 
should  exercise  its  reserved  power  to  take  the  railroad  upon  paying  to  the  cor- 
poration the  cost  of  the  same  and  such  additional  amount  as  was  pi'ovided  by 
said  section  17  of  its  charter,  than  that  the  State  should  claim  the  earnings 
above  10  per  cent  under  the  provision  of  said  section  11  of  chapter  128  of  the 
laws  of  1844.  It  seems  to  have  been  conceded  on  all  sides  that  the  State 
might,  if  it  wished,  exercise  the  power  to  take  as  reserved  in  the  charter,  but 
those  who  advanced  the  claim  as  to  the  interest  of  the  State  asserted  that  the 
payment  which  the  State  was  obliged  to  make  above  cost  was  only  the  amount 
by  which  the  stockholders  had  failed  to  receive  dividends  at  10  per  cent,  while 
the  railroad  claimed  that  the  State  must  pay  compoiind  interest  on  deficiency 
of  dividends  figured  on  the  deficiency  in  each  year  from  the  date  when  the 
same  occurred.  Finally,  under  the  provisions  of  chapter  157  of  the  laws  of 
1887,  a  special  commission  was  appointed,  consisting  of  Jo.shua  G.  Hall,  of 
Dover ;  Thomas  Cogswell,  of  Gilmanton,  and  John  W.  Sturtevant,  of  Keene, 
who  were  commissioned  "  to  ascertain  as  nearly  as  possible ;  the  amount  and 
character  of  the  State's  interest  in  the  Concord  Railroad,  its  branches  and 
property,  and  in  the  Boston  &  Maine  Railroad,  and  to  make  report  thereof  to 
the  next  legislature." 

The  provision  with  reference  to  the  Boston  &  Maine  Railroad  appears  to 
have  been  included  in  the  resolution  providing  for  the  appointment  of  the  com- 
mission at  the  request  of  friends  of  the  Concord  Railroad,  and  to  have  been 
based  upon  the  theory  that  the  Boston  &  Maine  Railroad  had  failed  to  pay 
into  the  treasury  of  the  State  earnings  in  excess  of  the  amounts  allowed  by 
the  general  statutory  provisions  before  quoted. 

The  commission  reported  to  the  legislature  of  1889  that  no  accounts  had  been 
kept  which  would  enable  it  to  detei-niine  whether  the  State  had  any  interest 
in  the  property  of  the  Boston  &  Maine  Railroad  or  not.  With  reference  to  the 
interest  of  the  State  in  the  Concord  Railroad,  the  connnission  reported  as  fol- 
lows. 

"  We  find  that  the  character  and  amount  of  (he  State's  interest  in  the  Con- 
cord Railroad  are  as  follows : 

"  First.  The  right  to  alter  and  reduce  the  rate  of  tolls  and  other  i)rofits  under 
the  conditions  named  in  section  5  of  its  charter. 

"  Second.  The  right  under  section  17  of  its  charter  to  now  or  at  any  time 
purchase  the  road,  witli  all  the  franchise,  rights,  privileges,  and  properties  be- 
longing thereto  by  the  payment  of   \ 

Capital    stock    $1,  500,  000.  00 

Deficiency  of  dividends 659,497.69 

Total    2,  159.497.69 

"  Or,  if  simple  interest  is  allowed  on  deficiency  of  dividends — 

Capital  stock $1,  500.  000.  00 

Deficiency  of  dividends 659,497.69 

Simple  interest  on  deficiency  of  dividends  to  April  1,  1889__     1,  231,  257.  91 

Total     . , 3,390.  755.66 

"  Or,  if  annual  interest  is  allowed  on  deficiency  of  dividends — 

Capital  stock $1,500,000.00 

Deficiency  of  dividends  659,497.69 

Annual  interest  on  deficiency  of  dividends  to  April  1,  1889 2,377,552.79 

Total 4,  537,  050.  48 


f 
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"  Or,  if  coniiwund  Interest  is  allowed  on  deficiency  of  dividends — 

Capital  stock L $1,  500,  000.  (A) 

Deficiency  of  dividends  659,497.69 

Compound  interest  on  deficiency  of  dividends  to  April  1,  1889     3,  569, 170.  68 

Total    .5,  728,  688.  37" 

At  the  following  session  of  the  legislature  Chapter  5  of  the  I^aws  of  1889  was 
passed  permitting  the  consolidation  of  the  Concord  Railroad  with  the  Boston, 
Concord  &  Montreal  Railroad.  This  statute  contained  the  following  provision 
as  to  capitalization : 

"  Sec.  7.  The  cai)ital  stock  of  said  The  New  Hampshire  Railroad  Corporation 
(now  the  Concord  &  Montreal)  slmll  lie  .$4,800,000.  divided  into  shares  of  $100 
each,  to  be  issued  and  disposed  of  as  follows :  $3,000,000  thereof  to  the  stock- 
holders of  the  Concord  Railroad  corporation  in  part  compensation  for  the  pi'op- 
erty,  rights,  and  franchises  of  that  corporation  acquired  by  its  original  capital 
and  by  the  new  capital  contributed  by  stockholders,  from  time  to  time,  in  earn- 
ings not  heretofore  divided ;  the  balance  thereof  as  compensation  for  the 
property,  rights,  and  franchises  of  the  Boston,  Concord  &  Montreal  Railroad 
and  the  interests  of  its  stockholders  therein ;  but  said  last-named  stock  shall 
be  issued  subject  to  the  following  preferment  and  limitations:  $800,000  thereof 
shall  be  preferred  stock,  entitled  to  semi-annual  dividends,  not  exceeding  3 
per  cent,  from  the  net  earnings,  in  preference  and  priority  to  other  stocks  of 
the  corporation,  and  $1,000,000  thereof  shall  be  entitled  only  to  such  dividends 
from  net  earnings,  not  exceeding  6  per  cent  in  any  one  year,  as  can  be  made 
from  the  savings  on  fixed  charges,  effected  by  refunding,  from  time  to  time,  the 
existing  indebtedness  of  said  Boston,  Concord  &  Montreal  Railroad  (the  rate 
of  interest  on  its  present  floating  indebtedness  to  be  taken  as  the  average  rate 
of  [on]  that  indebtedness  since  1884,  but  not  to  exceed  in  any  event  6  per  cent 
per  annum)." 

Section  17  of  the  same  statute  is  the  section  forbidding  any  increase  of 
rates  for  fares  and  freights  on  the  roads  leased  or  united  muler  the  authority 
contained  in  the  statute,  which  is  quoted  on  page  8  of  this  report. 

The  statute  also  contained  a  section  purporting  to  save  the  rights  of  the 
State,  as  follows : 

"Skc,  14.  Nothing  in  this  act  shall  impair  any  rights  or  interests  tiie  State 
may  have  in  said  Boston  &  Maine  Railroad,  the  Concord  Railroad,  or  any 
corporation    leasing,    uniting,    or    purchasing    under    this    act." 

As  a  matter  of  historical  interest,  it  may  be  noted  that  while  the  Concord 
Railroad  and  the  Boston,  Concord  <&  Montreal  inunediately  availed  themselves 
of  the  authority  to  consolidate  contained  in  that  statute,  the  claim  that  the 
State  should  exercise  its  supposed  right  to  take  the  Concord  Railroad  was  still 
continued. 

In  1887  Austin  Corbin  and  others  had  made,  through  the  governor,  an  ofTer 
of  $500,000  for  the  interest  of  the  State  in  the  Concord  Railroad.  This  propo- 
sition had  been,  by  the  governor,  laid  before  tlie  legislature  on  August  18,  1887, 
and  doubtless  caused  the  passage  of  chapter  157  of  the  laws  of  that  year,  under 
which  the  special  commis.sion  was  appointed  to  ascertain  the  interest  of  the 
State  in  the  Concord  Railroad.  This  offer  was  also  placed  before  that  commis- 
sion, and  was  by  it  included  in  its  report  to  the  legislature  of  1889. 

In  1891  Mr.  Corbin  renewed  his  offer  to  purchase  the  State's  interest  in  the 
Concord  Railroad,  offering  to  pay  therefor  $1,000,000,  provided  the  necessary 
legislation  was  passed  to  enable  him  to  operate  the  property  purchased.  This 
offer  was  laid  before  the  legislature  by  the  governor  on  March  4,  1891,  and 
resulted  in  a  request  for  the  opinion  of  the  supreme  court  upon  the  following 
questions : 

"(1)  Has  the  State  the  right  to  purchase  the  Concord  Railroad  under  section 
17  of  its  charter? 

"(2)  If  the  State  has  such  a  right  and  should  exercise  it,  can  the  State  then 
sell  and  transfer  the  Concord  Railroad  to  a  third  party? 

"(3)  What  must  the  State  pay  the  corporation  if  it  has  the  power  to  purchase 
and  should  exercise  that  power? 
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"(4)  In  the  event  that  the  coiirt  are  of  the  opinion  that  the  State  has  now 
some  rifjhts  under  section  17  of  the  (>i'i,iiinal  chailer  of  tlie  Concord  Railro.-nl, 
will  the  court  define  in  what  property  those  rights  now  exist." 

Arguments  by  counsel  for  the  Concord  Railroad  and  for  ]\lr.  Corbin  w(-r<' 
heard  by  the  court  on  March  30,  1889,  and  on  March  31  a  brief  opinion  was 
transmitted  to  the  legislature,  in  which  it  was  stated  as  the  opinion  of  tln' 
court  that  the  property  in  question  could  not  be  purchased  or  taken  by  the 
State  for  less  than  its  value  without  the  owners'  consent.  This,  together  witli 
an  elaborate  statement  of  reasons  upon  which  the  conclusion  was  based,  filed 
at  a  later  date,  is  found  reported  in  volume  66,  New  Hampshire  Reports,  page  620. 

This  opinion,  which  has  been  bitterly  criticized,  was  based  upon  a  suppor^pii 
repeal  of  the  right  to  purchase  contained  in  the  revision  of  the  statutes  in 
1867.  It  is  one  of  the  singular  facts  connected  with  this  famous  controversy, 
which  raged  for  almost  a  decade,  during  which  legislation  was  passed,  and 
an  investigation  by  commission  had,  and  the  foregoing  report  made,  that  no 
suggestion  was  ever  advanced  at  any  stage  of  the  controversy,  even  by  counsel 
for  the  railroad,  that  the  State  had  repealed  its  right  of  purchase,  until  that 
fact  was  announced  by  the  court  on  the  day  following  the  argument  of  the 
case. 

The  Corbin  offer  and  the  opinion  of  the  court,  as  we  have  said,  are  of 
interest  merely  as  a  part  of  this  somewhat  remarkable  chapter  of  New 
Hampshire  railroad  history.  The  other  facts  to  which  we  have  called  atten- 
tion are  important,  however,  because  the  claim  is  now  made  that  said  section 
17  (of  the  statute  under  which  the  Concord  Railroad  was  permitted  to  con- 
solidate with  other  roads)  should  be  repealed  to  enable  the  Boston  &  Maine 
to  earn  dividends  upon  its  own  stock  and  the  dividends  which  under  its  leases 
it  has  obligated  Itsell  to  pay  upon  the  stock  of  the  various  leased  lines,  in- 
cluding the  $1,500,000  of  stock  which,  under  section  7  of  tliat  statute,  the  Con- 
cord &  Montreal  was  permitted  to  issue  against  the  surplus  earnings  of  the 
Concord  Railroad.  Irrespective  of  any  right  of  purchase  under  the  reserved 
power  contained  in  the  charter  of  the  Concord  Railroad,  the  State,  under  sec- 
tion 11  of  chapter  128  of  the  laws  of  1884  and  \nider  section  .5  of  chapter  144  of 
the  general  statutes,  apparently  had  the  right  to  net  earnings  in  excess  of  10 
per  cent. 

Those  eai'nings  were  invested  in  permanent  improvements  and  additions  to 
the  property  of  the  corporation,  as  we  have  seen,  and  the  State  permitted  them 
to  be  capitalized  for  the  benefit  of  the  stockholders  of  the  corporation,  thereby 
doubling  their  stockholding;  but  it  did  this  only  upon  the  condition,  expressed 
in  the  statute  permitting  such  capitalization,  that  rates  for  fares  and  freights 
then  in  force  should  not  be  increased  upon  the  Concord  Railroad,  or  upon 
any  railroad  with  which  it  might  thereafter  be  united  under  the  authority  to 
consolidate  granted  in  the  statute. 

Thus  the  New  Hampshire  Legislature  in  1889  laid  down  the  very  principle 
declared  in  1910  by  the  Interstate  Commerce  Commission,  in  the  Advanced 
Rate  Cases,  to  be  the  correct  i>rinciple  to  apply  in  regard  to  additions  and 
betterments  made  out  of  earnings — that  they  shall  be  entitled  to  earn  a  return 
when  the  same  can  be  secured  from  increased  traffic,  but  that  they  shall  not 
be  allowed  a  return  if  the  same  can  be  eai-ned  only  by  raising  rates.  No  good 
reason  appears  to  us  for  now  receding  from  the  position  of  the  State  taken 
upon  this  matter  in  1889. 

Dividends  were  paid  as  follows:  1844  at  9  per  cent,  1845  at  13  per  cent, 
1846-49  at  10  i>er  cent,  1850  at  9  per  cent,  1851  at  7  per  cent,  1852  at  9  per  cent, 
1853-.54  at  8  per  cent,  1855  at  7  per  cent,  1856-58  at  6  per  cent,  1859,  at  8  per 
cent,  1860  at  8  per  cent,  1861  at  8  per  cent,  1862-63  at  7  per  cent,  1864-66  at 
8  per  cent,  1867,  at  9  per  cent,  1868-89  at  10  per  cent. 

Nashua,  Acton  &  Boston  Railroad. 

This  is  a  single  track  line  from  Nashua.  N.  H.,  to  Acton,  Mass.,  20.12  mile.s, 
4.98  miles  in  New  Hampshire.  This  road  was  chartered  in  1872  and  opened 
in  1873.  The  first  report,  :March  31,  1875,  shows  a  total  cost  of  $1,017,325  for 
road  and  equipment.  It  was  leased  to  the  Concord  Railroad  .January  1,  1876. 
for  10  years  at  an  annual  rental  of  $11,000,  about  1  per  cent  on  the  cost.  The 
report  "of  the  road  showed  a  deficit  of  $70,000  liefore  it  was  leased,  which  had 
increased  to  $459,194  in  1889,  the  date  of  the  last  report  of  this  road. 

In  the  special  commissioners'  report  to  the  legislature,  May  23,  1889,  the 
following  item  appears  among  the  expenditures  of  the  Concord  Railroad  for 
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•mtside  proiKnties :    "  Nashua,  Acton   &  Boston,  $278,500."     The  final   cost  of 
the  road  as  reported  is  $1,057,031  and  it  is  capitalized  at  $300,000. 

This  road  v/as  a  financial  failure  from  the  first,  and  its  purchase  is  explained 
by  the  following  quotation  from  the  report  of  1881:  "It  has  been  deemed  ad- 
visable that  tlie  Concord  road  should  continue  to  control  the  business  of  the 
Nashua,  Acton  &  Boston  Railroad,  at  the  close  of  the  present  lease,  to  protect 
our  i-oad  as  against  parties  having  adverse  interests  who  desired  to  obtain  it." 

GoNCOED  &  Portsmouth  Railroad. 

This  is  a  single  track  line  from  ^Manchester  to  Portsmouth,  39.87  miles. 

In  1845  the  legislature  chartered  the  Portsmouth,  Newmarket  &  Concord, 
and  the  Portsmouth,  Newmarket  &  Exeter  railroads,  which  were  consolidated 
the  same  year.  The  original  charter  expired  in  1850  by  limitation  and  an 
extension  for  three  years  was  obtained.  The  road  was  opened  in  1852  under 
the  name  of  the  Portsmouth  &  Concord  Railroad,  its  track  running  from  Ports- 
mouth to  Candia,  and  thence  in  a  direct  via  Suncook  to  Concord,  47  miles. 
It  was  in  financial  trouble  from  the  start,  and  in  .Tune,  1855,  it  was  surrendered 
to  the  mortgage  bondholders,  and  in  1857,  by  authority  of  the  legislature,  it 
•vas  sold  to  a  new  corporation,  the  Concord  &  Portsmouth  Railroad,  for  $250,000. 
This  was  all  that  was  received  by  the  stckholders  and  l)oudholders  of  the 
$1,108,859  which  they  had  put  in.  In  1858  it  was  leased  to  the  Concord  and 
Manchester  &  Lawrence  railroads  for  five  years  at  an  annual  rental  of  $17,500, 
of  which  $2..500  were  to  be  expended  in  improvements.  In  1859  only  $228,900 
in  stock  had  been  issued,  and  it  was  proposed  to  limit  the  stock  to  $223,000, 
which  was  not  done.  In  1861  the  legislature  authorized  the  discontinuance 
of  that  part  of  the  road  between  Candia  and  Suncook  and  the  construction  of 
a  new  line  from  Candia  to  Manchester.  Both  of  these  rights  were  exercised 
and  the  $121,100  increase  of  stock  was  used  in  constructing  the  line  to  Man- 
chester and  extending  the  line  to  tide  water  in  Portsmouth.  In  1862  a  new 
lease  for  99  years  was  made  on  a  7  per  cent  basis,  at  a  yearly  i-ental  of  $24,500 
and  $500  additional  yearly  to  maintain  the  oi'gnization,  and  the  capital  stock 
was  increased  to  $350,000. 

Manchester  &  North  Weare  Railroad. 

This  is  a  single  track  line  from  Manchester  to  Henniker  Junction,  24.50 
miles. 

The  New  Hampshire  Central  was  chartered  in  1848.  The  plan  was  to 
build  a  road  from  Manchester  through  Weare,  Henniker  and  Bradford  to 
Claremont.  The  road  w-as  completed  to  Henniker  in  18.50,  25.52  miles,  and 
the  cost  was  reported  as  $550,954,  including  $40,735  for  equipment.  At  this 
time  the  Concord  &  Claremont  Railroad  had  completed  its  line  to  Bradford 
and  was  operating  the  Contoocook  Valley  Railroad  through  Henniker  to 
Hillsboro. 

In  1853  the  legislature  chartered  the  Merrimack  &  Connecticut  Rivers  Rail- 
road, whose  report  in  1856  includes  "  the  transactions  of  the  trustees  of  the 
Concord  and  Claremont  (first  mortgage)  and  of  New  Hampshire  Central 
Railroads,"  the  New^  Hampshire  Central  being  then  operated  by  the  Merri- 
mack &  Connecticut  Rivers  Railroad.     Its  first  mortgage  amounted  to  $94,200. 

There  was  a  strife  between  the  Concord  and  Manchester  interests  lor  the 
traffic  via  Henniker.  The  Concord  party  prevailed  and  secured  the  passage 
of  an  act  permitting  the  abandonment  of  portions  of  a  railroad  in  certain 
cases.  This  resulted  in  the  taking  up  of  the  rails  from  Henniker  to  North 
Weai'e,  6.52  miles,  and  the  destruction  of  the  bridge  at  Henniker  in  October, 
1858.  The  old  New  Hampshire  Central  was  reorganized  as  a  new  corporation 
under  the  laws  of  1858,  with  the  name  Manchester  &  North  Weare  Railroad 
and  capitalized  at  $200,000,  standing  as  all  paid  in.  The  trustees  of  The 
first  mortgage  bonds  sold  the  road  from  Manchester  to  North  Weare  to  this 
corporation  in  1859.  The  Concord  Railroad  operated  the  road  as  agents  for 
the  owners  and  guaranteed  the  note  of  $55,000  for  the  purchase  money.  This 
appears  to  have  been  the  amount  received  by  the  builders  for  the  original 
invostment,  which  the  report  of  ]866  places  at  $600,000.  The  cost  of  the 
line  to  the  Concord  Railroad  in  1867,  the  date  of  purchase,  appears  to  have 
been  $12,500,  the  balance  of  purchase  note,  $17,000  paid  to  R.  N.  Corning  in 
settlement  of  a  dispute  in  regard  to  this  road,  and  an  indeterminate  amount 
of  the  $82,000.  paid  Corning  and  Gilmore,   the  owners,   as  net  revenue  from 
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its  operation.  It  seems  probable  that  tlie  actual  net  revenue  was  a  small 
part  of  this  amount. 

An  act  was  introduced  into  the  legislature  of  1891  for  authority  to  replace 
the  rails  taken  up  in  1858.  That  act  failed  to  pass.  The  Concord  &  Mon- 
treal Railroad  then  proceeded  under  the  old  charter,  repurchased  the  right 
of  way  and  rebuilt  the  road  at  a  cost  of  $34,000,  but  was  enjoined  from  cross- 
ing the  public  highway  and  the  tracks  of  the  Contoocook  Railroad.  The  road 
from  North  Weare  to  Henniker  remained  unused  until  the  legislature  of 
1893  gave  permission  to  the  Concord  &  Montreal  to  use  its  tracks  to  Henniker 
Junction  to  connect  with  the  Boston  &  Maine  line. 

The  cost  of  construction  of  the  entire  road  was  about  $600,000;  the  cost 
to  the  present  owners  was  perhaps  $100,000. 

The  road  about  paid  operating  expenses  before  it  was  connected  with  the 
Concord  Railroad,  and  probably  such  has  continued  to  be  the  case  to  the 
present  time.  Whatever  part  of  the  cost  of  this  road  is  included  in  th« 
capitalization  of  the  Concord  Railroad  receives  7  per  cent  dividends. 


Co:mmittee  ox  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Friday.  August  29.  1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  Jolm  J.  Esch  (cliair- 
man)  presiding. 

The  Chairman.  Mr.  Warfield,  you  may  take  the  stand. 

STATEMENT  OF  MR.  S.  DA  VIES  WARFIELD,  PRESIDENT  OF  THE 
NATIONAL  ASSOCIATION  OF  OWNERS  OF  RAILROAD  SECURI- 
TIES, CONTINENTAL  TRUST  BUILDING,  BALTIMORE,  MD. 

The  Chairman.  Mr.  Warfield,  give  your  name,  address,  and  whom 
you  represent. 

Mr.  Warfield.  S.  Davies  Warfield,  Baltimore,  president  of  the 
National  Association  of  Owners  of  Eailroad  Securities,  and  presi- 
dent of  the  Continental  Trust  Co.  of  that  city;  chairman  of  the 
Seaboard  Air  Line  Railroad  Co.,  and  president  of  that  company 
since  the  period  of  Federal  control. 

The  Chairman.  Do  you  desire  to  proceed  without  interruption? 

Mr.  Warfield.  If  it  is  agreeable  to  you,  Mr.  Chairman. 

Mr.  Chairman  and  gentlemen  of  the  committee,  my  appearance 
before  your  committee  is  not  alone  to  represent  the  National  Asso- 
ciation of  Owners  of  Railroad  Securities  as  its  president,  but  the 
document  I  shall  take  this  occasion  to  later  present  to  you  contains 
the  signatures  of  a  great  body  of  railroad  security  owners,  and,  in 
addition,  it  has  been  signed  by  and  gives  expression  to  the  views  of 
thousands  of  others,  composing  business  associations,  boards  of 
trade  and  commerce,  business  firms,  and  individuals  who,  as  ship- 
pers and  users  of  the  railroads,  are  greatly  concerned  in  the  preser- 
vation and  permanency  of  the  transportation  system  of  the  country. 
The  owners  and  users,  therefore,  appear  jointly  in  asking  a  just  and 
definite  solution  by  the  Congress  of  the  most  important  problem 
now  before  the  country. 

The  representations  made  on  behalf  of  millions  of  American  citi- 
zens that  I  shall  present  to  j^our  committee,  and  through  this  com- 
mittee to  the  Congress,  is  the  collective  voice  of  those  who  make  them 
and  not  as  members  of  or  concerned  in  any  particular  railroad  cor- 
poration or  in  furtherance  of  the  desires  of  any  particular  railroad. 
They  come  before  you  in  the  exercise  of  the  prerogative  of  every 
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American  to  appear  befoi'e  tlie  Congress  to  express  collectively  their 
convictions  and  vie^v;^  \ritli  the  hope  and  in  the  belief  that  this 
committee  of  Congress  will  patiently  and  patriotically  frame  the 
laws  for  the  protection  of  all  without  respect  to  whether  such  laws 
do  or  do  not  suit  the  individual  wishes  of  any  one  railroad  or  may 
curtail  the  powers  heretofore  exercised  by  any  official  of  a  railroad 
property.  The  day  of  autocracy  passed  with  the  war.  We  do  not 
ask  the  continuation  of  autocratic  railroad  methods  of  the  past, 
or  of  a  system  which  in  some  instances  permitted  regrettable  per- 
formances in  the  railroad  world,  both  of  which  the  adoption  of  leg- 
islation based  on  the  principles  laid  down  in  the  plan  of  the  asso- 
ciation heretofore  submitted  to  30U  would  end  forever. 

I  now  present,  Mr.  Chairman,  this  memorial  to  the  Congress,  and, 
with  your  permission,  will  read  therefrom,  after  which  there  will 
be  stated  as  briefly  as  possible  what  it  represents. 

JIKMORIAL   TO   THE    COXORESS    HY    OV!    ON    BEHALF    OV   THE    r.O.OOO.OOO    A>rEl!ICAN    CITI- 
ZENS    OWXING     OR     DIRECTLY     INTERESTED     IN     RAILROAD     SECURITIES. 

Including  over  9,000,000  savings  depositors  in  the  mutual  savings  banks  of 
the  country,  the  33,000.000  citizens  who  o\^•n  40.000,000  policies  of  insurance 
on  their  lives,  and  the  millions  of  others  whose  investments  in  national 
and  State  banks  and  trust  companies,  tire,  marine,  and  surety  companies 
largely  represent  raili'oad  secui-ities.  also  universities,  colleges,  trust  estates, 
and  individual  Investors. 

As  investors  and  as  trustees  who  have  invested  funds  intrusted  to  them 
in  railroad  securities  in  reliance  upon  the  exercise  by  the  Congress  of  its 
power  to  regulate  commerce,  we  respectfully  present  this  memorial  of  onr 
piofound  concern  lest  remedial  legisaltion  by  Congress  incident  to  the  return 
of  the  railroads  shall  fail  to  reach  the  heart  of  the  problem. 

We  believe  that  an  enlargement  of  the  powers  of  the  Interstate  Commerce 
Commission  merely  giving  greater  jurisdiction  over  rates,  securities,  divisions, 
and  providing  other  desirable  regulatory  devices  will  not  protect  either  the 
financial  structure  of  the  railroads  or  their  credit,  nor  will  it  invite  further 
investment  in  their  securities. 

The  railroads  under  existing  laws  are  denied  their  right  of  a  reasonable 
return  because  competitive  railway  service  is  demanded  by  the  American  people 
and  is  compelled  by  law.  Yet  Congress  has  never  made  legislative  provision 
for  the  compensating  adiustment  of  rates  in  their  relation  to  excess  earnings 
which  is  vital  to  the  maintenance  of  such  service,  to  its  financial  support,  and 
to  protect  alike  the  public,  railroad  credit,  and  their  securities. 

No  Industry  can  survive  or  invite  additional  capital,  which  as  a  whole  does 
not  earn  a  reasonable  return  upon  its  investment.  The  Supreme  Court  of 
the  United  States  has  just  asserted  (Lincoln  Gas  case)  that  any  system  of  regu- 
lation which  forces  earnings  of  a  municipal  public  utility  below  6  per  cent 
would  be  confiscatory  and  unconstitutional,  in  view  of  the  higher  yield  on  com- 
parable investments.  The  court  also  asserted  that  annual  returns  upon  capital 
and  enterprise  the  world  over  have  materially  increased. 

The  investment  of  the  great  governmental  agency,  the  Federal  reserve  sys- 
tem, was  fixed  by  statute  to  earn  6  per  cent,  which  was  also  made  cumulative. 
No  citizen  of  the  United  States  is  by  any  State  or  Federal  law  required  to 
loan  money  for  less  than  6  per  cent.  Yet  the  Congress  of  the  United  States 
has,  under"  the  commerce  clause,  imposed  a  system  of  regulation  upon  the  rail- 
roads which  has  stripped  the  individual  railroad  of  the  constitutional  right  of 
an  adequate  return  and  has  depressed  the  return  upon  the  Nation's  railroad 
investment  as  a  whole,  to  5.22  per  cent  for  the  three-year  period,  1915,  1916, 
1917,  dropping  from  5.35  per  cent  in  1917  to  3.71  per  cent  in  1918  and  running 
less  than  2  per  cent  in  1919. 

This  means  that  without  decisive  remedial  legislation,  upon  the  return  of 
the  railroads  the  existing  railway  structure  will  be  destroyed  and  those  who 
by  confidence  in  its  protection  by  Congress  have  largely  sustained  the  Ameri- 
can railway  system  will  be  no  longer  justified  in  either  holding  their  present 
railroad  investments,  or  in  further  investing  their  funds  or  the  funds  intrusted 
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to  their  care  in  an  enterprise  that  would  he  condemned  hy  Congress  to  strangu 
lation. 

We  assert  our  conviction  that  the  railroads  can  not  avoid  destruction  and 
eventual  governmental  absorption  without  a  primary,  distributable  return  of 
not  less  than  6  per  cent,  specitically  and  tangibly  assured  upon  the  aggregate 
investment,  not  through  a  governmental  guarantee  but  through  the  exercise 
by  Congress  of  its  duty  to  stop,  by  act,  the  l<nife  of  regulation  short  of  the 
heart  of  the  transportation  system  of  the  United  States.  Provision  must  be 
made  to  protect  this  return  by  setting  up  such  reserve  accounts  as  shall  pro- 
vide for  unforeseen  contingencies  and  bad  years. 

We  are  convinced  that  this  can  be  accomplished  only  through  a  mandate  to 
the  Interstate  Commerce  Commission  which  sliall  require  that  the  rate  level 
be  adjusted  so  as  to  produce  the  minimum  primary  distributable  return  of 
not  less  than  6  per  cent  upon  the  present  investment  in  the  railroads,  in  the 
aggregate,  operating  in  eacli  of  the  three  classification  territories  of  the  coun- 
try ;  and  that  n  i-easonable  proportion  of  the  earnings  beyond  that  primary  return 
.shall  be  retained  by  the  railroad  earning  it  as  incentive  to  etliciency  and  im- 
provement in  service,  the  balance  to  be  disposed  of  in  the  public  intei-est,  at 
the  same  tiuie  Congress  to  provide  against  the  retention  of  excessive  earnings 
on  that  basis  by  the  more  favorably  situated  roads.  Until  I'ates  can  be  ad- 
justed to  met  these  requirements  we  ask  that  the  standard  returns  now  being 
paid  under  tlie  Federal  control  act.  be  continued. 

Congress  in  the  Federal  reserve  act  not  only  provided  that  the  return  to  tlie 
stocicludders  of  Federal  reserve  banks  shall  be  6  per  cent,  but  that  excess 
earnings  beyond  the  6  per  cent  should  be  u.sed  to  build  up  their  surpluses 
and  prescribed  otlier  uses  thereof.  The  same  principle  should  be  applied  to 
the  railroads. 

We  ask  Congress  to  do  no  more  in  I'allroad  legislation  than  was  done  in 
the  Federal  reserve  act.  The  life's  bk)od  of  tlie  Federal  reserve  system  is 
the  note-issiiing  power  conferred  by  act  of  Congress.  Tlie  keystone  of  tliis 
power  is  the  gold  reserve.  Congress  did  not  leave  to  the  detennlnation  of  a 
Federal  reserve  bank  or  board  the  ratio  between  Federal  reserve  notes  to 
be  issued  and  the  gold  resei-ve.  Congress  stated  specifically  in  the  Federal 
reserve  act  that  reserves  in  gold  shall  be  maintained  to  the  extent  of  not  less 
than  40, per  cent  against  Federal  reserve  notes  in  circulation,  notes  beyond 
this  to  be  penalized  by  a  graduated  tax  named  in  figures  in  the  act.  with  fur- 
ther limitations  on  the  powers  of  the  Federal  Reserve  Board.  The  life's  blood 
of  the  railroads  is  tlie  rate-making  power  (now  exercised  unrestrictedly  by 
the  Interstate  Commerce  Commission).  Tlie  lieystone  of  this  i>ower  is  the 
railroad  rate.  As  Congress  declined  t(j  leave  to  a  Federal  agency  the  fixing  of 
the  miniumm  ratio  of  Federal  resei-ve  notes  outstanding  to  the  gold  i-eserve,  so 
should  Congivs.'^  decline  to  leave  to  a  similar  I^^ederal  agency  the  fixing  of 
the  minimum  ratio  and  tlie  proceeds  of  rates  upon  the  adequacy  of  which  rail- 
road credit  and  the  credit  structure  of  the  country  deiiends.  We  a"sk  that  Con- 
gress sliall  establish  a  definite  rule  for  rate  making  as  it  established  a  definite 
rule  in  respect  to  Federal  reserve  notes — that  the  commission  shall  adjust  rates 
to  yield  not  less  than  a  percentage  return,  fixed  in  the  act,  on  the  aggregate  in- 
vestment in  the  railroads  grouped  in  each  of  the  three  classification  territories 
as  now  established  by  the  commission,  using  the  same  measure  of  railroad  in- 
vestment for  computing  this  percentage  return  that  lias  always  been  used  for 
comparing  the  ratio  of  a  rate  return  to  such  investment. 

The  responsibility  for  the  existing  system  jind  the  duty  of  conserving  trans- 
portation in  America  rests  exclusively  upon  the  Congress.  The  Interstate  Com- 
merce Commission  has  not  the  power  and  can  not,  consistently  with  the  Consti- 
tution, be  charged  with  the  responsibility  of  determining  fundamental  questions 
of  public  policy.  We  appeal  to  this  Congress  to  discharge  its  duty  by  the  only 
possible  method.  The  first  requisite  is  a  mandatory  declaration  that  the  power 
of  regulation  shall  not  be  employed  so  as  to  depress  net  operating  income  below 
the  level  which  experience  has  shown  to  be  necessary  to  sustain  the  carriers  and 
in  no  event  below  the  level  necessary  to  conform  to  ordinai-y  constitutional 
guaranties. 

A  return  of  G  per  cent  on  investment  is  the  irreducible  minimum  below  which 
no  industry  can  survive.  The  law  asserts  that  fact  after  a  lawsuit.  We  ask 
the  Congress  to  require  of  the  commissionei-s  as  a  matter  of  law  that  which 
litigation  would  establish  as  a  matter  of  fact.  If  rates  are  adjusted  to  the 
level  of  6  per  cent  on  the  property  investment  in  the  railroads  devoted  to  public 
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nse,  tis  stated,  each  railroad  would  receive  on  Its  individual  property  investment 
only  such  proportion  of  6  per  cent  (allowed  on  the  combined  property  invest- 
ment in  the  railroads  grouped  for  the  purpose  of  computation)  to  which  its 
efficiency  in  operation  and  circumstances  would  entitle  it.  Since  the  property 
investment  accounts  of  the  railroads  do  not  necessarily  reflect  the  amount  of 
securities  issued  by  them  the  primary  return  of  6  per  cent  would  not  limit  divi- 
<lends  necessarily  to  that  ligure.  The  method  of  application  of  the  earnings  of 
railroads  in  excess  of  6  per  cent  and  the  customary  grouping  of  the  railroads  in 
each  of  the  three  classification  territories  of  the  country  for  computing  the 
rate  of  return  on  the  combined  investment  in  the  railroads  in  each  territory 
need  not  be  here  discussed.  The  real  question  at  issue  is  the  fixed  percentage 
return  in  the  act,  "all  the  rest  becomes  mere  machinery." 

The  assertion  has  been  made  that  it  is  only  necessary  in  this  crisis  to  give 
additional  power  to  the  commission  to  adjust  rates  to  yield  an  adequate  I'eturn 
for  stated  purposes  but  without  naming  that  percentage  return  below  which 
Congi'ess,  the  shippers,  and  the  public  know  railroad  service  can  not  be  sup- 
plied. Railroad  operation  is  producing  a  return  of  only  1.99  per  cent,  and  on  an 
investment  of  over  $17,000,0(X),000  in  American  rail  transportation,  which  ap- 
proximates our  total  net  Outstanding  war  debt.  Congress  will  realize  that  an 
alarming  situation  in  American  business  and  financial  life  has  been  reached 
and  that  legislation  which  fails  to  outline  the  remedy  may  prove  disastrous  not 
alone  in  the  direction  of  service  and  facilities  to  shippers  and  the  general  public, 
but  to  the  millions  of  citizens  dependent  upon  their  income  from  this  source. 
For  this  great  investment  largely  represents  the  savings  of  over  9.000,000  de- 
positors in  mutual  savings  banks,  the  protection  of  33,000,000  people  owning 
46,00(>,000  i)olicies  on  their  lives,  secured  largely  by  railroad  securities,  which 
constitutes  the  investments  of  over  .50,000,000  of  American  citizens,  nearly  one- 
half  of  our  population.  The  railroad  is  the  one  great  national  agency  which 
has  developed  the  United  States,  upon  whose  credit,  solvency,  and  healthy 
growth  the  welfare  of  the  Nation  depends. 

AVe  protest  against  an  attitude  which  does  not  meet  the  issue  in  the  present 
crisis,  which  is  financial.  The  permanency  of  the  basis  upon  which  your  honor- 
able body  shall  now  settle  the  question  of  railroad  credit  is  of  supreme  im- 
portance to  the  country.  The  trustees  of  mutual  investing  institutions  who  are 
responsible  for  the  investment  funds  of  millions  of  the  people  can  not  continue 
to  hold  securities  of  doubtful  value.  The  limit  of  the  right  of  investment  in 
such  securities  is  prescribed  by  law  in  many  of  the  States  which  forbid  them 
to  be  held  should  the  measure  of  jirotection  requested  herein  be  denied. 

It  becomes  a  duty  to  those  we  represent,  and  to  your  honorable  body,  be- 
lieving you  would  expect  us  thus  to  infdrm  you,  to  assert  that  without  an  un- 
mistakable declaration  by  Congress  of  its  policy  toward  these  properties,  em- 
bodying adequate  assuninces  against  destructive  exertion  of  the  regulatory 
power  or  the  equally  fatal  results  of  ct)ngressiona!  inaction  we  believe  there  is 
great  danger  that  the  investing  of  further  fiduciary  funds  in  the  securities  of 
the  railroads  will  be  seriously  curtailed. 

We  respectfully  conunend  to  the  favorable  consideration  of  your  committee 
charged  with  the  immediate  duty  of  reporting  legislation,  the  principles  of 
remedial  legislation  presented  at  the  last  session  of  Congress  to  the  S(  nate 
Connnittee  on  Interstate  Connnerce  by  representatives  of  the  National  Associa- 
tion of  Owners  of  Railroad  Securities  (Warfield  plan). 

The  legislation  therein  proposed  is  based  upon  the  necessity  that  ('ongress 
shall  by  law  recognize  a  minimum  percentage  return  on  the  aggregate  invest- 
ment as  a  necessary  limitation  upon  its  delegation  of  rate-makiiig  power  to  the 
Interstate  Commerce  Commission,  and  shall  by  law  enable  that  commission  to 
complv  with  the  duty  to  conserve  transi»ortation  in  America. 

As  investors  in  railroad  securities,  we  are  convinced  that  the  remedial  legisla- 
tion suggested  is  the  least  measure  of  protection  which  the  American  investor 
has  the  right  to  demand  of  Congress.  It  is  the  least  assurance  which  can  be 
formulated  if  the  American  investing  public  is  to  be  justified  in  pledging  their 
savings  and  the  happiness  of  their  dependents  upon  the  hope  and  conviction 
that  the  Congress  will  employ  the  life-and-death  power  of  regulation  only  to 
constructive  ends. 

To  undertake  to  read  the  names  signed  to  this  memorial  would,  ot  course, 
take  too  much  of  the  time  of  the  committee.  However,  I  doubt  if  the  Congress 
has  ever  had  presented  to  it  a  more  representative  or  more  important  repre- 
sentation from  the  investing  public  of  the  ITnited  States,  and  from  every  part 
and  section  thereof.    Not  only  are  investors  and  investment  institutions  signed 
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hereto,  but.  as  already  stated,  there  is  a  substantial  representation  from  the 
business  and  shipping  interests  of  the  country.  I  also  submit  copies  of  resolu- 
tions adopted  by  business  associations  and  by  State  bankers'  associations 
throughout  the  coiuitry. 

Tlie  total  resources  of  the  investing  institutions  of  the  United  States,  exclu- 
sive of  international  banliing  houses,  private  banking  houses  and  private  banks, 
investment  bankers  and  brokers,  and  traders  in  securities,  are  $47,835,330,165. 

The  signatures  to  this  memorial  excluding,  in  addition  to  the  exclusions  above 
named,  individual  investors,  colleges,  universities,  etc.  (whose  resources  it 
Avould  be  difficult  to  estimate,  but  which  if  ascertained,  would  add  a  large  sum), 
represent  $27,550,544,032. 

Which  equals  57  per  cent  of  the  total  resources,  and  a  very  great  percentage 
of  the  institutions  of  the  country. 

Now,  Mr.  Chairman,  that  is  a  very  great  representation  to  secure  in  indoi'se- 
ment  of  our  proposition  in  the  short  time  which  we  have  been  engaged  in  endeav- 
oring to  show  you  what  this  means  ;  and  in  connection  with  this  whole  sub.iect,  Mr. 
Chairman,  permit  me  to  say  that  it  is  not  submitted  with  the  idea  of  bringing 
names  down  here  to  influence  your  judgment,  but  it  is  to  back  up  what  we  said 
before  the  Senate  committee  and  what  we  said  in  so  many  hundreds  of  thou- 
sands of  pieces  of  literature,  as  to  what  we  represent,  and  it  seemed  to  us  that 
the  thing  to  do  was  to  bring  to  you  the  names  of  the  institutions,  the  names  of 
the  individual  Investors,  and  so  on,  whom  we  do  represent,  so  that  you  might 
know  that  I  am  not  here  as  just  one  man  representing  a  paper  company,  if 
you  please. 

This  includes  savings  banks,  life  insurance  companies,  fire,  marine, 
and  surety  companies.  National  and  State  banks  and  trust  com- 
panies. 

Taking  the  largest  cities  of  the  country  to  the  number  of  56,  the 
total  resources  of  the  institutions  therein  amount  to  $27,967,310,398. 
The  resources  of  the  institutions  of  these  56  cities  that  have  signed 
the  memorial  amount  to  $19,511,627,303;  which  equals  70  per  cent  of 
the  total. 

Therefore,  Mr.  Chairman,  in  these  56  largest  cities,  you  have  signed 
to  this  memorial  70  per  cent  of  the  total  of  the  investing  re- 
soui'ces  of  those  particular  cities. 

Since  in  these  56  largest  cities  are  located  the  great  investing 
institutions  representing  the  majority  of  the  funds  available  for  rail- 
road investment,  excluding  those  above  mentioned,  it  seems  fair  to 
assume  that  these  institutions  represent  a  percentage  of  such  funds 
far  in  excess  of  70  per  cent;  certainly  to  the  extent  of  between  10 
per  cent  and  20  per  cent  greater  that  that  figure — or  from  80  per 
cent  to  90  per  cent  of  the  total.  I  think  it  is  safe  to  say  80  per  cent 
of  the  total. 

Approximately  5,000  institutions — savings  banks,  life  insurance 
companies,  fire,  marine,  and  surety  companies.  National  and  State 
banks  and  trust  companies — ^have  signed  this  memorial.  Other 
fiduciary  institutions,  such  as  estates  and  individual  investors,  have 
signed  to  the  number  of  8.189. 

The  number  of  business  organizations,  such  as  boards  of  trade, 
chambers  of  commerce,  and  business  firms,  is  1,600.  It  is  estimated 
that  the  membership  constituting  these  business  organizations,  in- 
cluding those  that  have  adopted  resolutions  indorsing  the_  associa- 
tion plan  (copy  of  which  resolutions  are  submitted  herewith),  ex- 
■ceeds  30,000. 

The  savings  banks  signing  tliis  memorial  have  depositors  number- 
ing over  5,500,000  of  the  9,000,000  total  depositors  in  the  mutual 
savings  banks  of  the  country. 
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The  number  of  policyholders  represented  by  the  life  insurance  com- 
panies, in  unduplicated  policies,  signed  to  this  memorial  is  23,000,000 
of  the  38,000,000  total  unduplicated  policies. 

The  total  number  of  stockholders  of  National  and  State  banks, 
trust  companies,  fire,  marine,  and  surety  companies,  and  fiduciary 
institutions  is  difficult  to  estimate.  But  taking  the  average  num- 
ber of  stockholders  of  the  various  institutions  it  is  estimated  the 
number  of  stockholders  of  the  signing  institutions  there  would  be 
approximately  500,000. 

The  institutions  or  individuals  signing  the  memorial  are  located 
in  2,406  cities,  towns,  and  communities  of  the  United  States,  every 
State  of  the  Union,  of  course,  being  represented. 

Signatures  to  the  memorial  are  at  present  continuing  in  very  large 
numbers,  so  the  figures  herein  given  will  be  largely  increased  in  a 
short  time. 

It  is  unnecessary,  Mr.  Chairman,  to  burden  the  connnittee  with  a 
repetition  of  the  details  of  the  plan  of  the  association  for  the  return 
and  regulation  of  the  railroads,  the  fundamentals  of  which  are  urged 
by  this  memorial  as  essential  to  the  life  of  the  railroads,  for  these 
fundamentals  have  already  been  ably  presented  by  Mr.  Walter  and 
Mr.  Johnston,  of  counsel  of  the  association.  There  are,  however, 
several  fundamental  features  of  this  plan  which  may  be  briefly 
enlarged  upon,  and  certain  general  considerations  which  I  should 
comment  upon. 

Let  me  say  at  the  outset,  Mr.  Chairman,  that  the  situation  will  be 
utterly  hopeless  if  the  railroads  of  the  coinitrv  are  returned  to  their 
owners  without  constructive  legislation  embodying  methods  of  regu- 
lation differing  from  those  of  the  past.  The  questions  entering  into 
the  regulation  of  a  railroad  are  purely  administrative  and  can  hardly 
be  dealt  with  by  following  entirely  the  procedure  of  a  court  of  jus- 
tice. We  can  not  expect  these  questions  to  be  satisfactorily  settled 
upon  their  presentation  and  discussion  under  such  conditions  before 
the  regulatory  body  to  which  the  Congress  has  delegated  unlimited 
power,  unless  specific  directions  from  Congi-ess  govern  the  rules  and 
procedure.  At  a  time  like  this  it  would  seem  the  Interstate  Com- 
merce Commission  should  be  glad  to  receive  these  directions.  The 
questions  which  will  now  arise  are  business  problems  of  great  mo- 
ment, having  relation  to  the  life  of  the  railroads  which  the  commis- 
sion has  power  to  give  or  withhold.  Should  not  the  questions  in- 
volved, upon  the  proper  adjustment  of  whioli  the  business  of  the 
country  depends,  be  solved  along  the  same  general  basic  lines  on 
which  every  other  great  industry  solves  the  problems  of  its  business, 
one  being  the  price  at  which  its  product  is  to  be  sold,  to  determine  the 
margin  between  the  cost  and  the  selling  price  which  is  the  amount 
necessary  to  maintain  the  business  and  produce  a  reasonable  profit? 
Can  such  questions  be  properly  determined  and  settled — and  I  say 
this  with  all  due  respect,  having  a  firm  belief  in  the  principle  of  a 
regulatory  commission — where  a  railroad  operator  is  required  to  pre- 
sent a  subject  of  such  vast  importance  to  the  people  of  the  country 
in  the  attitude  entirely  of  a  Avitness  supporting  an  unpopular  cause, 
confronted  by  a  statutory  burden  of  proof,  and  using  great  masses 
of  figures  dealing  with  the  questions  at  issue,  and  subject  to  interven- 
tion at  any  time  by  an  able  lawyer  or  lawj^ers  who  for  effect  may 
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destroy  the  presentation  of  any  man.  when  upon  entering  the  room 
lie  jfinds  himself  on  the  defensive  ^  The  decision  of  such  questions  by 
the  commission  must  necessarily  be  subject  to  such  influences  and 
impressions  which  perforce  array  the  shippers  at  once  against  the 
]'ailroads  and  partly,  at  least,  has  caused  the  feeling  of  hostility 
which  before  the  war  had  grown  up  against  the  roads.  No  business, 
whatever  its  character,  could  have  its  problems  properly  and  satisfac- 
torily settled  under  such  circumstances. 

Our  effort  is  to  endeavoi-  to  i-emove  the  apparent  barrier  between 
the  commission  and  the  representati^•es  of  the  railroads  by  askin<r 
that  the  first  consideration  of  the  commission  in  adjusting  rates  shall 
be  the  amount  of  primary  return  to  the  railroads  necessary  to  keep 
life  in  them,  which  should  be  a  known  factor,  and  w^e  ask  you  to 
determine  this  factor  as  a  mininuim  and  state  it  to  the  connnission  so 
that  this  at  least  may  be  set  up  primarily  as  an  essential  to  the  pres- 
ervation of  the  transportation  system  of  the  country.  The  result 
would  be  that  the  first  consideration  would  be  so  to  adjust  rates  as  to 
produce  sufficient  net  railway  operating  income  to  let  the  great  ma- 
jority of  the  railroads  live,  and  as  much  more  as  the  public  interest 
may  justify:  next  to  ascertain  what  is  necessary  to  pay  a  fair  wage 
to  the  employees  and  wdiat  is  essential  to  buy  e(|uipment  and  the 
other  things  necessary  for  adequate  railroad  service  which  the  pub- 
lic and  shippers  demand.  That  makes  the  rate.  We  believe  in 
practice  this  would  result  in  nearly  an  automatic  arrangement  in 
respect  to  the  adjustment  of  railroad  rates.  Now,  there  is  nothing 
revolutionary  about  this.  Very  little  change  is  required  in  the  use  of 
the  tools  you  now  have  to  accomplish  the  result. 

COMMISSION    TO    CONTINUE    AS    RATK-ADJUSTING    nODY. 

We  do  not  consider  it  necessary  to  create  a  new  body  to  decide 
upon  and  adjust  railroad  rates.  Fui'thermore,  can  you  expect  one 
man.  or  a  newly  appointed  board  of  two  or  three  men,  to  do  any 
different  or  better  than  what  has  already  been  done  in  the  past  unless 
there  is  some  specific  insti'uction  to  these  new  appointees?  And  if 
you  are  to  give  such  specific  instructions,  why  not  give  them  directly 
to  the  commission  w^th  its  experience  and  with  such  knowledge  of 
its  work  as  would  take  years  of  service  for  newly  appointed  men  to 
acquire.  As  a  practical  question,  what  need  is  there  for  two  regu- 
latory bodies,  the  new  one  to  advise  the  present  and  supposedly 
well-posted  body  what  to  do,  except  there  be  lack  of  confidence  in  the 
existing  body  in  its  relations  to  the  i-ailroads.  The  difficulty  has 
arisen  out  of  not  providing  the  connnission  with  methods  of  pro- 
cedure and  a  declaration  of  policy  definite  in  its  character.  It  is 
not  criticism  of  the  commission  that  is  needed  but  of  the  hiAv  under 
which  it  has  acted. 

But  in  any  event  the  question  of  lates  should  not  be  turned  over 
to  two  regulatory  bodies,  one  to  decide  on  what  should  be  done, 
the  other  to  do  it  and  the  latter  the  Interstate  Commerce  Commis- 
sion, thus  dividing  the  responsibility  and  likely  to  bring  about  con- 
flict. It  is  because  of  these  conflicting  views  which  must  necessarily 
exist  even  between  the  individual  members  of  the  Interstate  Com- 
merce Commission  in  so  complex  a  problem  that  we  ask  can  you 
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take  chtmces  of  endangering  tlie  life  of  transportation,  and  therefore 
we  urge  upon  Congress  the  necessity  of  writing  into  the  act  the 
fixed  nuniinuni  percentao:e  return  below  which  your  investigation 
must  prove  the  transportation  system,  as  a  whole,  can  not  be  main- 
tained in  the  public  interest;  and  further,  we  urge  the  limitation 
of  excess  earnings  of  the  railroads,  which  becomes  equally  essential 
to  the  proper  and  fair  adjustment  of  the  rates  of  the  railroads,  in 
the  public  intereet. 

We  maintain  that  unless  you  specifically  state  in  your  act  what  is 
the  minimum  that  Congress  believes  to  be  essential  to  the  life  of 
these  railroads  and  provide  that  the  commission  shall  regulate  ex- 
cess earnings  be.yond  a  reasonable  return,  your  efforts,  Mr.  Chairman, 
under  the  conditions  and  the  past  pi'ocedure  of  the  commission 
above  named,  will  not  be  constructive.  Yon  will  not  stabilize  the 
securities  of  the  railroads  so  as  to  enable  savings  banks,  life  insur- 
ance companies  and  others  to  hold  the  securities  they  have  bought 
because  the  laAvs  in  many  instances  and  many  States  will  not  permit 
it,  and  if  tliis  be  true  certainly  they  can  not  be  expected  to  make 
further  investment  in  railroad  securities  in  the  future.  Thus  is 
cut  off  from  tlie  raihoads  a  great  source  of  investment  fimds. 

We  have  sympathy  for  the  four  brotherhoods  when  they  say 
they  do  not  want  to  see  the  railroads  returned  under  the  system  6f 
the  past  wherein  it  affects  the  question  of  the  settlement  of  wages. 
In  the  respect  named  we  agree  with  them.  Let  us  see  what  the  em- 
ployees have  had  to  do  in  the  past  in  regard  to  any  increase  in  wages. 
The  employees  of  each  railroad  go  to  its  president  and  ask 
an  increase.  He  is  not  in  position  to  meet  these  men.  He  has 
]io  control  over  the  revenue  which  his  railroad  is  to  receive  from 
rates  and  he  is  perforce  placed  in  a  combative  attitude.  He  can 
not  give  something  he  has  not  got.  or  that  he  does  not  know  whether 
or  not  he  will  get  back  if  he  pays  it  out.  His  road  may  be  hardly 
getting  along  on  what  he  has  in  sight,  so  there  comes  the  i^tefusal 
to  the  men  and  then  the  strike,  or  their  descent  in  overwhelming  force 
upon  Congress  or  the  administration.  Under  existing  laws  this  can 
not  be  avoided. 

FIXED  MINIMUM  PERCENTAGE  RETURN   ALSO   HELPS   WAGE  SOLUTION. 

What  would  be  the  difference  under  the  plan  we  propose?  The 
same  idea  that  solves  the  question  of  rates  and  the  question  of  a 
reasonable  primary  return  that  will  stabilize  not  only  railroad  credit 
but  all  credit,  will  also  solve  this  problem.  When  the  employees 
go  to  a  railroad  president,  that  officer  would  have  to  consult  with 
the  rate-maldng  body  before  he  could  give  any  answer  so  far  as 
any  raise  is  concerned.  We  suggest  six  boards  of  conciliation,  in 
the  six  rate-making  regions,  to  act  in  matters  of  this  kind  r.nder  pro- 
cedure to  be  laid  down  by  the  Interstate  Commerce  Commission. 
These  six  regional  commerce  commissions,  which  we  suggest  to  assist 
the  present  Interstate  Commerce  Commission,  act  also  as  such  boards 
of  conciliation.  They  are  to  act  in  rate  matters  and  their  work,  to- 
gether with  that  of  the  Interstate  Commerce  Commission,  is  to  be  co- 
ordinated with  the  work  of  the  State  commissions  under  procedure 
to  be  laid  down  bv  the  Interstate  Commerce  Commission. 
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We  do  not  suggest  that  this  arbitration  be  made  compulsory,  ex- 
cepting that  no  strike  shall  occur  until  negotiations  have  failed,  but 
it  forms  a  basis  for  wage  adjustments  in  the  several  districts  of  the 
country  Avherein  the  railroads  affected  operate,  through  bodies  clothed 
with  authority  to  bring  about  between  the  railroads  and  their  men 
those  relations  that  should  properly  exist,  and  without  which,  no 
matter  what  laws  may  be  enacted,  the  transportation  system  of  the 
country  will  not  be  made  successful.  This  is  the  simple  remedy  we 
suggest  and  it  would  be  effective. 

Future  issues  of  securities  will  also  come  under  the  supervision  of 
the  Interstate  Commerce  Commission, 

NATIONAL  RAILWAYS  ASSOCIAIION. 

We  advocate  the  organization  of  the  National  Railways  Associa- 
tion with  trustees  composed  of  the  Interstate  Commerce  Commis- 
sioners and  representatives  of  the  railroads  selected  from  various 
sections  of  the  country,  the  commissioners  being  the  majority.  If 
the  commissioners  do  not  want  to  serve,  then  the  boards  of  directors 
of  the  railroads  in  the  six  traffic  territories  may  select  men  versed  in 
railroad  operation  and  finance  to  compose  the  trustees  of  this  associa- 
tion. It  will  not  be  operated  for  profit  but  in  the  interest  of  the 
public  and  he  shippers. 

We  believe  that  questions  incident  to  the  consolidation  of  railroad 
properties  and  those  that  relate  to  the  joint  use  of  terminal  and  other 
facilities  under  such  unification  plans  as  may  be  deemed  expedient 
and  in  the  public  interest,  can  be  better  determined  by  a  board  of 
trustees  composed  as  this  board  would  be,  and  in  conjunction  with  the 
commission,  and  without  additional  expense  to  the  Government,  than 
by  a  newly  appointed  board. 

Were  this  organization  in  force  to-day  it  would  have  been  the 
means  to  finance  the  equipment  now  being  financed  by  a  corporation 
being  formed  for  that  specific  purpose  to  take  over  equipment  that 
has  been  allocated  to  the  various  railroads.  It  would  suggest  to  the 
commission  the  advantageous  use  of  the  fund  created  from  excess 
earnings.  This  corporation  would  give  the  most  effective  means  to 
deal  with  suggested  consolidations  of  railroad  properties  under  the 
supervision  of  the  Interstate  Commerce  Commission.  Questions  of 
joint  use  of  railroad  terminals  and  other  facilities,  division  of  rates 
and  transfer  of  equipment  from  one  road  to  another  could  best  be 
settled  by  a  trained  body  of  men  operating  through  an  organization 
of  this  description,  and  it  could  render  valuable  service  to  all  the  rail- 
roads, especially  the  short  lines.  This  National  Railways  Associa- 
tion could  be  used  as  the  means  of  financing  future  equipment  for 
railroads  through  its  own  obligations,  such  equipment  to  be  leased 
to  the  railroads  requiring  the  same  and  thus  save  an  immense  capital 
charge  to  the  various  railroad  companies,  and  save  the  shippers  a 
very  substantial  amount  in  the  making  of  rates.  Under  this  plan 
the  railroads  would  only  be  required  to  own  equipment  to  meet  their 
average  business,  using  the  equipment  of  the  association  to  take  care 
of  extraordinary  demands.  .' 
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BASIC    PRINCIPLE   OF   LEGISLATION    RESTS   ON    LIMITATION   OF   EXCESS 

EARNINGS. 

Now  to  return,  Mr.  Chairman,  to  the  crux  of  the  difficulties  of 
the  past  in  the  successful  regulation  of  railroad  rates.  The  basic 
principle  to  be  met  in  anj^  legislation  for  the  railroads,  if  such 
legislation  is  to  be  constructive  and  successful,  must  rest  on  the 
limitation  of  excess  earnings  of  the  roads.  It  is  very  important, 
Mr.  Chairman,  that  the  Members  of  Congress  should  realize  just 
exactly  what  this  means  and  the  reasons  for  it.  As  previously  stated 
to  your  committee  by  our  attorneys,  and  as  everyone  familiar  with 
railroad  operation  knows,  you  can  not  make  rates  to  suit  the  needs 
of  each  individual  railroad  of  the  country.  Further,  it  is  well 
known  that  if  rates  are  made  that  will  give  sufficient  revenue  to 
permit  the  proper  performance  of  service  by  what  ISIr.  Root  terms 
the  "  great  bulk  of  the  railroads  of  the  country  " — the  majority 
of  railroad  mileage — this  will  give  what  the  commission  considers 
too  much  money  to  what  are  known  as  the  more  favorably  situated 
roads,  and  the  result  has  been  that  adequate  facilities  and  service 
have  not  always  been  given  to  the  public.  This  is  the  whole  ques- 
tion, and  upon  its  decision  rests  the  success  of  any  regulatory 
measure  in  respect  to  railroad  rates.  It  has  prevented  the  com- 
mission from  adjusting  rates  to  a  level  necessary  to  establish  an 
efficient  transportation  machine  as  a  whole.  How  are  you  to  meet 
it?  And,  Mr.  Chairman,  if  you  do  not  meet  it.  we  feel  that  your 
bill  will  fall  short  of  giving  adequate  service  to  the  people  of  the 
country,  whether  they  be  investoi^,  passengers,  or  shippers  of  freight. 

I  do  not  know  whether  or  not  the  members  of  the  committee  have 
seen  the  letter  on  the  subject  from  former  Senator  Root,  and  I  will 
not  burden  you  to  read  it  now,  but  Senator  Root  takes  up  the 
history  of  the  railroads  in  the  past  and  shows  the  conditions  under 
which  rates  were  made.  May  I  ask  the  clerk  to  transmit  copies 
of  this  letter  to  the  committee,  and  may  jNIr.  Root's  letter  be  put 
in  the  record. 

Tlie  Chaikman.  Yes. 

Mr.  Sims.  Mr.  Root's  letter  will  go  into  the  record  as  a  part  of 
your  hearing? 

Mr.  Warfield.  We  will  submit  it  for  the  record ;  yes,  sir. 

Mr,  Hamilton.  Did  I  understand  you  to  say  that  you  have  several 
copies  of  the  letter? 

Mr.  Warfield.  Yes,  sir;  they  will  be  handed  to  the  members  of 
the  committee. 

(The  letter  from  Mr.  Root,  referred  to  by  Mr.  Warfield,  is  as 
follows:) 

Root,  Clark,  Buckxer  &  Howland, 

New  York,  May  7,  1919. 
S.  Davies  Warfield,  Esq., 

President  National  Association  of  Owners  of  Railroad  Securities, 

Continental  BuUdinu,  Baltimore.  MO. 

Dear  Mr.  Warfield:  I  have  read  with  much  interest  and  entire  agreement 
]\Ir.  Forney  Johnston's  brief  upon  the  pending  railroad  legislation,  and  I  have 
examined  carefully  the  plans  to  which  he  refers  by  Mr.  Morawetz,  Mr.  War- 
burg, and  the  railroad  executives.  All  these  plans  contain  very  interesting 
proposals,  and  the  high  character  and  ability  of  their  authors  entitled  them  to 
great  respect.     It  seems  to  me,  however,  that  the  plan  proposed  by  your  asso- 
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ciatiou  and  called  by  .vour  name  is  the  only  one  which  deals  adequately  with 
the  real  difhculty  in  the  railroad  situation.  I  think  you  have  put  your  hook 
into  the  key  log  of  the  jam  in  which  our  railroads  are  piled  up  without  power 
to  move  forward,  and  I  think  no  one  else  has. 

I  should  not  venture  to  say  this  were  I  not  satisfied  that  the  real  difficulty 
is  not  a  matter  of  banking  or  of  railroad  operation,  or  of  division  between 
Federal  and  State  control,  but  that  it  is  a  very  simple  and  stubbornly  held 
opinion  about  railroad  profits  which  prevails  among  the  people  of  the  United 
States. 

Our  railroad  experience  has  been  controlled  by  a  succession  of  single  motives. 

In  the  first  stage  a  strong  desire  to  build  up  the  country  led  the  people  of 
all  sections  to  offer  inducements  for  the  investment  of  capital  in  railroad  con- 
struction, and  the  companies  were  authorized  to  fix  their  own  rates  subject 
only  in  some  cases  to  charter  provisions  and  in  general  to  the  requirement  that 
rates  .■should  be  reasonable.  The  controlling  idea  was  to  encimrage  railroad 
enterprise,  and  the  real  reliance  to  secure  fair  rates  was  upon  competition. 
The  result  was  the  construction  and  operation  of  a  vast  system  of  railroads, 
which  was  one  of  the  chief  elements  in  the  growth  and  unity  of  our  country. 

After  a  time,  however,  as  the  country  became  settled  and  the  element  of  risk 
had  largely  disappeared,  the  people  found  that  competition  did  not  keep  rates 
down,  that  rates  were  too  high,  that  they  were  often  unfair  and  discrimina- 
tory, and  that  the  railroad  companies  were  getting  an  excessive  return  upon 
their  invstments. 

Then  came  the  second  period  in  which  the  Government  undertook  to  regu- 
late rates  through  the  Interestate  ('ommerce  Commission,  and  similar  com- 
missions in  each  State.  The  prevailing  idea  was  to  keep  down  rates  l)y  official 
authority  and  thus  to  i>revent  the  railroads  from  securing  excessive  returns. 
The  rates  were  strictly  linn'ted,  while  the  cost  of  operation  !)oth  as  to  supplies 
and  labor  was  left  to  follow  econcjmic  laws  with  no  established  or  necessary 
relation  between  the  cost  of  the  service  rendered  and  the  compensation  to  be 
received  for  it.  The  result  was  that,  while  rates  were  kept  down,  railroad 
enterpri?e  was  paralyzed.  The  new  construction  necessary  to  enable  the  rail- 
roads of  the  country  to  keep  pace  with  the  continually  increasing  demands  of 
business  is  estimated  by  good  authorities  to  require  new  expenditure  of  not 
less  than  a  billion  dollars  a  year.  This  development  was  prevented  under  the 
system  of  regulation  because  the  uncertainty  of  any  adequate  return  for  in- 
vestment in  the  railroad  business  frightens  investors  away,  and  the  railroad 
companies  could  not  get  the  necessary  money.  When  we  went  into  the  war 
<mr  railroad  system  as  a  whole  had  fallen  behind  the  ordinary  peace  demands 
of  the  country's  business,  because  the  railroads  could  not  get  the  money  to 
keep  up  with  the  demands  of  business. 

We  are  now  about  to  terminate  the  abnormal  condition  of  Government 
operation  for  war  purposes.  It  is  apparent  that  the  people  of  the  country 
do  not  wish  to  enter  upon  a  permanent  system  of  Government  operation.  The 
railroads  are  to  be  returned  to  private  ownership,  and  they  can  not  be  per- 
mitted to  go  back  to  the  uncontrolled  operation  of  the  earlier  period.  Surely 
also  some  provision  must  be  made  to  prevent  the  continuance  of  the  steady 
progress  tcjward  bankruptcy  which  characterized  the  decade  before  the  Gov- 
ernment took  posses.sion  in  1917.  The  destruction  of  values  in  the  .$17,000.- 
000,000  of  securities  representing  the  railroad  investment  of  the  country  in 
which  one-half  the  people  of  the  United  States  are  interested  directly  or  in- 
directly is  reason  enough.  The  fact  that  one-quarter  of  the  savings  of  the 
30,000,000  people  holding  policies  in  the  great  life  insurance  companies  is 
invested  through  those  companies  in  railroad  securities  should  be  sufficient  in 
itself.  That,  however,  is  only  a  small  part  of  the  reason  for  some  arrange- 
ment which  will  maintain  the  value  of  those  securities.  Railroad  securities 
are  a  chief  basis  of  credit  upon  which  depends  all  the  business  of  the  country, 
and  if  that  credit  be  destroyed  the  consequences  to  all  American  prosperity 
will  be  incalculably  disastrous.  Moreover,  our  country  must  go  on  in  Its 
development.  We  are  only  beginning;  we  must  not  stop:  and  enterprise  can 
not  go  on  without  the  development  of  transportation,  which  is  impossible  if 
the  credit  of  the  transportation  companies  be  destroyed. 

Under  these  circumstances  the  vital  question  to  be  answered  is,  Why  is  it 
that  instead  of  fostering  enterprise  at  one  time  without  controlling  rates  and 
controlling  rates  at  another  time  without  fostering  enterprise  both  can  not  be 
done  at  the  same  time?  Why  is  it  that  rates  can  not  be  so  fixed  under  Gov- 
ernment control  as  to  give  a  reasonably  safe  return  for  investment,  and  at  the 


EETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1661 

same  time  be  fair  to  tlie  public?  I  think  the  question  was  answered  by  Senator 
Cummins  and  Interstate  Commerce  Connnissioner  Clarlj  in  tlie  recent  iiearinc;. 
I  quote  from  the  report : 

"  Senator  Cummins.  Mr.  Clark,  you  recognize  of  course  tliat  the  great  ditfi- 
culty  in  the  adjustment  of  rates  in  the  past  year — one  of  the  great  difficulties — 
has  been  that  two  roads  wliicli  must  do  business  upon  the  same  rates  can  not 
do  business  with  the  same  outcome.  Tliat  is  to  say,  the  rates  that  will  make 
one  road  rich  will  put  another  road  into  bankruptcy. 

'•  Connnissioner  Clark.  That  would  be  so.     Yes." 

And  it  was  answered  by  Director  General  Hines  in  the  same  hearing  when 
he  said : 

"  Any  level  of  rates  which  will  provide  enough  revenue  to  sustain  the  weak 
roads  will  give  the  strong  roads  more  than  the  public  is  willing  for  them  to 
have." 

There  is  the  difficulty.  The  whole  system  of  rate  regulation  and  the  whole 
business  of  transportation  rest  upon  the  necessity  that  rates  for  competing 
roads  shall  be  the  same.  Yet  rates  so  low  as  to  prevent  the  most  favorably 
situated  railroads  from  receiving  excessive  returns  for  their  service  will  ruin 
the  bulk  of  the  railroads  of  the  country,  while  rates  so  high  as  to  permit  the 
bulk  of  the  railroads  of  the  country  to  live  will  give  to  the  most  favorably- 
situated  roads  returns  that  the  American  people  will  uot  stand  for.  If  that 
difficulty  is  solved,  all  other  questions  are  comparatively  easy  of  solution.  Our 
present  law  leaves  that  difficulty  as  an  insuperable  obstacle  to  fair  rate  making. 
I  think  the  simple  provisions  which'  you  have  suggested  do  solve  the  difficulty. 
If  Congress  follows  your  suggestion  and  fixes  a  fair  rate  of  return  for  the 
railroads  of  each  rate-making  district  as  a  whole  and  requires  the  rate-making 
authorities  to  fix  rates  which  will  presumptively  yield  that  rate  of  return,  and 
then  requires  that  in  case  any  particular  road  makes  more  than  the  prescribed 
return,  the  excess  shall  be  taken  by  the  Government  and  di.^^posed  of  equitably 
as  you  propose  to  promote  the  public  interest  in  transportation,  there  is  no 
reason  why  railroad  credit  should  not  be  reestablished  and  railroad  develo])- 
ment  proceed  promptly,  and  with  it  the  development  of  the  business  of  the 
country. 

This  being  done,  all  the  rest  of  these  elaborate  plans  becomes  mere  machinery, 
much  of  it  imnecessary  machinery,  including,  doubtless,  many  useful  provisions 
and  some  necessai-y  provisions  which  are  adequately  provided  for  in  your  plan 
also. 

I  wish,  however,  to  say  one  thing  about  the  idea  of  compelling  Federal  incoi-- 
poration.  whether  as  applied  to  existing  railroad  companies  or  new  consoli- 
dated regional  companies.  I  think  that  comes  under  the  head  of  machinery, 
which  is  not  only  unnecessaiy  but  mischevious.  The  process  of  getting  all  the 
.'^17,000,000,000  of  i-ailroad  securities  of  the  2,300  railroads  of  the  country  away 
from  the  millions  of  present  holders,  with  all  the  litigation  and  injustice  and 
dissatisfaction  and  obstruction  of  credit  involved,  would  require  so  many  years 
of  controversy  that  it  w^ould  not  meet  the  present  exigency.  The  patient  would 
be  dead  before  the  remedy  was  applied,  and  nothing  useful  would  be  gained 
after  it  was  over,  for  the  power  of  Government  to  regulate  the  present  corpora- 
tions is  practically  as  complete  as  it  would  be  to  regulate  the  proposed  Federal 
corporations.  There  is  really  only  one  avowed  purpose  which  could  be  accom- 
plished by  that  plan,  and  that  is  to  withdraw  the  railroads  entirely  from  the 
jurisdiction  of  the  State  commissions.  This  is  unnecessary,  because  Congress 
has  power  to  authorize  the  Federal  rate-making  authorities  to  overrule  the 
State  commissions  in  respect  of  rates  which  interfere  with  the  interstate  com- 
merce rates.  The  State  commissions  ought  not  to  be  destroyed.  The  people  along 
the  lines  of  the  railroads  in  the  several  States  ought  to  have  near  their  home 
bodies  to  which  they  can  go  for  a  redress  of  grievances  against  the  railroads. 
They  ought  not  to  be  compelled  to  go  to  Washington  for  that  purpose.  The 
State  commissions  have  been  of  great  value  hitherto,  and  they  ought  to  continue 
their  useful  service  imder  the  limitations  imposed  by  the  paramount  necessities 
of  interstate  commerce. 

If  the  Federal  incorporation  plans  mean  anything  more  than  I  have  stated, 
they  mean  Government  ownership. 

The  same  observation  applies  to  the  idea  of  a  Government  guaranty.  That 
means  an  attempt  to  assure  a  given  income  independently  of  rates  instead  of 
assuring  rates  subject  to  a  limit  of  income.  The  inevitable  result  would 
be  that  no  rates  would  be  permitted  beyond  those  necessary  to  make  the 
guaranty  good,  and  as  the  Government  must  make  the  guaranty  good,  there 
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would  be  neither  opportunity  nor  incentive  for  private  enterprise  in  the  man- 
agement or  development  of  railroads.  The  only  real  financial  interest  and 
the  only  active  control  stimulated  by  interest  would  be  on  the  part  of  the  Gov- 
ernment, and  this  would  lead  inevitably  to  Government  ownership.  Your  plan 
makes  the  railroads  work  for  their  living  and  assures  them  of  a  chance  to  earn 
it.  The  guaranty  plan  gives  them  their  living  whether  they  work  for  it  or  not. 
That  is  fatal  to  enterprise  and  to  efficiency. 
Very  truly,  yours, 

Elihu  Root. 

Mr.  Warfield.  You  will  note  that  Senator  Root  takes  the  condi- 
tions of  today  as  one  in  \yhich  there  hfjs  been  no  provision  made  to 
define  what  an  adecpate  rate  is  or  which  will  giye  any  rule  for  it^ 
enforcement,  and  that  this  can  not  be  successfully  accomplished  un- 
less the  specific  figure  is  named  in  the  act. 

Under  the  operation  of  the  railroads  by  the  Government  only  39 
per  cent  Mas  earned  to  June  1  of  tlie  amount  paid  these  railroads, 
which  is  the  average  of  earnings  while  under  private  operation  dur- 
ing the  period  1915-1917,  June  30.  You  have  an  extreme  condition 
that  faces  Congress  with  the  necessity  for  legislation  along  lines  dealt' 
with  in  the  progi-am  we  propose  for  the  return  and  proper  regula- 
tion of  the  railroads.  There  mu.st  he  a  fundamental  change  in  the 
system  and  conditions  under  which  these  railroads  are  now  and  here- 
after are  to  be  regulated. 

oxLY  TWO  :methods. 

There  are  two  methods,  and  only  two,  that  are  before  Congress  for 
dealing  with  this  question.    One  of  these  is  through  the  reduction  of 
excess  earnings  of  the  railroads,  as  at  present  organized,  under  the 
plan  proposed  by  this  association.    The  other,  so  far  as  know^n,  pro- 
vides, through  forced  exchange  of  securities,  for  a  leveling  of  the 
principal  amount  of  what  represents  the  present  outstanding  securi- 
ties of  the  rialroads  through  an  exchange  of  these  securities  for  other 
securities  to  be  issued  by  some  15  or  20  larger  railroad  companies  to 
be  created  through  compulsory  Federal  incorporation  or  compulsory  | 
consolidation  therein,  or  both,  of  the  present  railrad  systems.     In  | 
addition  to  forcing  exchanges  of  securities  this  would  reqiure  the  f 
valuation  of  all  the  properties,  which  it  is  admitted  by  the  advocates  | 
of  this  method  wnll  take  at  least  five  years  to  accomplish.     If  the  I 
compulsory  20-company  method  should  be  adopted,  with  its  legal  dan-  | 
gers  and  possible  destruction  and  certain  limitation  of  competitive  | 
service,  there  remains  the  necessity  for  providing  for  the  interim —  i 
from  now  imtil  this  should  be  accomplished.     Furthermore,  there  ij 
would  still  be  the  necessity  for  the  adjustment  of  rates  between  the  l( 
20  larger  companies  themselves  with  inevitable  competition  between 
sections  that  each  company  will  represent.    A  comparable  value  and 
equitable  rate  level  for  the  new  companies  could  not  even  then  be 
secured,  so  to  get  the  desired  result  one  company  would  have  t/O  be 
eventually   formed   to   take   over   all   the    companies.     This   would 
amount  to  Government  ownership;  indeed  it  is  to  be  carefully  con-  !; 
sidered  whether  you  do  not  take  the  first  step  toward  Government  i 
ownership  in  the  20-company  idea.     With  the  limited  nmuber  of  f 
companies  competition  between  sections  of  the  country,  which  would  % 
be  unfortunate,  would  likely  result  from  contracting  the  present  ( 
railroads  into  20  companies. 
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Now,  we  oppose  the  larger  company  idea,  for  two  reasons:  First, 
it  is  sought  to  compel  the  existing  railroads  to  consolidate  themselves 
into  other  railroads;  in  o,ther  words  the  existing  2,300  roads  are  to  be 
contracted  into  15  or  20  railroad  companies.  This  involves  serious 
legal  and  financial  difficulties  and  complications.  And,  second,  we 
believe,  Mr.  Chairman,  that  this  would  be  destructive  of  competitive 
service,  the  main  factor  which  has  thus  far  developed  this  country 
and  produced  the  greatest  transportation  system  in  the  world.  We 
do  not  believe  any  shipper  Avould  want  this  is  he  understood  it,  and 
the  shippers  of  the  country  where  they  have  understood  it  are  un- 
alterably opposed  to  it. 

PERMISSIVE  CONSOLIDATIONS, 

We  are  in  favor  of  permissive  consolidations,  under  the  super- 
*  vision  of  the  Interstate  Commerce  Commission,  which  will  give  time 
for  well-considered  plans  of  consolidation,  so  that  they  may  not 
destroy  the  business  welfare  of  the  country  or  retard  agricultural 
development  by  forcing  the  movement  of  traffic  along  unnatural 
lines.  You  can  not  mark  off  a  chart  and  saj  you  will  make  20  new 
larger  railroad  companies  and  put  all  the  present  railroads  into  them 
unless  you  are  willing  to  chance  the  destruction  of  the  transporta- 
tion system.  This  is  a  question  of  great  moment  to  all  the  people, 
and  I  believe  they  would  oppose  any  such  proposition  for  enforced 
consolidation  of  properties  and  the  enforced  exchange,  not  alone 
of  the  $17,000,000,000  outstanding  securities  of  present  existing  prop- 
erties of  Class  1  railroads,  but  the  exchange  of  the  securities  of  all 
the  2,300  railroads  of  the  counti-y  for  other  securities  to  be  created, 
with  the  litigation,  retarding  of  service,  and  limitation  upon  com- 
petitive service  which  would  result  from  such  procedure,  and  in  the 
meantime  values  disturbed  and  railroad  credit  unsettled.  Congress 
is  concerned  in  stabilizing  railroad  credit  and  securities  in  order  that 
the  enormous  railroad  loans  to  the  Government  may  be  paid  back. 

This  brings  you  to  the  method  we  have  suggested.  You  can  safely 
deal  with  the  excess  earnings  of  the  carriers,  and  if  you  find  it  has 
not  met  your  full  expectation  it  can  be  remedied  and  no  one  will  be 
hurt.  But,  if  you  accept  the  proposal  of  compulsory  Federal  incor- 
poration, which  the  eight  lawyers  from  various  sections  of  the  coun- 
try composing  the  counsel  of  this  association  have  advised  us  is 
unconstitutional  as  it  is  impracticable  of  accomplishment,  and  if 
you  demand  that  the  holders  of  underlying  bonds  which  comprise  a 
large  part  of  the  $17,000,000,000  outstanding  securities  of  class  1  rail- 
roads, shall  exchange  these  bonds  for  others  on  some  basis  they  know 
not  of,  you  can  not  turn  back.  Mr.  Root  and  our  other  counsel  advise 
that  jT^ou  can  not  leaglly  force  these  holders  to  exchange  their  bonds. 
The  best  you  can  do,  and  that  is  doubtful,  is  to  condemn  the  physical 

Properties  of  the  railroads  now  under  the  mortgages  securing  such 
onds,  in  which  event  the  holders  can  require  that  they  be  paid  in 
cash,  and  not  in  other  securities,  up  to  the  par  value  of  their  holdings. 
The  Government  having  condemned  the  property  must  find  a  pur- 
chaser in  order  to  produce  the  20  companies.  How  can  the  Govern- 
ment compel  anybody  to  buy  these  properties  which  the  Government 
has  condemned?  Would  this  not  be  the  forerunner  of  Government 
ownership  ? 

1 52894— 19— VOL  2 35 


1664        RETURN   OF   THE  RAILROADS  TO  PRIVATE   OWNERSHIP. 

You  frequently  hear  that  the  raih'oads  ought  to  be  put  into  regional 
companies  similar  to  the  Federal  Reserve  System.  Now,  Mr.  Chair- 
man, this  shows  an  utter  lack  of  knowledge  of  conditions  when 
this  statement  is  made.  There  has  been  no  consolidation  of  the 
banks  of  the  country  into  the  12  Federal  reserve  banks.  On  the  con- 
trary, the  idea  of  the  12  Federal  reserve  banks  is  to  enlarge  the 
scope  of  the  existing  banking  institutions  of  the  country  wherever 
located.  If  this  be  true,  how  much  more  important  it  is  in  the 
development  of  the  millions  of  unused  acres  of  land  of  the  United 
States  to  encourage  the  development  of  these  territories  by  an  exten- 
sion rather  than  a  contraction  of  railroad  tracks  and  service. 

EXCESS  EARNINGS  AND  ALLEGED  CONFISCATION. 

Let  us  return  to  excess-earnings  reduction  for  a  moment,  which 
Judge  I^vett,  in  criticism  of  the  association  plan,  characterized 
before  this  committee  as  confiscatory  and  which  he  states  will  en- 
danger tlie  securities  of  the  privileged  railroad  for  which  he  speaks 
and  which  owes  its  origin  and  success  to  the  Government  that  fur- 
nished the  bonds  and  land  grants  that  brought  it  into  being.  In  this 
connection  it  should  be  said  that  it  was  entirely  necessary  in  those 
times  to  loan  such  bonds  and  give  such  lands  in  the  interest  of  the 
development  of  the  country.  But  it  seems  rather  a  selfish  attitude 
for  the  representative  of  one  of  the  roads  that  secured  the  benefits 
of  such  governmental  assistance  and  protection  to  ask  that  his  rail- 
road be  let  alone,  to  the  destruction  of  others,  and  alloAved  to  con- 
tinue in  these  times  on  the  basis  of  earning  34  per  cent  more  than 
its  full  standard  return,  or  a  total  of  134  per  cent,  whereas  the 
Atchison  is  earning  but  68  per  cent  of  its  standard  return,  the  Penn- 
sylvania lines,  east,  23  per  cent,  the  Pennsylvania  lines,  Avest,  but 
6  per  cent.  And  so  it  goes  down  the  line,  until  you  reach  the  Read- 
ing and  the  Baltimoi-e  &  Ohio  systems,  which  are  not  even  making 
their  operating  expenses,  and  where  all  the  railroads,  taken  as  a 
whole,  earned  for  the  five  months  to  June  1,  1919,  an  average  of  only 
39  per  cent  of  the  standard  return  paid  them  by  the  Government. 

The  point  of  view  expressed  bj^  Judge  Lovett  can  hardly  be  that 
of  others  connected  with  the  railroads.  The  question  now  is  whether 
Congress  will  legislate  to  sustain  hereditary  privileges  or  to  sustain 
transportation  as  a  whole. 

DANIEL  WILLARD's  TESTIMONY. 

In  connection  with  statements  of  railway  executives  recently  made 
before  this  committee  opposing  the  fundamentals  of  the  Security 
owners  plan,  and  particularly,  in  connection  with  Judge  Lovett's 
attitude,  certain  significant  facts  must  be  considered.  Let  me  read 
an  extract  from  the  testimony  of  Mr.  Daniel  Willard  before  the 
Senate  Committee  on  Interstate  Commerce  in  February  last,  made 
before  Judge  Lovett  became  a  member  of  the  steering  committee  of 
the  Association  of  Railway  Executives: 

Mr.  WiixARD.  Mr.  Warfleld,  on  behalf  of  the  National  Association  of  Owners 
of  Railroad  Securities,  has  proposed  a  definite  rule  for  rate  making.  His  recom- 
mendation, as  I  understand  it,  contemplates  that  rates  shall  be  established  in 
each  of  the  so-called  rate  regions,  so  as  to  yield,  as  nearly  as  may  be,  a  fixed 


RETURN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP.        1665 

percentage  return  upon  llie  combined  value  of  the  property  devoted  to  the  public 
use  by  the  railroads  in  that  region,  with  the  limitation  that  if  any  individual 
carrier  in  such  region  shall  lie  able  to  earn  from  rates  so  fixed  a  greater  return 
upon  the  value  of  its  property  than  the  rate  per  cent  fixed  for  the  region,  two- 
thirds  of  such  excess  shall  go  to  the  Government. 

While  this  plan  does  not  contemplate  a  positive  guaranty  of  any  fixed  amount, 
it  would  afford  a  definite  guide  or  measure,  and  would,  in  my  opinion,  be  a 
decided  improvement  upon  the  methods  of  the  past. 

I  firmly  believe  that  no  less  a  rate  of  return  than  6  per  cent  upon  no  less  an 
amount  than  the  combined  liouk  property  investment  accoimt  of  all  the  rail- 
roads taken  as  a  whole  will  be  sutficient  to  establish  and  sustain  the  credit  of 
the  carriers.  *  *  *  In  the  application  of  such  a  plan  as  the  security  holders 
suggest  it  should  be  kept  in  mind  that  in  no  event  would  any  individual  carrier 
receive  excessive  returns  because  of  participation  of  the  Government  in  all 
earnings  in  excess  of  a  fixed  amount ;  the  excess  earnings  so  accruing  to  the 
Government  should  be  used  in  such  manner  as  would  best  serve  the  public 
interest.      (Testimony,  Daniel  Willard,  pp.  1205,  1221.)      (lb.,  p.  1222.) 

Mr.  Sims.  Is  Mr.  AVillard  still  ;\  member  of  the  Executive  Com- 
mittee ? 

Mr.  Warfield.  Yes,  sir.  Mr.  AVillard  was  a  prominent  member 
of  the  steering  committee  of  seven  of  the  Association  of  Railway 
Executives  at  that  time  and  is  still  a  prominent  member. 

I  am  credibly  informed  that  Mr.  Willard's  statement  was  formu- 
lated and  presented  with  the  knowledge  and  consent  of  at  least  two 
other  members  of  the  steering  committee  of  the  association  of  execu- 
tives. It  may  well  be  asked  Avhat  induced  the  change  of  heart  or 
change  of  base,  or  both.  I  know  there  has  been  no  change  of  heart 
on  the  part  of  Mr.  Willard.  Judge  Lovett  was  not  a  member  of  the 
steering  committee  at  that  time.    He  is  now  a  member. 

Mr.  Cuyler,  the  chairman  of  the  Association  of  Railway  Execu- 
tives, who  appeared  here  the  other  day,  had  this  to  say  on  the  sub- 
ject of  excess  earnings  before  the  Senate  committee  just  before 
Mr.  Willard  made  the  statement  above  quoted : 

The  CHAiRitAN  [of  the  Senate  conunittee].  Is  it  not  y<mr  expei'ience,  when 
one  road  has  succeeded  in  getting  all  of  the  tonnage,  or  a  majority  of  it.  undc^i* 
the  same  rates  and  charges  as  made  by  its  competitor,  and  is  therefoi-e  making 
a  larger  percentage  of  return  under  that  given  rate  than  its  competitor,  that 
the  tendency  on  the  part  of  the  shipping  public  is  to  lower  the  rate  on  the 
successful  road  because  of  the  excess  earnings  on  the  .capital  invested? 

Mr.  CuvLKR.  That  is  true.  Senator ;  and  that  is  one  of  the  great  problems 
that  we  have  tried  to  think  over,  and  for  which  it  is  very  difficult  to  find  a 
solution.     (Testimony,  p.  321.) 

Again,  at  the  same  hearing  given  the  Association  of  Railway 
Executives  before  the  Senate  committee,  Mr.  A.  P.  Thom,  general 
counsel,  speaking  for  that  association,  recognized  the  difficulty  owing 
to  this  very  situation,  and  asserted  (Testimony,  pt.  3,  p.  532  et  seq.) 
that  the  commission  should  be  required  to  fix  rates  adequate  to 
sustain  the  average  traffic  conditions — "  not  the  richest  nor  the  poor- 
est btit  the  average  condition  " — in  the  several  traffic  territories. 

In  respect  to  the  railroads  that  would  earn  under  an  established 
average  level  of  rates  more  than  they  had  a  right  to  retain,  and 
what  they  would  not  receive  were  they  alone  to  be  considered,  Mr. 
Thom  (p.  533)  asserts: 

That  raises  a  great  problem,  and  we  think  that  will  have  to  be  dealt  with 
by  some  means  of  having  governmental  supervision  over  what  we  term  the 
excess  earning  power  of  those  roads. 
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The  fundamental  importance  of  the  question  and  the  necessity  of 
solving  it  is  emphasized  by  the  following  questions  by  Senator 
Cummins : 

Senator  Cummins.  By  that  do  you  mean  that  the  excess  earning  power  of 
these  fortunate  roads  should  be  contributed  to  the  Treasury  or  paid  into  the 
Treasury — a  part  of  tliose  excess  earnings? 

Mr.  Thom.  We  Iiave  deliberately  left  that  whole  subject  open  for  considera- 
tion. 

Senator  Cummins.  That  seems  to  be  the 

Mr.  Thom  (interposing).  We  have  deliberately  left  that  whole  question  open 
t(>  consideration.  Some  people  have  suggested  tliat  the  remainer  of  those  earn- 
ings, over  and  above  a  proper  return  on  the  investment  and  proper  provision 
for  credit  should  be 

Senator  Cummins  (interposing).  That  seems  to  me  to  be  the  very  crux  of 
the  whole  problem. 

Mr.  Thom  (continuing).  Should  be  invested  in  property — in  greater  facili- 
ties— and  should  not  be  made  the  basis  of  increased  rates.  Other  suggestions 
have  been  made  that  the  Government  might  participate  in  that,  and  I  suppose 
to  the  extent  the  Government  did  participate  in  it,  that  they  could  turn  that 
over  to  the  suport  of  the  poorer  roads ;  but  there  are  many  ways  of  dealing 
with  it,  and  what  I  want  to  emphasize  is  that  we  have  left  that  open,  and  we 
are  entirely  open-minded  as  to  a  method  of  dealing  with  that  problem.  We 
understand  that  there  will  be  a  method  devised,  and  we  are  open-minded  on 
what  that  method  shall  be. 

You  have  seen,  therefore,  Mr.  Chairman,  a  complete  indorsement 
of  the  vital  features  of  the  plan  of  our  aFSCciation  b\"  Mr.  W;l^arl"!, 
of  the  steering  committee  of  tlie  Association  of  Railway  Executives — 
concurred  in,  as  I  am  definitely  informed,  by  at  least  two  other  mem- 
bers of  that  committee ;  recognition  on  the  part  of  the  chairman  of 
the  association  that  this  problem  would  have  to  be  meL  and  a  distinct 
recognition  on  the  part  of  their  general  counsel,  Mv.  Thom,  that  the 
question  of  excess  earnings  would  have  to  be  dealt  with.  "  By  some 
means  of  having  governmental  supervision  over  what  we  term  the 
exces  earning  power  of  those  roads." 

If  there  could  be  any  better  indorsement  of  the  necessity  for  the 
main  fundamentals  of  the  plan  of  this  association  I  fail  to  know  it. 
Yet  these  gentlemen  have  been  before  this  commivtee  arguing  against 
this  plan  and  saying  that  it  could  not  be  done  legally. 

Mr.  Sims.  They  ceased  to  be  open-minded. 

Mr.  Waefield.  Yes,  sir;  they  ceased  to  be  open-minded.  Judge  Sims  (who 
was  retiring  for  a  few  minutes),  there  is  a  quotation  from  M.  Hines  if  you 
care  to  stay  and  listen. 

Mr.  Sims.  Yes,  sir.  ^ 

DIRECTOR   GENERAL  HINES  SHOWS   NECESSITY   FOR   FIXED  PERCENTAGE   RE-  ' 
TURN   AND  LIMITATION   OF  EXCESS   EARNINGS. 

In  support  of  the  position  taken  by  the  association  in  respect  to  ) 
the  necessity  of  dealing  with  excess  earnings,  and  also  the  question 
of  a  fixed  percentage  return  in  the  act,  I  will  now  quote  from  the 
testimony  of  Director  General  Hines  before  the  same  Senate  com- 
mittee : 

Mr.  IIi::ks.  No  plan  c-.^u  he  i)ermanently  successful  which  leaves  railroad 
operrtions  with  a  large  nuralier  of  different  railroad  corpoi-ations,  some  strong 
and  sonu-  weak.  So  long  as  this  condition  (•(uithnies  it  will  result  that  on  any 
given  basis  of  riitcs  and  wages  some  railroads  wiU  i»ros;ter  to  a  greater  degree 
and  others  will  fail.  Any  level  of  rates  which  will  provide  enough  revenue 
to  sustain  the  weak  roads  will  give  the  strong  roads  more  than  the  public  is 
willing  for  them  to  have. 
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Here  Mr.  Hiiies  recognizes  that  something  must  be  done.  And, 
further  in  the  same  testimony,  he  states : 

The  plan  of  private  iiianagement  necessarily  involves  the  idea  that  if  one  or 
many  railroad  companies  happen  to  be  exceptionally  prosperous,  the  entire 
exceptional  profits  remain  with  the  railroad  company.  This  condition  will 
make  the  public  always  fear  or  suspect  that  it  is  being  exploited  through  the 
transportation  service  for  the  benefit  of  private  capital  and  will  lead  to  con- 
tinual insistence  upon  the  railroads  being  operated  exclusively  for  the  public 
benefit  through  Government  ownership  and  operation.  Also,  similar  suspicions 
will  always  encourage  unrest  on  the  part  of  labor.  If  any  plan  of  private  man- 
agement is  to  be  successful,  it  ought  to  provide  for  the  participation  of  the  Gov- 
ernment and,  perhaps,  of  labor,  in  the  profits  in  excess  of  some  comparatively 
moderate  return.     (Testimony,  p,  901.) 

That  was  the  testimony  hist  February,  and  I  think  it  was  before 
the  Senate  connnittee. 

Mr.  Sims,  His  mind  is  still  open. 

Mr.  Wakfield.  I  am  not  quite  sure  just  what  the  state  of  Mr. 
Hines's  mind  now  is,  but  doubtless  he  feels  the  same,  for  those  ques- 
tions are  fundamental  to  railroad  regulation. 

Perhaps  no  more  forceful  statement  of  the  exact  conditions  sur- 
rounding the  railroads  has  been  presented  than  these  words  of  the 
Director  General  when  he  says: 

This  condition  will  make  the  public  always  fear  or  suspect  that  it  is  being 
exploited  througli  the  transportation  service  for  the  benefit  of  private  capital 
and  will  lead  to  continual  insistence  upon  the  railroads  being  operated  exclu- 
sively for  the  public  through  Government  ownership  and  operation. 

An  exact  statement  of  fact  and  conditions.  "  Similar  suspi- 
cions," savs  Mr.  Ilines,  "  will  always  encourage  unrest  on  the  part  of 
labor." 

Unless  excess  earnings  are  dealt  with  in  a  proper  manner,  there  is 
great  danger  of  the  contingency  happening  to  wdiich  Mr.  Hines  re- 
fers— Government  ownership.  Is  it  not,  therefore,  a  serious  question 
for  railroad  executives,  with  perhaps  little  individual  financial  in- 
terest in  their  properties,  to  consider  whether  in  attempting  to  nul- 
lify the  efforts  of  the  owners  of  the  properties  as  expressed  by  the 
tremendous  percentage  thereof  signed  to  this  memorial,  they  may 
not  bring  down  upon  the  country  the  evils  of  Government  ownership 
and  upon  the  owners  great  financial  loss? 

In  his  address  delivered  in  Chicago  on  April  16,  1919,  Director 
General  Hines  recognized  and  indorsed  the  soundness  of  the  rule  of 
rate  making  and  process  of  excess  earnings  reduction,  the  funda- 
mental bases  of  the  association  plan.    Mr.  Hines  spoke  as  follows : 

Another  plan  which  has  been  proposed,  and  which  in  my  opinion  is  a  nearer 
approach  to  a  fundamental  change  is  a  plan  which  contemplates  that  Con- 
gress shall  adopt  a  law  specifying  that  rates  shall  l)e  fixed  which  will  give  the 
railroads  a  designated  return  upon  the  investment  of  the  railroads,  in  each  of 
the  three  general  divisions  of  the  country.  That  is.  the  railroads  for  the  East 
would  be  taken  as  a  whole,  and  the  rule  would  be  that  on  the  investment  in 
those  railroads  the  rate  in  that  territory  must  be  sufiicient  to  be  able  to  pay  a 
designated  rate  of  return.  And  there  would  be  provision  for  a  participation 
between  the  Government  and  the  railroads  in  any  excess  over  that  return. 
The  same  would  be  true  as  to  the  South;  the  same  would  be  ti-ue  as  to  the 
We.st. 

Now,  I  think  that  plan  is  an  approach  to  the  fundamentals  with  which  we 
must  deal ;  because,  taking  this  railroad  situation  as  it  is  bound  to  be  after  the 
war,  we  are  going  to  have  to  give  some  definite  assurance  to  railroad  capital,  to 
protect  the  situation,  and  that  is  not  geing  to  be  given  by  either  of  the  first 
plans  that  I  mentioned.    We  have  always  had  the  general  assurance  that  rail- 
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road  rates  .sliould  l)e  reasonal)le,  and  that  the  raih'oads  shcndd  have  a  reason- 
;d>]e  return  on  the  vahie  of  their  property.  Kut  all  that  lias  amounted  to  is 
that  we  have  been  in  a  lifelonji  lawsuit  about  what  was  the  value  of  the  prop- 
erty and  wliat  was  the  reasonable  return;  and  instead  of  contributing  to 
certainty  it  has  contributed  to  uncertainty,  and  in  my  opinion,  to  put  the 
railroads  back  into  private  management,  and  to  plunge  them  again  into  that 
uncertainty  of  indetinite  dui'ation  would  make  that  form  of  regulation  hope- 
less.   We  have  to  get  a  plan  which  will  give  a  definite  assurance. 

THE    TWO    FUNDAMENTAL    REQUIREMENTS. 

The  two  requirements  which  are  fimchmiental  to  any  legislation 
which  tlie  Congress  may  pass,  if  it  is  to  be  considered  constructive 
and  is  to  solve  the  problems  of  the  railroads,  are  that  the  act  shall 
provide  a  fixed  ]3ercentage  return  of  not  less  than  6  per  cent  on  the 
aggregate  property  investment  in  the  railroads,  as  a  whole,  not  on 
the  property  investment  accounts  of  each  individual  railroad;  and 
shall  also  provide  for  the  division  of  earnings  in  excess  of  6  per  cent; 
one-third  to  be  retained  by  the  railroad  earning  such  excess,  one- 
third  in  the  interest  of  the  employees  and  one-third  in  the  interest 
of  the  shippers.  This  proportion  is  a  suggestion ;  it  is  for  Congress 
to  determine  such  division  as  it  may  deem  wise. 

I  have  presented  to  you  not  only  the  thought  and  wishes,  in  re- 
spect to  the  vital  requirements  of  the  railroads,  of  the  thousands 
Avho  have  signed  the  memorial  presented  to  your  committee,  which 
it  is  fair  to  consider  is  representative  of  millions  of  other  citizens 
similarly  situated  in  life;  and  it  may  be  stated  that  practically  every 
witness,  connected  with  the  railroads  or  their  owners,  with  the  ex- 
ception of  Judge  Lovett,  who  has  appeared  before  the  Senate  com- 
mittees, when  questioned  has  either  admitted  the  absolute  necessity 
of  providing  for  these  vital  requirements  or  has  specifically  indorsed 
the  principles  involved,  from  the  director  general  down,  and  these 
fundamentals  has  oeen  adopted  by  the  transportation  conference 
of  the  Chamber  of  Commerce  of  the  United  States  and  submitted 
before  this  committee.  The  transportation  conference  applies  the 
excess  earnings  in  a  different  manner  from  that  we  suggest,  but  all 
this  is  "  mere  machinery  "  as  Senator  Root  has  characterized  every- 
thing excepting  these  two  fundamental  requirements.  So  that  after 
all  it  may  be  said  that  there  is  no  real  difference  of  opinion  on  these 
vital  points  when  the  facts  are  brought  out  as  it  has  been  endeavored 
to  present  them  here  to-day. 

STATEMENTS  OF  REPRESENTATIVES  OF  EXECUTIVES'  ASSOCIATION. 

Mr.  Chairman,  reluctantly  I  am  compelled  to  take  notice  of  state- 
ments recently  made  before  this  committee  in  respect  to  the  asso- 
ciation T  represent  and  its  plan  which  contains  suggestions  for  the 
railroads.  Reference  is  particularly  made  to  the  statements  of  Judge 
Lovett  before  your  committee  and  those  of  Mr  Cuyler,  the  chairman 
of  the  Association  of  Railway  Executives.  I  have  already  briefly 
alluded  to  statements  before  this  committee  by  Judge  Lovett,  who 
seems  not  to  desire  to  meet  the  changing  conditions  of  the  times. 
Notwithstanding  the  attitude  of  Mr.  Willard  and  other  well-known 
executives,  in  respect  to  the  questions  under  discussion,  Judge  Lovett 
stated  before  you  that  "  these  proposals  here  bring  out  rather  strik- 
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ingly  that  we  have  been  ^iven  in  this  country  a  great  deal  of  loose 
thinking  and  too  much  loose  tallv."  We  leave  this  committee  to  judge 
whether  such  propositions  as  have  been  made  by  these  investors, 
shippers,  also  railroad  men  and  others  in  respect  to  the  essentials 
to  keep  the  railroads  under  private  ownership  and  operation  and  to 
enable  them  to  perform  the  service  exacted  of  them,  properly  and 
adequately  can  be  characterized  as  "loose  thinking  and  too  much 
loose  talk."  The  continual  statement  made  by  Judge  Lovett  that 
under  the  plan  the  excess  earnings  taken  by  the  Government  form 
the  more  favorably  situated  roads  are  to  be  handed  over  to  what 
he  terms  the  weak  roads  is,  of  course,  not  in  accordance  with  the 
facts,  all  of  which  is  well  known  to  you,  for  the  plan  provides  for 
nothing  of  the  kind,  either  directly  or  indirectly. 

In  connection  with  the  plan  of  the  association  you  should  know 
what  the  association  represents. 

WHAT    SECURITIES    ASSOCIATION     REPRESENTS ITS    DECLARATION     OF 

PRINCIPLES. 

Before  the  Memorial  was  circulated  the  railroad  securities  owned 
by  the  institutions,  other  investing  bodies  and  individuals  repre- 
sented in  its  membership  amounted  to  between  eight  and  nine  billion 
dollars.  This  Memorial  now  represents  by  signatures  thereto  a  far 
greater  amount. 

The  various  committees  of  the  association  embrace  some  250  mem- 
bers. These  men  come  from  65  cities  of  37  States  of  the  Union. 
They  are  men  prominent  in  their  communities  and  of  great  experi- 
ence in  the  various  walks  of  business  life. 

There  was  a  declaration  of  principles  adopted  by  the  association 
shortly  after  the  conference  held  in  Baltimore  on  May  23,  1917, 
from  which  the  association  grew.  This  conference  was  called  in 
realization  of  the  difficulties  attending  the  crisis  which  apparently 
the  railroads  had  reached  and  about  the  time  their  representatives 
were  appearing  before  the  Interstate  Commerce  Commission  in  the 
15  per  cent  rate  increase  case.  Three  hundred  telegrams  were  sent 
out,  and  there  were  500  men  who  attended  this  conference,  repre- 
sentatives of  savings  banks,  life  insurance  companies,  estates,  colleges, 
and  investing  institutions  generally.  There  was  represented  at  that 
time  $2,000,000,000  of  the  securities  of  the  railroads.  I  will  read 
several  extracts  from  this  declaration : 

Prior  to  the  organization  of  this  association  tlie  owners  of  railroad  securities 
have  been  witliout  means  collectively  to  jiresent  their  views  <in  matters  con- 
nected with  the  properties  or  any  legislation  affecting  them ;  nor  were  they 
in  position  to  be  heard  collectively  by  the  Interstate  Commerce  Connnission  or 
by  other  national  or  State  agencies  charged  with  the  duty  of  public  control  of 
the  carriers. 

The  operating  executives  have  not  secured  from  Congress  or  the  Interstate 
Commerce  Commission  the  consideration  to  which  we  believe  the  carriers  are 
entitled.  A  state  of  mind  hostile  to  the  carriers  has  been  created  in  nearly 
every  legislative  relation,  whether  National  or  State. 

Whether  the  condition  described  arose  from  the  exploitation  and  mismanage- 
ment of  certain  carriers  in  years  past,  for  which  the  pre.sent  railroad  operators 
may  not  be  responsible,  or  from  politics,  or  from  lack  of  publicity,  makes  little 
difference  to  present  owners  of  the  securities.  Suffice  it  to  say,  it  was  evident 
that  the  time  had  arrived  when  owners  of  securities  of  carriers  should  organize 
for  the  purpose  of  mutual  protection. 

On  this  platform  the  association  secured  its  membership. 
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EDUCATIONAL   CAMPAIGN    CONDUCTED. 

Notwithstanding  the  fact  that  during  these  two  years  an  intensive 
educational  campaign  has  been  conducted  by  the  association;  not- 
withstanding the  fact  that  in  connection  with  tlie  plan  of  the  associa- 
tion and  its  other  business  over  4,000,000  pieces  of  literature  have 
been  circulated  throughout  the  country ;  notwithstanding  the  fact 
that  many  of  the  great  investing  institutions  of  the  country  are  rep- 
resented on  the  committees  and  have  taken  the  keenest  interest,  natu- 
rally, in  the  railroad  conditions  and  situation,  the  chairman  of  the 
Association  of  Railway  Executives,  Mr.  Cuyler,  stated  before  your 
committee  that  "  in  not  one  single  instance  have  I  known  the  Warfield 
plan  or  any  plan  to  be  discussed  by  either  the  directors  or  by  the 
finance  committee  "  of  the  institutions  with  which  he  is  connected, 
carrying  the  suggestion,  of  course,  that  this  memorial,  if  you  please, 
the  important  document  that  it  is,  has  been  signed  in  haphazard 
fashion,  and  the  further  suggestion  was  made  that  the  committee  of 
executives  in  the  presentation  of  the  bill  or  plan  they  presented  to 
this  committee  represented  not  only  all  the  railroads,  but  their 
security  holders.  The  evidence  produced  here  to-day  so  utterly  re- 
futes this  that  it  is  not  necessarj^  to  further  discuss  it.  When  Mr. 
Cuyler,  for  whom  I  have  the  highest  regard,  stated,  however,  that 
his  association  represents  all  the  railroads  in  the  plan  and  bill  sub- 
mitted, with  all  due  respect  let  me  say  that  statement  is  hardly  in 
accordance  with  the  facts.  One  provision  of  their  bill  alone,  that 
providing  for  compulsory  Federal  incorporation  of  the  railroads,  if 
submitted  to  the  stockholders  of  the  railroads  of  the  country,  would. 
I  believe,  be  overwhelmingly  turned  down,  involving,  as  it  does,  a 
complete  change  in  the  very  foundation  upon  which  the  railroads 
were  organized.  Many  lawyers  connected  with  the  railroads  are. 
utterly  opposed  to  compulsory  Federal  incorporation,  as  are  many 
railroad  executives  and  directors ;  and  I  have  no  hesitation  in  assert- 
ing that  the  association  of  executives  has  been  admonished  that  im- 
portant member  railroads  do  not  concur  in  any  such  proposal.  The 
main  purpose  of  compulsory  Federal  incorporation  is  to  kill  the 
State  commissions,  which  we  believe  should  be  continued  in  the  inter- 
est of  local  protection;  and  notwithstanding  the  fact  it  has  been 
generally  recognized  by  lawyers  that  intrastate  rates  may  be  ad- 
justed by  the  Interstate  Commerce  Commission  so  that  they  will  not 
burden  the  interstate  rate  structure.  We  here  find  the  committee 
of  railway  executives  giving  more  attention  to  their  desire  to  secure 
legislation  to  permit  them  to  operate  their  roads  along  lines  of  least 
operating  resistance  than  to  the  financial  requirements  of  their  rail- 
roads. 

Mr.  Chairman,  I  happened  to  be  here  yesterday  when  Mr.  Elm- 
quist,  president  of  the  National  Association  of  State  Commissioners, 
was  speaking  of  the  hostile  attitude  of  some  railway  executives  toward 
the  State  commissions,  and  I  quite  concur  in  his  statement  that  one 
of  the  reasons  why  there  could  not  be  coordination  of  the  work  of 
the  Interstate  Commerce  Commission  and  the  State  commissions  has 
been  because  of  the  policy  of  some  executives  often  oj^posing  the  Inter- 
state and  State  connnissions  when  they  attempt  to  do  things  in 
line  with  public  policy  in  regard  to  their  respective  railroads. 


RETURN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP.        1671 

There  has  been,  perhaps,  no  subject  outside  of  the  treaty  that  has 
been  discussed  as  much  as  the  various  plans  for  the  railroads  in  the 
newspapers  and  elsewhere.  Officers  of  nearly  ever}'  one  of  the  large 
investing  institutions  have  discussed  this  and  other  plans.  Charts 
haA'e  been  sent  out  by  investing  institutions  showing  in  parallel 
columns  the  various  plans.  This  plan  has  been  before  the  country, 
and  sent,  among  others,  to  every  institution  of  which  Mr.  Cuyler 
is  a  director. 

In  reference  to  his  allusion  to  the  Equitable  Life  Assurance  So- 
ciety of  New  York,  it  becomes  necessary  to  state  that  the  official 
representative  of  that  institution  serving  upon  committees  of  his 
association  approved  the  association's  plan  at  meetings  called  for 
that  purpose. 

Mr.  Cuyler  must  be  the  judge  of  whether  or  not,  as  a  member  of 
the  finance  committee  of  that  society,  to  which  he  has  alluded  in  his 
testimony,  he  should  object  to  the  society  signing  this  memorial,  and 
whether  he  has  best  protected  the  holders  of  life  insurance  policies 
of  that  company  should  he  so  object.  There  are  no  set  of  men  in 
the  countr}^  who  have  given  as  much  time  in  the  diligent  desire  to 
protect  the  great  interests  they  represent  than  have  the  presidents  of 
the  life  insurance  companies  of  America.  In  my  business  experi- 
ence I  have  never  seen  a  more  abundant  evidence  of  such  a  full  sense 
of  the  obligations  imposed  upon  them  in  representing  the  thirty-odd 
million  people  Avho  depend  upon  them  to  uphold  and  prote -t  the 
credit  of  the  investments  they  buy  and  hold  for  the  protection  of 
their  policyholders'  families  or  other  beneficiaries,  after  their  death, 
one-quarter  of  such  investments  are  railroad  securities. 

Equally  as  solicitious  have  been  the  presidents  of  mutual  and  other 
savings  banks  of  the  country  in  their  endeavor  to  protect  the  mil- 
lions of  depositors,  the  great  bulk  of  whom  come  from  the  humbler 
walks  of  life  and  who,  with  the  complete  confidence  in  their  institu- 
tions, rely  upon  them  to  protect  the  investments  representing  their 
all.  Let  me  say,  Mr.  Chairman,  that  it  was  these  two  situations 
particularly  that  brought  to  me  the  full  realization  of  the  responsi- 
bilities I  assumed  when  undertaking  this  work.  Almost  my  entire 
time  has  been  given  to  performing  this  service  now  grown  to  huge 
proportions  with  the  increasing  responsibilities  which  I  feel  keenly. 
I  am  not  a  paid  officer  of  this  association.  The  work  the  association 
lias  done  in  the  interest  of  these  policyholders  and  savings-bank  de- 
positors especially,  is  admitted  on  all  sides,  and  no  one  has  been  more 
diligent  in  seeking  to  protect  these  interests  than  has  the  president 
of  the  Equitable  Life  Assurance  Society,  of  the  finance  committee 
of  which  Mr.  Cuyler  states  he  is  a  member.  One  of  the  presidents  of 
the  great  life  companies  is  a  railway  executive  and  a  member  of  the 
Railway  Executives  Association,  his  company  being  also  a  member 
of  this  association,  but,  recognizing  that  he  acts  in  a  dual  capacity, 
I  have  not  approached  him  on  these  subjects.  The  indorsement  of 
the  fundamentals  of  our  plan  by  the  enormous  percentage  of  the 
great  investing  institutions  of  the  country  as  the  best  means  for  the 
protection  of  the  millions  of  citizens  they  represent,  may  give  mem- 
bers of  the  Railway  Executives'  Association  hesitation  in  exerting 
their  influence  in  preventing  similar  action  on  the  part  of  investing 
institutions  like  the  Equitable  Society  because  of  the  Executives' 
advocacy  of  their  own  plan  which  fails  to  afford  the  required  relief 
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and  tliiit  represents  little  more  than  compulsory  P^ederal  incorpora- 
tion of  the  railroads  which  did  not  even  secure  the  unanimous  in- 
dorsement of  their  own  association. 

DIRECTORS    or    INVESTING    INSTITUTIONS    SIGNING     MEMORIAL    ARE     ALSO 

DIRECTORS  or  RAILRADS. 

In  the  great  number  of  investing  institutions  represented  by  this 
memorial  their  managements  contain  perhaps  not  less  than  40,000 
directors.  There  are  1,200  directors  who  manage  the  affairs  of  the 
class  1  railroads.  In  going  over  the  directorates  of  these 
institutions  and  the  railroads  we  find  a  vast  number  of 
these  directors  of  the  institutions  are  also  directors  of  class  1 
railroads,  and  these  institutions  are  here  before  you  through  this 
memorial  making  the  requests  which  have  been  laid  before  you  to- 
day, the  statements  of  members  of  the  committee  of  the  Associa- 
tion of  Railway  Executives  as  to  whom  they  represent  to  the  con- 
trary notwithstanding.  In  justice  to  many  railroad  executives  it 
is  fair  to  say  that  in  discussing  these  questions  with  them  they 
have  stated  that  the  limitation  of  earnings  of  the  railroads  they 
represent  is  a  question  for  their  oAvners  to  determine,  and  it  would 
not  be  becoming  in  them  to  either  propose  or  advocate  limitation  of 
the  earnings  of  the  properties  they  represent.  Let  me  say  I  think 
this  is  a  fair  position  for  them  to  take  and  is  very  largely  the  reason 
why  more  executives  of  the  railroads  have  not  openly  espoused  the 
fundamentals  of  the  plan  of  the  association.  In  fact,  some  of  them 
have  stated  that  it  was  the  proper  thing  for  the  Security  Owners' 
Association  to  decide  and  take  up,  but  not  for  them. 

One  excuse  given  by  some  for  not  being  in  favor  of  a  fixed  per- 
centage return  of  not  less  than  6  per  cent  is  that  they  are  afraid 
somebody  in  Congress  would  get  up  and  say  it  should  be  1  per  cent,  ji 
Mr.  Chairman,  we  feel  that  the  Members  of  Congress  are  as  well  « 
qualified  to  judge  of  this  situation  as  anyone,  and  we  have  confi-  j 
dence  that  no  Congressman  would  write  in  an  act  a  figure  less  than  1 
what  he  knows  it  will  take  to  give  the  public  adequate  service  and  i 
which  upon  investigation  he  will  ascertain  to  his  full  satisfaction  \ 
can  not  be  done  at  less  than  6  per  cent  on  the  aggregate  investment 
in  all  of  the  railroads. 

My  understanding  is  that  one  of  the  most  prominent  members  of 
the  steering  committee  of  the  Association  of  Executives  stated  that 
in  these  matters  the  executives  could  represent  their  own  views 
without  respect  to  their  railroads. 

We  maintain  that  for  the  executives  of  the  railroads  to  take  a  po- 
sition of  such  serious  import  without  consulting  their  stockholders, 
and  sometimes  even  their  directors,  particularly  in  a  matter  of  such 
fundamental  importance  as  compulsory  Federal  incorporation,  is 
taking  chances  that  might  bring  serious  results  to  the  owners  of  the 
properties  and  to  the  public. 

THREE-FIFTHS   OF   RAILROAD   SECURITIES    HAVE    NO   VOTING    POAVER. 

This  association  has  representation  in  its  membership  of  both 
bonds  and  stocks.  It  is  difficult  to  give  the  proportion,  but  three- 
fifths  of  the  total  outstanding  $17,000,000,000  of  securities  of  class  1 
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railroads  consist  of  bonds  and  nonA'oting  securities.  They  have  no 
voting  power  and  therefore  can  not  take  part  in  the  election  of  the 
directors  of  the  companies  in  which  they  hold  securities,  nor  of  the 
executives  of  these  properties.  They,  therefore,  come  before  you  to 
inform  you  of  their  views  and  desires  in  these  circmnstances.  Their 
properties  in  which  they  hold  securities  have  been  taken  for  the  pur- 
pose of  war,  and  have  been  operated  under  conditions  which  are  well 
known  to  you.  The  return  of  these  properties  to  them  involves  finan- 
cial matters  they  feel  they  are  better  qualified  to  decide  than  the 
operating  executives.  We  feel  it  is  necessary,  Mr.  Chairman,  that 
we  should  leave  no  doubt  in  your  mind  as  to  who  represents  the  great 
mass  of  owners  of  railroad  securities  and,  therefore,  I  make  these 
statements,  disagreeable  though  it  be,  and  with  extreme  regret  to  be 
compelled  to  do  so. 

We  believe  that  a  grave  responsibility  is  assumed  by  those  who 
endeavor  to  defeat  well-considered  plans  decided  upon  with  the  de- 
liberate judgment  of  those  who  have  used  the  trust  funds  of  others  in 
support  of  the  railroads,  particularly  if  such  action  should  defeat  a 
fixed  percentage  return  on  the  investment  in  the  railroads,  accom- 
panied by  regulation  of  the  excess  earnings  of  these  properties.  Both 
of  these  processes  are  necessary  not  only  to  obtain  a  reasonable  re- 
turn on  the  investment,  but  to  produce  the  amount  essential  to  ade- 
quate railroad  service. 

This  responsibility  becomes  the  more  grave  when  they  are  made 
aware  of  the  conclusion  of  the  representatives,  speaking  through  this 
memorial  to-day,  of  probably  80  per  cent  of  the  funds  in  the  institu- 
tions of  the  United  States  available  for  investment  in  railroad  securi- 
ties. These  institutions  state  that  to  continue  their  invesment  in 
railroad  securities,  such  protection  as  this  is  essential,  and  in  many 
cases  the  law  requires  it  to  enable  them  to  own  such  securities. 

MEASURE    FOR    COMPUTING    THE    FIXED    PERCENTAGE    RETURN. 

The  measure  used  under  the  association  plan  for  computing  the 
return  to  the  railroads  are  the  property  investment  accounts  of  the 
railroads  of  the  country  taken  in  the  aggregate  in  the  three  classi- 
fication territories,  as  has  been  stated  before  your  committee.  This 
means  that  the  property  investment  accounts  of  all  the  railroads 
operating  in  each  of  these  territories  are  added  together,  and  on  the 
colnbined  figures  thus  obtained  the  commission  is  asked  to  adjust 
rates  to  yield,  as  nearly  as  may  be,  6  per  cent  on  such  aggregate 
investment.  The  aggregate  of  the  investment  accounts  of  all  the 
railroads  of  the  country  of  class  1  is  $17,192,000,000.  which  is  the 
average  of  the  three-year  test  period,  1915,  1916,  1917  (June  30). 
We  assume  that  these  figures,  being  in  the  aggregate,  will  not  be  con- 
sidered high.  On  the  contrary,  the  replacement  valuation  of  these 
properties  under  conditions  of  to-day  would  be  far  in  excess  of  the 
amount  named.  We  take  the  figure  $17,192,000,000  as  the  basis  and 
as  the  measure,  which  is  the  same  measure  the  Interstate  Commerce 
Commission  has  always  used  in  comparing  the  result  or  yield  from 
rates  made.  It  will  not  be  necessai'y  for  j^ou  to  deal  with  the  indi- 
vidual property  investment  account  of  any  carrier,  whether  each  in 
itself  is  too  high  or  too  low",  if  you  have  in  mind  that  sufficient  net 
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operating  income  is  reqiiirecl  by  each  of  the  raih'oads  not  earning  vip 
to  6  per  cent  to  make  the  wheels  go  round  and  below  which  these 
railroads,  comprising  a  majority  of  the  railroads  of  the  country,  can 
not  be  operated  in  the  public  interest.  We  have  a  schedule  showing  the 
average  net  income  of  all  the  railroads  for  the  test  period,  1915,  1916, 

1917,  June  30.  The  amount  of  net  operating  income  each  railroad 
would  receive  from  rates  adjusted  to  yield  6  per  cent  on  the  aggre- 
gate property  investment  accounts  of  all  the  railroads  of  a  district 
in  which  they  operate  would  be  a  figure  below  which  those  railroads 
that  receive  less  than  6  per  cent  on  their  property  investment  accounts 
could  not  be  operated  to  give  adequate  facilities  and  service.  These 
railroads,  which  consitute  a  majority  of  the  mileage  of  the  countrj'-, 
would  receive  an  average  of  4.6  per  cent  on  their  property  invest- 
ment accounts.  Some  of  these  roads  would  earn  2  per  cent,  some 
3  per  cent,  some  4  per  cent,  some  5  per  cent,  and  some  just  below 
6  per  cent;  they  would  earn  only  as  much  as  their  efficiency  in  man- 
agement would  entitle  them  to  receive. 

Therefore,  without  respect  to  their  individual  property  invest- 
ment accounts,  less  than  6  per  cent  would  not  yield  sufficient  net 
railway-operating  income  for  tliese  railroads  to  be  operated  in  the 
public  interest.  The  property  investment  accounts  should  not  be 
confused  with  the  securities  issued  by  each  railroad.  The  railroads 
would  be  able  to  maintain  their  dividends.  The  amount  of  the  prop- 
erty investment  accounts  of  these  109  railroads  or  systems  earning 
less  than  6  per  cent  in  the  aggregate  is  $8,766,932,000.  These  109 
railroads  or  sj^stems  fall  short  $121,459,000  of  earning  6  per  cent  on 
the  aggregate  of  their  property  investment  accounts,  which,  capi- 
talized at  6  per  cent,  equals  $2,024,000,000.  Taking  the  excess  earn- 
ings over  6  per  cent,  Avhich  under  the  plan  are  to  be  used  in  the 
public  interest,  you  have  $83,000,000,  which,  capitalized  at  6  per  cent, 
equals  approximatelv  $1,500,000,000  more  upon  which  no  return  is 
received  by  the  railroads,  a  total  of  $3,524,000,000.  Therefore,  it  is 
fair  when  considering  the  plan  to  eliminate  this  from  the  aggregate 
of  the  property  investment  accounts  of  these  particular  roads.  Fig- 
ures were  recently  published  bj^  the  Interstate  Commerce  Commission 
showing  that  $6,000,000,000  of  actual  cash  had  been  spent  on  the 
property  of  the  railroads  of  the  country  since  1907.  Figuring  the 
proportion  applicable  to  the  class  1  railroads,  there  would  be  $5,270,- 
000,000  cash  put  into  these  properties.  Quite  a  considerable  amoupt 
of  so-called  or  possible  overcapitalization  is  thus  absorbed  under  the 
operation  of  the  plan. 

There  is  another  point  to  be  considered  in  respect  to  the  value  of 
these  properties.  In  1917  the  amoimt  paid  to  the  employees  of  the 
railroad  was  $1,700,000,000.     This  was  increased  by  Mr.  McAdoo  in 

1918,  $900,000,000,  or  a  total  of  $2,600,000,000,  53  per  cent  of  the 
gross  earnings  of  $4,900,000,000  of  that  time.  With  the  further  in 
creases  asked  of  $800,000,000  in  1919,  this  would  make  a  total  of 
$3,400,000,000,  62  per  cent  of  the  $5,500,000,000  oross  earnings  of 
to-day.  If  the  value  of  labor  is  increased  from  $1,700,000,000  in  1917 
to  $2,600,000,000  in  1918  and  suggested  to  be  increased  by  the  broth- 
erhoods to  $3,400,000,000  in  1919,  it  may  be  asked  what  should  be 
added  to  the  total  value  of  all  of  the  railroads.  I  think,  Mr.  Chair- 
man, the  question  of  overcapitalization  may  be  disposed  of,  certainly 
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in  the  consideration  of  the  application  of  the  6  per  cent  fixed  per- 
centage return  on  the  property  investment  in  tlie  railroads  in  the 
aggregate,  and  not  in  the^  property  investment  accounts  of  each  indi- 
vidual railroad,  using  this  amount  only  as  the  measure  which  the 
custom  of  the  past  has  made  use  of ;  so  we  have  not  brought  an  inno- 
vation into  the  situation. 

SAME    MEASURE    AS    USED    BY    THE    INTERSTATE    COMMERCE    COMMISSION. 

There  is  no  better  evidence  of  the  custom  of  the  Interstate  Com- 
merce Commission  in  using  the  property  investment  accounts  of  the 
railroads  in  the  aggregate  as  a  measure  for  computing  the  yield  from 
rates  to  the  railroads  than  their  frequent  use  of  this  standard  in  the 
great  rate  advance  cases,  in  which  in  some  cases  they  have  approved 
higher  yields  than  we  request  as  the  minimum.  In  the  fiscal  year 
1910  the  yield  was  5.68  per  cent,  in  1916,  calendar  year.  6.17  per  cent, 
in  1917  it  was  expected  to  be  .5.87  per  cent  as  a  whole  and  much  over 
6  per  cent  in  the  southern  and  western  regions.  These  yields  were  in 
excess  of  the  net  return  as  a  minimum  which  we  ask.  The  result 
under  the  association  plan  for  the  6  per  cent  return  would  yield  an 
average  of  5.52  per  cent  net,  after  the  operation  of  excess  earnings 
reduction.  We  only  ask,  therefore,  the  continuation  of  methods  em- 
ployed in  the  past  to  ascertain  what  return  from  rates  is  necessary 
for  the  railroads  to  do  business  on.  Certainly,  with  the  experience 
of  the  past  in  the  application  of  the  yield  from  rates  using  this  meas- 
ure, this  should  be  the  most  satisfactory  measure  that  can  be  obtained, 
and  the  most  reliable  measure  to  be  used  in  computing  the  return  to 
the  carriers  by  rates  made  by  the  commission  until  actual  valuation 
shall  have  been  secured  by  the  commission  itself.  Therefore  there  is 
no  change  under  this  plan  from  the  customs  of  the  past  in  applying 
returns  from  railroad  rates  in  the  yield  they  make  on  the  property 
of  the  carriers  devoted  to  the  public  use. 

In  a  legislative  use  of  this  measure  for  computation  we  presume 
you  would  state  in  the  act  that  this  is  the  only  purpose  of  its  use 
and  it  in  no  manner  whatsoever  is  taken  to  reflect  any  actual  value 
of  these  properties. 

We  have  asked  that  pending  the  putting  into  effect  of  the  funda- 
mental suggestion  of  this  plan  that  the  standard  return  now  being 
paid  to  the  railroads  be  continued.  It  would  be  most  disastrous  owing 
to  existing  conditions  for  these  properties  to  be  returned,  if  time 
is  not  given  within  which  to  bring  about  the  proper  adjustnient  of 
the  affairs  of  the  railroads  and  to  meet  existing  conditions. 

The  effort  on  the  part  of  Judge  Lovett  and  the  general  counsel 
of  the  Association  of  Railway  Executives  to  cloud  the  real  issues  by 
declaring  certain  provisions  of  the  plan  unconstitutional,  need  hardly 
be  discussed.  Our  attorneys,  with  former  Senator  Root  at  the  head, 
have  conclusively  proven  otherwise. 

Mr.  Chairman.  I  think  the  owners  of  these  properties  have  shown 
a  fine  spirit  in  this  wliole  situation.  I  do  not  know  of  another  in- 
stance where  the  owners  of  great  properties  have  come  forward  with 
a  suggestion  of  limitation  of  earnings  to  an  amount  which  would 
give  them  a  mere  legal  primary  minimum  return  on  their  invest- 
ment, and  then  make  the  proposition  that  the  excess  over  that  amount 
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be  divided  into  thirds,  they  retaining  one-third,  another  one-third  to 
be  used  by  the  governmental  agency — the  Interstate  Commerce  Com- 
mission— in  the  interest  of  the  employees  of  the  railroads,  and  the 
other  one-third  in  the  interest  of  the  shippers  by  the  purchase  of 
equipment.  This  conclusion  was  reached  only  after  an  intensive 
campaign  of  discussions  and  meetings  in  all  sections  of  the  country. 

On  behalf  of  the  association  and  of  the  signers  of  the  memorial,  I 
wish  to  thank  the  chairman  and  the  members  of  the  committee  for 
courtesies  shown  during  this  presentation. 

The  Chairman.  I  think  Judge  Lovett  in  his  discussion  of  your 
plan  of  a  6  per  cent  return  indicated  that  owing  to  the  present  prac- 
tice prescribed  bj^  the  Interstate  Commerce  Commission  in  its  ac- 
counting, issue  of  1914,  under  the  property  investment  account,  that 
replacements  were  charged  to  capital  account  and  not  into  operating 
expenses  or  expenditures,  and  that  those  would  amount  to  possibly 
2^  per  cent  which  would  leave,  even  under  your  standard,  possibly 
only  4  per  cent,  which  would  be  insufficient.     What  is  your  experi- 


ence 


Mr.  Warfield.  I  Avill  ask  Mr.  Powell,  one  of  our  statisticians,  to 
answer  that. 

Mr.  Powell.  Mr.  Chairman,  only  the  additional  charge  goes  into 
the  propert}'  investment  account.  The  retirement  charge  is  taken 
care  of  through  the  operating  expenses  of  the  railroads.  In  other 
words,  the  question  was  asked  by  some  one  here  some  time  ago,  in  re- 
tiring a  building  worth  $500,000  and  replacing  it  with  a  building 
worth  $1,000,000  how  much  additional  went  back  into  the  property 
account^only  the  $500,000.  When  a  unit  of  property,  such  as  a 
building,  is  retired  and  replaced  with  property  of  like  purpose  the 
ledger  value  of  the  property  retired  is  credited  to  the  property 
investment  account  and  charged  to  the  appropriate  operating  expense 
account.  Under  the  Warfield  plan  any  addition  to  capital  account 
such  as  suggested  in  your  question,  Mr.  Chairman,  would  to  that 
extent  increase  the  revenue  derived  from  the  application  of  the  6 
per  cent  rate  level,  and  in  the  case  of  all  carriers  earning  it,  would 
authorize  them  to  retain  6  per  cent  on  such  addition  to  capital  ac- 
comit  and  one-third  of  their  earnings  in  excess  of  6  per  cent  (if  any). 
The  plan  expressly  provides  that  the  connnission  shall  allow  the  car- 
riers to  set  up  reasonable  reserves  to  stabilize  their  credit,  to  meet 
years  of  insufficient  revenue  and  take  care  of  necessary  but  unpro- 
ductive improvements.  All  of  this  would  be  in  addition  to  the  6  per 
cent  and  the  one-third  of  the  excess  which  each  road  would  be  en- 
titled to  retain  if  earned. 

The  Chairman.  What  would  you  do  with  the  salvage? 

Mr.  Powell.  That  is  worked  on  the  theory  that  the  property  has 
been  worn  out  in  the  operation  of  the  railroad  and  that  the  operating 
expenses  should  stand  the  charge  for  retirement.  From  the  charge 
to  operating  expenses  is  deducted  the  value  of  the  salvage. 

Mr.  Warfield.  Mr.  Chairman,  the  attack  made  on  these  accounts 
before  the  committee  I  do  not  believe  will  secure  the  sanction  of 
other  executives.  These  property  accounts  are  used  in  their  aggre- 
gate amount  in  each  of  the  three  classification  territories  and  as  the 
measure  only  to  determine  the  minimum  yield  to  the  railroads,  as  a 
whole,  and  not  on  the  property  account  of  each  railroad.  Mr. 
Shriver  made  some  figures  regarding  these  matters,  and  I  think  I 
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have  them  somewhere.  If  you  would  like  me  to  present  them  I  will 
be  glad  to  do  so. 

The  Chairman.  I  will,  ask  you  to  incorporate  them  as  a  part  of 
your  hearing-.  In  view  of  the  fact  that  it  is  quite  necessary  to  get 
through  this  morning,  because  there  are  three  or  four  other  witnesses 
to  be  heard.  I  will  only  ask  one  more  question,  and  then  others  can 
use  the  time.  I  hastily  examined  the  names  on  your  memorial  but 
failed  to  find  the  Mutual  Life  Insurance  Co.  of  New  York,  the 
Equitable  Life  Assurance  Society,  by  name,  and  the  Northwestern 
Mutual  Life  of  Milwaukee,  three  of  the  largest  insurance  companies 
in  the  United  States. 

]Mr.  Warfield.  The  ISIutual  Life  I  alluded  to  when  I  spoke  of  the 
president  of  one  of  the  large  companies  being  a  railroad  executive. 
In  view  of  his  dual  position  I  had  not  approached  him  on  the  subject 
at  all.  Mr.  Peabody,  the  president  of  the  Mutual,  is  a  member  of 
our  advisory  committee,  also  president  of  the  Illinois  Central  Rail- 
road and  a  member  of  the  Railway  Executives'  Association.  Inso- 
far as  the  Equitable  is  concerned,  I  have  also  explained  that  situa- 
tion in  answer  to  Mr.  Cuyler's  statement-before  this  committee. 

The  Chairman.  Yes;  I  understand. 

Mr.  Warfield.  In  the  case  of  the  Northwestern  Mutual  Life,  I  do 
not  know  whether  it  has  signed  or  not. 

The  Chairman.  I  have  run  o^er  the  Wisconsin  list  very  hastih^ 

Mr.  Warfield.  So  far  as  I  recall,  it  is  a  member,  but  I  would  not 
like  to  state  that  as  a  fact. 

The  Chairman.  As  to  developing  a  surplus  which  is  to  be  dis- 
tributed either  as  you  distribute  it  or  the  transportation  conference 
wants  to  distribute  it,  there  has  been  testimony  that  there  is  likely 
to  be  no  surplus. 

Mr.  Warfield.  Of  course,  Mr.  Chairman,  is  not  that  a  matter 
really  for  the  Interstate  Commerce  Commission  to  decide?  In 
taking  up  this  question  of  the  minimum  we  started  first  with  7  per 
cent  with  the  idea  that  it  would  require  that,  in  fact  we  had  7  per  cent 
in  the  original  plan,  but  after  numerous  discussions  with  our  attor- 
neys, it  was  decided  that  it  would  be  better  not  to  make  the  minimum 
percentage  return  greater  than  we  felt  could  be  secured  in  any  suit 
at  law.  That  is  one  of  the  reasons  why  we  have  felt  there  ought 
not  to  be  any  hesitancy  on  the  part  of  Congress,  if  you  please,  to 
make  that  the  fixed  minimum.  The  question  of  sur}3Jus  is  entirely  in 
the  hands  of  the  commission  to  raise  the  minimum  one-half  of  1  per 
cent  or  more  if  they  wish  a  greater  surplus.  In  using  the  6  per  cent 
as  the  minimum  and  the  term  "  not  less  than  6  per  cent  on  the  aggre- 
gate railroad  investment  as  a  whole,"  we  mean  this  literally.  In 
other  words  the  return  to  some  individual  railroads  may  and  will  be 
much  less  than  6  per  cent.  The  minimum  of  6  per  cent  is  only  the 
peg  below  which  the  commission  must  not  go.  But  it  goes  without 
saying  that  if  the  commission  finds  that  this  minimum  figure  must  be 
increased  to  insure  the  stability  and  success  of  the  transportation  sys- 
tem it  must  then  be  increased-  This  fixed  minimum  wdll  stabilize 
railroad  credit  as  it  has  not  been  stabilized  before. 

Mr.  Sims.  In  the  memorial  in  one  paragraph  it  says :  "  No  citizen 
of  the  United  States  is  by  any  State  or  Federal  law  required  to  loan 
money  for  less  than  6  per  cent."    Mr.  Warfield,  that  would  clearly 
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indicate  that  it  would  require  a  uuiu  to  loan  money  in  excess  of  6 
per  cent.     I  do  not  understand  that  to  be  your  meaning. 

Mr.  Warfield.  No,  sir;  it  is  not  so  intended. 

Mr.  Sims.  Where  is  there  any  law  which  compels  a  citizen  to  loan 
money  at  any  rate  of  interest? 

Mr.  Warfield.  Where  is  that? 

Mr.  Sims.  In  the  fifth  paragraph  on  the  first  page  of  your  memo- 
rial. It  reads :  "  No  citizen  of  the  United  States  is  by  any  State  or 
Federal  law  required  to  loan  money  for  less  than  6  per  cent."  That 
would  not  prevent  them  from  loaning  money  at  any  rate  less  than 
6  per  cent? 

Mr.  Warfield.  That  is  very  true. 

Mr.  Sims.  But  it  creates  the  impression  that  they  are  compelled 
to  loan  money  at  a  certain  rate ;  that  is,  above  6  per  cent  ? 

Mr.  Warfield.  That  is  not  the  intention,  and  I  do  not  feel  it  can 
be  so  construed. 

Mr.  Sims.  I  do  not  recall  all  of  the  features  of  your  plan,  but 
I  think  it  has  many  good  features.  A  railroad  having  earnings  in 
excess  of  the  6  per  cent,  oi*  whatever  it  is  under  the  standard — that 
is,  above  that — would  become  an  outlaw,  as  you  have  said,  and  very 
properly,  the  profits  of  the  owners  of  the  property  in  the  past  meas- 
ured by  that  standard,  have  been  obtained  from  excess  earnings,  but 
nobody  could  bring  a  reparation  suit  against  them  for  having  re- 
ceived' above  that  rate  ? 

Mr.  Warfield.  No  :  not  in  the  past. 

Mr.  Sims.  Not  so  far  as  the  past  is  concerned  ? 

Mr.  Warfield.  No,  sir. 

Mr.  Sims.  And  such  excessive  earnings  are  inevitably  under  regu- 
lation, as  I  understand? 

Mr.  Warfield.  Yes.  sir. 

Mr.  Sims.  That  is  an  admission  ? 

Mr.  Warfield,  Yes,  sir. 

Mr.  Sims.  So  it  is  impossible  to  ]Drevent  excess  earnings  under 
your  plan  or  any  other,  but  you  provide  for  the  distribution  of  the 
excess,  first,  one-third  to  the  road  making  the  excess? 

Mr.  Warfield.  Yes,  sir. 

Mr.  Sims.  That  is  in  the  nature  of  an  incentive  ? 

Mr.  Warfield.  Yes,  sir;  that  is  the  idea. 

Mr.  Sims.  And  one-third  to  the  employees  of  the  railroads  as  an 
incentive  to  them  to  make  something  more  than  the  wages  the}' 
receive  ? 

Mr.  Warfield.  Yes,  sir. 

Mr.  Sims.  And  one-third  to  be  devoted  to  the  public  interest,  as 
you  have  determined,  by  the  Interstate  Commerce  Commission? 

Mr.  Warfield.  Yes,  sir. 

Mr.  Sims.  That  does  not  prevent  the  accumulation  of  an  excess, 
mit  it  shows  Avhat  to  do  with  the  excess  ? 

Mr.  AVarfield.  Yes;  that  is  the  idea. 

Mr.  Si:ms.  But  the  parties  who  pa*-  these  rates,  except  to  the  ex- 
tent of  the  public  interest,  never  participate  in  that  excess;  they  lose 
100  per  cent  of  the  excess  by  paying  the  excess,  and  they  never,  ex- 
cept indirectlj^  get  a  return  on  more  than  one-third  of  that  which 
they  have  been  required  to  pay  ? 
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Mr.  Warfield.  In  the  first  place  the  excess  is  created  hj  reason  of 
the  necessities  of  the  great  majority  of  the  roads  of  the  country.  If 
you  make  a  rate  that  will  suit  them  and  enable  them  to  perform  the 
service,  if  it  goes  below  6  per  cent  on  the  aggregate  investment,  they 
will  not  secure  sufficient  operating  revenue.  When  you  make  the 
required  rate,  you  necessarily  make  more  earnings  for  the  more 
favorably  situated  toads.  That  is  the  only  way  you  can  do  it.  If 
you  do  not  take  it  away  from  the  more  favorably  situated  roads,  you 
will  never  be  able  to  make  rates  that  w^ill  suit  the  great  bulk  of  the 
railroads. 

Mr.  Sims.  Then,  that  is  similar  to  the  problem  of  the  strong  and 
weak  roads;  but  inasmuch  as  only  one-third  goes  to  the  public  in- 
terest, it  seems  to  me  that  ifc  does  not  do  as  much  good  as  it  ought 
to  do. 

Mr.  Warfield.  If  you  will  consider  that  just  a  moment,  is  it  not 
in  the  public  interest  to  have  one-third  of  the  excess  go  to  the  em- 
ployees of  the  railroads? 

Mr.  Sims.  As  an  incentive? 

Mr.  Warfield.  Yes.     Does  that  not  provide  better  service? 

Mr.  Sims.  That  is,  in  the  nature  of  profit  sharing? 

Mr.  Warfield.  Yes,  sir. 

Mr.  Sims.  I  think  it  would  have  that  tendency. 

Mr.  Warfield.  Therefore,  it  is  in  the  public  interest,  and  therefore 
those  who  paid  that  rate  have  obtained  something  in  the  way  of 
service.  The  one-third  that  Ave  propose  to  be  spent  in  the  public 
interest  for  transportation  we  suggest  shall  be  invested  in  buying 
equipment  and  that  i-ates  will  not  be  increased  as  woukl  be  the  case 
if  each  railroad  was  compelled  to  invest  an  amount  in  equipment 
equal  to  what  would  be  thus  invested  from  the  excess  earnings  of  all 
of  the  railroads  after  a  fair  and  reasonable  return  is  allowed  each 
railroad,  including  sufficient  to  give  incentive.  If  you  can  supply 
the  congested  areas  of  the  country  with  equipment  and  we  know  that 
that  has  been  the  shippers'  complaint  in  the  past,  we  can  provide 
better  service  to  the  shippers. 

Mr.  Sims.  If  the  equipment  should  go  to  the  roads  unable  to  sup- 
ply themselves  it  would  be  indirectly  transferring  the  earnings  from 
the  strong  to  the  weak,  that  would  result  in  the  public  interest? 

Mr.  Warfield.  No  such  result  is  obtained;  it  would  help  all  rail- 
roads alike  for  every  railroad  will  receive  the  benefits  from  such 
equipment  and  this  fund  is  thus  transferred  to  the  benefit  of  the 
shippers.  The  railroads  ought  to  form  a  corporation  for  the  purpose 
of  buying  the  equipment  for  every  road.  This  is  one  of  the  inten- 
tions of  the  National  Railway's  Association  to  which  I  have  alluded 
as  part  of  our  plan.  Then  the  railroads  will  have  the  equipment 
necessary  to  give  adequate  service,  and  to  meet  the  peak  load,  you 
may  say.  The  railroads  will  not  buy  sufficient  equipment  because 
part  of  the  time  it  will  not  be  used.  Therefore  the  shipper  is  not 
furnished  facilities.  If  you  get  a  plan  under  which  you  have  a 
lot  of  floating  equipment  it  will  be  of  considerable  benefit  to  the 
shippers. 

Mr.  Sims.  Undoubtedly. 

Mr.  Warfield.  That  is  one  of  the  purposes. 

Mr.  Sims.  Wliether  Government  or  corporation  ownership,  I  can 
not  get  away  from  the  idea  that  unified  ownership,  not  unified  opera- 
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tion  in  the  sense  that  it  is  all  done  in  one  office  in  Washington,  but 
unified  ownership  of  the  railroads,  under  which  all  the  earnings  go  | 
to  the  conniion  owners — the  equipment  must  be  there — it  would  give 
the  public  the  best  service  with  the  least  burden — they  would  not 
have  to  pay  more  than  they  ought  to  pay?  "  I 

Mr.  Warfield.  Do  you  believe  that  with  one  J^ig  unit  you  can  get! 
the  incentive,  the  initiative  of  each  person  who  is  connected  with  it, 
and  provide  good  service? 

]\Ir.  Si^MS.  There  would  not  be  extreme  competition,  but  there 
would  be  extreme  lack  of  reasonable  charges  for  service  at  those 
points  that  are  not  competitive.  In  fact,  private  ownership  can 
force  that  just  as  well  as  the  Government? 

Mr.  Warfield.  Yes,  sir. 

Mr.  Sims.  With  regulation  and  power  to  regulate  being  in  a  cen- 
tral body  and  if  we  have  the  Interstate  Commerce  Commission  fix- 
ing the  increase  of  the  rates? 

Mr.  Warfield.  I  do  not  believe  you  would  get  good  service. 

Mr.  Sims.  The  weak  roads  would  have  to  pay  the  same  amount  of 
wages,  and  if  they  had  no  excess  earnings  that  would  naturally  drain 
from  those  roads  the  best  of  the  classified  operating  officials  or  em- 
ployees, because  they  would  naturally  go  to  the  road  where  this  one- 
third  would  make  an  increase,  and  j^ou  Avould  have  an  incentive  only 
on  those  roads  where  labor  participated  in  the  one-third  of  the  excess 
earnings  and  on  the  other  roads  labor  would  be  just  as  dissatisfied? 

Mr.  Warfield.  In  the  first  place  tlie  great  bulk  of  the  roads  of 
the  country  would  have  to  earn  up  to  the  G  per  cent. 

Mr.  Sims,  Then  there  would  be  no  incentive? 

Mr.  Warfield.  There  would  be  the  incentive  of  getting  up  to  the 
6  per  cent.     That  is  the  great  incentive. 

Mr.  DE^-IS0X.  As  I  linclerstand,  this  one-third  of  the  excess  goes 
to  labor  and  goes  to  all  labor  in  the  district,  and  not  to  the  partic- 
ular road? 

Mr.  Warfieij).  Yes,  sir;  that  is  the  idea. 

^Ir.  Saxders  of  Louisiana.  Following  up  the  inquiries  of  Judge 
Sims,  if  one  of  the  regions  created  under  this  bill  should  make,  say, 
12  per  cent  instead  of  6  per  cent,  as  I  understand  it.  it  would  be 
devoted  2  per  cent  to  the  railroad,  2  per  cent  to  labor,  and  2  per 
cent  to  the  public  interest.  Would  it  be  clearly  within  the  power  of 
the  Interstate  Commerce  Commission  to  reduce  the  rate  the  next 
year  in  that  region  so  that  they  would  not  make  12  per  cent? 

Mr.  Warfield.  Yes;  the  Interstate  Commerce  Commission  could 
do  that  if  it  saw  fit. 

Mr.  Sa??ders  of  Louisiana.  So  as  to  bring  the  railroads  to  the  6 
per  cent  basis? 

Mr.  Warfield,  On  the  aggregate  amount. 

Mr.  Saxders  of  Louisiana.  Would  not  that  answer  many  of  the 
objections  suggested? 

Mr.  Warfield.  Yes,  sir. 

Mr.  Sims.  If  you  reduce  it  there  will  be  no  incentive  to  the  men? 

Mr.  Warfield.  No  sir;  not  if  you  go  below  the  6  per  cent  level. 

The  Chairman.  Mr.  Warfield,  we  desire  to  thank  you  for  present- 
ing your  case  to  us,  making  such  a  full  presentation. 

Mr.  Warfield.  I  thank  you,  Mr.  Chairman,  and  gentlemen  of  the 
committee,  for  your  attention. 
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Committee  ox  Interstate  and  Foreign  Commerce. 

House  of  Representatives, 

August  29,  1919. 

STATEMENT  OF  HON.  WILLIAM  JENNINGS  BRYAN. 

Mr.  Bryan.  Mr.  Chairman  and  gentlemen  of  the  committee,  in 
the  first  place  I  desire  to  express  my  appreciation  of  the  privilege 
yon  extend  to  me  of  presenting  my  views  on  this  subject,  and  I  ap- 
preciate this  opportunity  all  the  more,  because  public  thought  is 
turning  to  the  subject  and  the  time  is  ripe  for  action. 

It  is  difficult  to  get  all  the  people  to  consider  any  question  far 
in  advance  of  the  time  of  its  solution,  but  when  the  time  is  ripe 
they  consider  what  is  said,  examine  plans,  and  decide. 

If  you  will  pardon  an  illustration,  I  was  thinking  this  morning 
of  a  story  I  heard  some  years  ago.  An  atheist  was  trying  to  present 
his  side  of  the  religious  controversy  to  his  own  child,  who  was 
attending  Sunday  school.  He  wrote  on  the  blackboard,  "  God  is 
nowhere."  The  child  looked  at  the  statement  and  read  "  God  is  now 
here." 

For  years,  when  we  have  talked  about  Government  ownership, 
the  subject  has  seemed  to  be  nowhere.  We  can  now  describe  it  as 
a  subject  that  is  now  here.  It  is  because  it  is  here,  and  because  the 
people  are  reading  and  thinking  about  it,  that  I  appreciate  this 
privilege  of  presenting  here  a  plan  that  I  have  tried  to  present 
for  many  years,  but  for  which  I  have  not  found  a  hearing  because 
the  time  was  not  ripe. 

In  the  second  place,  I  recognize  that  my  views  have  no  weight 
except  as  the  reasons  that  support  them  may  have  weight.  You 
have  had  before  you  persons  who  spoke  for  organization,  some  for 
security  holders,  some  for  stockholders,  some  for  railroad  managers. 
And  you  l^ave  had  those  who  have  spoken  for  labor  organizations. 
When  men  speak  for  others,  you  weigh  their  words  in  proportion 
to  the  importance  of  the  organization  for  which  they  speak,  or  in 
proportion  to  the  numbers  for  whom  they  speak.  I  speak  merely  as 
an  individual,  as  a  citizen,  and  can  claim  no  greater  attention  than 
you  are  willing  to  give  to  one  who  is  interested  in  every  problem  of 
goverAment  and  wlic  has  had  some  opportunitj^  to  consider  this 
question  and  to  watch  the  development  of  the  forces  that  will  finally 
settle  it. 

In  order  that  I  may  present  exactly  what  I  want  to  say,  I  have 
written  down  and  will  read,  wnth  comments,  certain  propositions 
which  I  regard  as  fundamental. 

The  first  question  to  be  asked  and  answered  is:  Shall  the  railroads 
be  owned  and  operated  by  private  corporations  or  by  the  public? 
I'ntil  this  question  is  answered  we  can  not  intelligently  consider 
plans,  because  all  the  plans  presented  involve  one  theory  or  the  other, 
and  according  as  one  takes  the  side  of  private  ownership  or  the  side 
of  Government  ownership,  he  will  be  interested  in  the  plans  that  em- 
body that  idea.  The  first  question  to  be  decided,  therefore,  is  that 
fundamental  question,  whether  the  railroads  shall  be  owned  and 
operated  by  private  corporations  or  owned  and  operated  by  the 
Government. 

This  question  must,  in  my  judgment,  be  ansAvered  in  favor  of 
public  ownership  and  operation  of  the  railpoads.     I  am  led  to  this 
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conclusion  by  the  fact  that  tlie  railroad  is  a  monopoly — at  least,  it 
partakes  of  the  monopoly  to  such  an  extent  that  it  must  be  consid- 
ered and  treated  as  such. 

I  beg"in  with  the  proposition  that  a  private  mono])oly  is  inde- 
fensible and  intolerable.  It  is  indefensible  because  it  can  not  be 
defended,  and  intolerable  because  a  thinner  that  can  not  be  defended 
can  not  be  tolerated  in  a  Republic  Avhere  the  people  are  the  source  of 
power.  Where  competition  is  impossible  and  a  monopoly  therefore 
necessary,  it  must  be  a  Government  monopoly,  administered  in  be- 
half of  all  the  people  and  not  a  private  monopoly- administered  for 
the  benefit  of  a  few  of  the  people. 

The  principle  involved  is  easily  understood  if  we  will  only  apply 
to  this  question  the  common-sense  rules  of  daily  life. 

I  digress  a  moment  to  say  tliat  the  basic  aro^ument  in  favor  of 
popular  government,  the  basic  arfjument  in  support  of  the  doctrine 
that  the  peo])le  are  capable  of  self-oovernment,  is  that  all  great 
questions  are,  in  their  last  analysis,  simple  questions  and  can  be 
solved  by  the  application  of  the  rules  of  daily  life. 

At  Panama  I  was  convinced  that  we  had  used  the  wrono;  word 
in  describino-  the  canal.  We  had  spoken  of  it  as  a  great  undertaking; 
it  is  really  nothing  but  a  big  undertaking,  for  there  are  no  new 
principles  introduced  in  its  building.  The  Culebra  Cut  is  9  miles 
long  and  at  its  highest  point -is  350  feet  deep,  but  when  one,  riding 
upon  a  railroad,  goes  through  a  little  hill  and  sees  the  banks  of  the 
cut  on  either  side  he  sees  the  same  principle.  The  Culebra  Cut  is 
simply  the  little  railroad  cut  multiplied  millions  of  times.  The 
same  is  true  of  the  Gatun  Dam.  It  backs  up  the  water  and  makes  a 
lake  over  100  miles  square;  but  anyone  who  has  ever  seen  a  little 
dam  thrown  across  a  stream  in  a  pasture,  making  a  pond  for  the 
cattle,  understands  the  ]:)rinciple.  The  Gatun  Dam  is  just  this  little 
dam  in  the  pasture,  multiplied  millions  of  times. 

And  so,  as  I  see  it,  the  question  of  i^rivate  monopoly  is  settled  and 
settled  conclusively  by  the  application  of  one  of  the  most  common  and 
best-understood  principles  known  among  men. 

We  have  good  judges  in  this  country.  They  are  selected  because 
of  their  probity  and  character  and  the  confidence  that  the  people 
have  in  them.  And  yet,  who  would  think  of  allowing  a  judge  to  try 
his  oAvn  case?  There  is  not  a  civilized  country  in  the  world  that  will 
allow  a  judge  to  try  his  own  case.  Why?  Because  we  recognize  that 
the  unconscious  bias  in  the  individual  in  favor  of  himself  makes  him 
unfit  to  try  a  case  in  which  he  has  a  pecuniary  interest.  We  under- 
stand it  so  well  that  we  will  not  allow  a  man  to  be  1  in  12  on  a  jury 
if  he  has  any  interest  in  the  result  of  the  trial. 

Apply  this  everyday,  common-sense  principle  to  the  private  mo- 
nopoly and  wdiat  do  you  find?  You  find  that  under  the  private- 
monopoly  system  we  allow  a  man — not  a  judge  selected  because  of 
his  character  and  probity,  not  a  judge  selected  because  of  the  confi- 
dence the  people  have  in  him,  but  just  a  man,  a  stockholder  in  a  cor- 
poration organized  for  no  other  purpose  than  for  the  making  of 
money ;  a  man  selected  by  other  stockholders  interested  as  he  is ;  we 
allow  that  man  to  act  as  judge  and  jury  and  decide  everyday  ques- 
tions where  his  interests  are  on  one  side  and  the  interests  of  the  people 
on  the  other  side. 
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No  one  can  defend  a  private  monopoly,  when  he  understands  it, 
r.nless  he  has  so  much  stock  in  it  that  the  income  from  the  stock 
silences  his  conscience. 

I  beg  to  submit  three  arguments  against  the  private-monopoly 
arguments  which  I  believe  to  be  unanswerable.  First,  the  economic 
argument:  A  private  monopoly  destroys  all  the  incentives  to  prog- 
ress. Under  competition  it  is  to  the  interest  of  the  producer  to  fur- 
nish the  best  article  at  the  lowest  price,  because  in  this  way  only  can 
he  secure  business.  Thus,  his  interests  are  on  the  side  oi  the  pur- 
chaser, or,  at  least,  identical  with  the  interests  of  the  purchaser.  But 
an  entirely  different  condition  is  created  when  competition  is  elimi- 
nated; then  the  producer  is  tempted  to  seek  his  own  advantage  only 
and  to  do  this  by  furnishing  the  poorest  article  at  the  highest  price. 

But  even  if  it  can  be  shown  that  under  private  monopoly  the 
purchaser  could  sec:  re  the  bast  article  at  the  lowest  price — a  thing 
that  can  not  be  shown — the  purchaser  would  not  dare  to  avail  himself 
of  tlie  economic  advantage  because  there  are  two  political  arguments 
which  far  outweigh  any  advantage  which  a  private  monopoly  could 
possil)ly  bring. 

This  brings  me  to  the  second  objection,  namely,  that  the  private 
monopoly  creates  a  group  of  men  who,  reaping  where  they  have  not 
sown,  become  conscious  that  they  are  not  giving  an  equivalent  in 
service  for  the  money  they  collect,  and  therefore,  begin  to  distrust 
popular  government,  because  they  are  not  willing  that  their  victims 
shall  make  the  laws  necessary  for  their  own  protection.  We  can  not 
afford  to  build  up  in  this  country  such  a  group,  made  un-American 
and  hostile  to  popular  government  by  the  privileges  which  they  are 
allowed  to  enjoy. 

Third.  A  stronger  argument  still  is  to  be  found  in  the  fact  that  the 
victims  of  private  monopoly,  increasing  in  number  as  monopolies 
grow  and  flourish,  become  discouraged  if  not  driven  to  despair.  They 
see  a  group  of  men,  influential  because  financially  powerful,  able  to 
dominate  the  Government  and  defy  the  law  while  they  hear  but  the 
echo  of  their  own  voices  when  they  plead  for  relief.  It  is  in  the  hearts 
of  such  men  that  the  seeds  of  anarchy  can  be  sown.  Victor  Hugo 
says  tliat  "  the  mob  is  the  human  race  in  misery."  We  can  not  afford 
to  allow  men  to  be  made  miserable  by  injustice. 

I  have  not  attempted  to  present  all  of  the  objections  to  private 
monopoly;  there  are  many  others.  If  there  is  but  one  employer, 
the  employees  are  at  his  mercy,  just  as  the  consumers  are  at  the 
mercy  of  the  producer  when  there  is  but  one  producer  and  just 
as  the  producers  of  raw  material  are  at  the  mercy  of  the  purchaser 
when  there  is  but  one  purchaser.  I  content  myself  with  presenting 
the  three  objections  Avhich  I  regard  as  fundamental  and  of  universal 
application. 

If  a  private  monopoly  is  indefensible  and  intolerable,  and  if  a 
railroad  must  be  considered  and  treated  as  a  private  monopoly,  then 
we  may  proceed  to  the  next  question,  namely.  How  can  the  transi- 
tion from  private  ownership  to  Government  ownership  be  made  with 
the  least  disturbance  to  business  and  with  the  least  risk  to  all  con- 
cerned ? 

Believing  as  I  do  that  a  private  monopoly  is  indefensible  and 
intolerable,  and  believing  as  I  do  that  the  railroad  partakes  so  much 
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of  the  nature  of  a  private  monopoly  that  it  must  be  considered 
and  treated  as  such,  I  ask  you  to  consider  the  only  question  open 
for  discussion  at  this  time,  namely,  How  can  the  transition  be  made 
most  easily  and  with  least  risk  or  danger  to  all  concerned? 

The  plan  which  has  received  most  consideration  contemplates  the 
Federal  ownership  and  operation  of  all  the  lines  of  transportation. 
I  beg  to  propose  as  alternative  what  may  be  described  as  a  dual 
plan,  which  contempJates  the  ownership  and  operation  of  a  Federal 
trunk-line  system,  sufficient  to  reach  into  every  State  and  make  each 
State  independent  b}'  giving  it  an  outlet  for  all  it  has  to  sell  and  an 
ijilet  for  all  it  has  to  purchase  and  the  ownership  and  operation  of 
all  the  other  lines  by  the  States  in  which  the  lines  are  situated.  I 
b^g  your  attention  for  a  few  moments  as  I  compare  these  two  plans. 

You  have  had  before  3^011  what  is  known  as  the  Plumb  i3lan,  pre- 
sented with  the  indorsement  of  the  railroad  brotherhoods  and,  I 
think,  also  of  the  Federation  of  Labor  and  some  farmer  organiza- 
tions. The  Plumb  plan  provides  for  the  nationalization  of  all  the 
railroads.  I  do  not  care  to  go  into  the  details  of  it  or  to  express  an 
opinion  of  it  as  a  plan.  I  desire  rather  to  submit  an  alternative  plan, 
only  stopping  to  say  that  I  agree  entirely  with  the  fundamental 
pro];)osition  upon  vdiich  this  nationalization  plan  is  based,  namely, 
that  the  Government  should  own  the  railroads. 

I  am  not  here  to  discuss  the  Plumb  plan,  but  I  do  not  think  it 
unfair  that  in  the  operation  of  the  railroads  the  2,000,000  employees 
should  have  one-third  representation  on  the  board  of  management. 
When  we  remember  that  we  have  tolerated  a  condition  under  which 
railroad  magnates  had  three-thirds  control  and  never  considered 
either  the  patrons  or  the  laboring  men,  we  ought  not  to  be  too  much 
alarmed  at  possible  consequences  if  the  employees  have  one-third 
representation. 

If  I  understand  the  plan  correctly,  it  also  gives  one-third  repre- 
sentation to  about  20,000  officials,  who  are  distinguished  from  the 
employees  in  the  classified  service.  The  20,000  (or  nineteen  thousand 
and  some  odd)  are,  I  believe,  described  as  "officials,"  while  the 
2,000,000  are  described  as  "employees  in  the  classified  service.''  I 
can  not  understand  why  1  per  cent  should  be  given  the  same  pro- 
portionate representation  in  the  management  that  99  per  cent  are  to 
have.  That  is,  I  can  not  understand  why  20,000  men,  described  as 
officials,  should  have  the  same  representation  in  the  board  of  man- 
agement that  is  given  to  2,000,000  employees,  known  as  men  in  the 
classified  service,  and  still  less  can  I  understand  why  20,000  officials 
should  be  given  as  much  representation  as  all  the  rest  of  the  people 
of  the  country. 

I  do  not  object  to  the  one-third  representation  to  the  employees, 
but  I  hardly  believe  that  the  American  people  will  consider  favor- 
ably a  proposition  by  which  20,000  employees,  known  as  officials. 
shall  have  as  much  influence  in  that  board  as  the  people  who  pay 
the  taxes  and  furnish  the  money  to  pay  the  employees,  both  in  the 
classified  service  and  in  the  official  class. 

There  are  many  good  things  in  that  proposed  plan :  for  instance, 
the  provision  by  which  they  would  have  a  sinking  fund,  and  in 
something  like  30  to  40  years  pay  off  the  cost  of  the  roads,  so  that 
the  dividend  can  be  eliminated  aiid  the  roads  run  for  the  benefit  of 
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the  people  without  subtractino^  anything  to  pay  for  tlie  roads  them- 
selves, they  having  been  paid  for  by  the  money  paid  into  the  sinking- 
fund. 

If  I  was  compelled  to  choose  between  private  ownership,  as  it  will 
be  if  we  have  it,  and  nationalization,  I  would  take  the  risks  of  na- 
tionalization rather  than  the  risks  of  private  ownership. 

Advocates  of  private  ownership  make  three  objections  against 
nationalization,  which  I  am  prepared  to  answer  to  my  own  satisfac- 
tion, although  I  will  later  present  the  dual  plan,  which,  I  think,  is 
better  than  nationalization  of  all  the  railroads. 

The  three  strong  arguments,  as  I  see  them,  against  nationalization 
are,  first,  that  it  would  cost  some  eighteen  to  twenty  billions  to  buy 
the  roads.  That  would  be  quite  an  addition  to  the  public  debt  of 
the  country;  but  as  the  traffic  has  to  pay  the  interest  that  the  rail- 
roads pay  and  the  dividends  that  the  stockholders  receive,  a  smaller 
traffic  charge  w^ould  be  necessary  from  the  public  to  run  the  railroads 
if  the  Government  owned  them  than  would  be  required  to  run  them 
if  private  individuals  owned  them.  The  American  people,  therefore, 
would  not  have  to  give  up  as  much  money  for  their  railway  service 
under  national  ownership  as  under  private  ownership. 

A  second  argument  made  by  the  advocates  of  private  ownership 
against  nationalization  is  that  if  the  Government  owned  the  rail- 
roads it  might  use  them  in  politics.  While  I  see  force  in  that.  I 
can  not  understand  why  that  argument  should  be  advanced  by  the 
advocates  of  private  oAvnership,  for  the  Government  could  not,  if 
it  tried,  do  worse  than  the  railroad  magnates  have  done  when  they 
have  used  the  railroads  in  politics.  There  has  not  been  a  day  in 
25  years  when  the  railroads  of  the  United  States  have  not  been  in 
politics.  They  have  elected  governors  and  legislatures  and  Senators 
and  Congressmen  and  judges.  -They  have  controlled  party  conven- 
tions, and  they  have  had  their  lobbyists  at  the  National  and  State 
capitals,  corrupting  all  who  could  be  corrupted  and  coercing  all  who 
could  be  coerced.  The  Government  could  not,  if  it  tried,  use  the 
railroads  in  politics  to  the  same  extent,  for  it  would  have  to  act  pub- 
licly. It  could  not,  if  it  tried,  use  the  railroads  so  corruptly  and  ?o 
greatly  to  the  injury  of  the  public  as  these  railroad  magnates  have 
done  and  will,  for  they  expect  to  be  in  politics  in  the  future  even 
more  than  they  have  ever  been  in  the  past. 

I  have  been  in  a  position  to  inspect  the  machiner}^  and  know  what 
they  were  doing.  They  have  for  years  sought  to  take  from  the 
States  all  authority  over  railroads.  They  have  sought  to  deposit 
all  control  at  Washington.  In  the  interest  of  more  efficient  control  ? 
No.  In  order  to  avoid  control,  because  they  know  that  it  is  easier 
for  the  railroads  to  control  a  Congress,  sufficiently  to  work  their 
will,  than  to  control  the  48  States,  whose  representatives  are  nearer 
to  the  homes. 

I  need  not  discuss  this  in  detail  or  give  illustrations,  but  I  know 
that  the  Pennsylvania  Eailroad  and  the  Baltimore  &  Ohio  Kailroad 
had  their  representatives  in  Washington  at  the  time  when  the  new 
depot  was  being  provided  for  and  that  they  used  their  passes  to  se- 
cure the  appropriations  they  desired.  They  had  their  pass-books 
here,  as  I  learned  from  men  who  came  into  contact  with  them. 
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For  10  years  the  railroads  at  this  capital  prevented  the  carrying^ 
out  of  the  recommendations  of  the  Interstate  Commerce  Commission, 
M  hen  it  was  asking  for  an  enlargement  of  its  powers.  For  10  years 
they  were  able  to  throttle  that  bill  in  the  Senate.  When  I  was  in 
Congress  a  quarter  of  a  century  ago,  I  remember  a  little  bill,  it 
looked  like  an  innocent  bill,  requiring  the  Kock  Island  Railroad  to 
stop  its  trains  in  Oklahoma  at  two  towns  that  the  Government  itself 
had  laid  out.  There  were  two  towns  near  that  were  laid  out  by 
private  individuals,  who  had  more  influence  with  the  railroads  than 
the  Government  had,  and  the  railroads  stopped  their  trains  at  these 
private  towns,  laid  out  and  owned  by  private  individuals,  but  would 
not  at  the  Government's  towns.  We  passed  a  bill  through  the  House 
requiring  them  to  stop  the  trains  at  the  Government  towns,  but  it 
was  held  up  in  the  Senate  until  the  people  became  so  indignant  that 
the}^  tore  up  the  tracks,  and  compelled  the  trains  to  stop.  Then  the 
Senate  allowed  the  bill  to  pass. 

You  will  remember  that  a  recommendation  was  made  some  years 
ago  in  regard  to  national  incorporation.  I  knew  for  years  that  they 
were  trying  to  get  it,  and  I  thought  I  knew  why.  The  first  comment 
that  I  saw  in  the  paper  on  that  recommendatidli,  made  by  a  presi- 
dent, was  cabled  from  London.  The  man  whose  interview  was  so 
important  that  it  came  across  the  ocean  by  cable  was  named  Stickney. 
He  was  the  president  of  a  western  railroad.  I  can  not  quote  it  ver- 
batim, but  what  he  said  in  substance  was  that  he  approved  of  national 
incorporation,  because  it  was  the  only  way  the  railroads  could  escape 
from  the  demagogues  in  the  State  legislatures.  I  happened  to  know 
that  only  a  short  while  before  that  the  "  demagogues  "  in  the  State 
Legislature  of  Minnesota  had  appointed  a  committee  to  investigate 
his  railroad,  and  that  the  committee  reported  that  his  road  was 
stocked  and  bonded  fen-  about  three  times  what  it  would  cost  to  re- 
produce it. 

I  only  mention  these  as  illustrations.  What  the  railroads  want  is 
the  concentration  of  all  authority  at  Washington.  They  want  to 
rob  the  States  of  all  power  to  control  the  traffic  within  the  States, 
and  then  they  want  to  consolidate  all  the  lines  into  a  few  great  trunk 
lines. 

A  few  weeks  ago  it  w^as  suggested  that  we  have  25  or  50  systems 
instead  of  some  350  that  we  have  now ;  but  I  think  Mr.  Hines  sug- 
gested 15 ;  if  I  remember  correctly,  he  at  one  time  suggested  from  6 
to  12.  Now,  why  not  be  frank  and  say  that  what  they  want  is  one 
system?  They  may  take  25  if  they  can  not  get  any  greater  reduc- 
tion, but  they  would  prefer  15;  they  Avould  like  10  better;  they 
would  be  more  pleased  with  5,  but  what  they  want  is  one. 

What  they  want  and  what  they  will  have,  if  they  can  control  pub- 
lic opinion  and  continue  private  ownership,  is  one  gigantic  monop- 
oly, the  greatest  the  world  ever  saw,  with  all  the  baking  power  back 
of  it  and  all  the  big  newspapers  controlled  by  it,  and  then  the  ques- 
tion will  be  vrhether  the  Government  will  own  the  railroads  or  the 
railroads  own  the  Government. 

Pardon  me  if  I  have  spoken  with  earnestness,  because  a  man  can 
not  pass  through  what  one  has  to  pass  through,  if  he  seeks  to  pro- ! 
tect  the  public  from  the  greed  of  private  monopoly,  without  speak- 
ing with  earnestness  upon  the  dangers  that  are  involved  and  the 
injustice  that  is  done. 
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I  repeat,  I  am  not  afraid  of  the  Government  using  these  raih'oads 
in  politics,  because  it  can  not  do  as  badly  as  the  railroad  managers 
have  done :  but  to  my  mii'id  there  is  a  third  argument  against  nation- 
alization that  is  a  much  more  serious  argument.  It  is  the  argument 
that  I  am  trying  to  meet  with  the  dual  plan. 

The  third  objection  is  tlie  centralization  of  this  tremendous  power 
at  Washington.  To  my  mind,  the  only  argument  against  national- 
ization that  you  need  to  consider  seriously  is  this,  because  it  is  so 
much  greater  than  any  other  argument  or  all  others  combined,  that, 
in  my  judgment,  it  stands  out  as  the  one  that  demands  consideration, 
nariiely,  the  concentration  at  AVashington  of  all  the  poAver  involved 
in  the  nationalization  of  all  the  railroads. 

If  I  had  to  choose  between  the  concentration  of  all  this  power  in 
New  York  in  the  hands  of  railway  nuignates  and  the  centi'alization 
of  all  this  power  in  "Washington  in  the  hands  of  Government  officials, 
I  would  without  a  moment's  hesitation  prefer  to  risk  concentration 
in  the  hands  of  public  officials  rather  than  in  the  hands  of  railroad 
magnates. 

But.  gentlemen  of  the  committee.  I  am  afraid  of  centralization. 
I  am  afraid  of  it.  because  T  believe  that  nationalization  of  the  i-ail- 
roads  will  go  far  towards  the  obliteration  of  State  lines.  Kemem- 
ber  that  the  railroad  sy>,tems  collect  a  revenue  each  year  that  is  more 
tlian  our  national  revenue  in  ordinary  times,  and  therefore  it  would 
require  an  enormous  bureau  to  manage  the  business.  If  we  at- 
tempted to  manage  it  by  direct  action  of  Congress.  Congress  would 
not  have  time  for  that  business,  let  alone  other  business.  If  we  at- 
tempted to  manage  it  by  a  bureau,  we  would  have  all  the  difficulties 
that  come  with  bureaucracy. 

While.  I  repeat,  I  would  prefer  to  risk  that  rather  than  to  risk 
the  concentration  of  power  in  Xew  York  in  the  hands  of  railroad 
magnates.  I  would  like  to  avoid  both  if  I  can.  Daniel  Webster  has 
described  this  Government  according  to  my  idea — at  least,  his  de- 
scription of  it  fits  my  views  better  than  any  other  description  I  have 
found.  He  speaks  of  "  an  indissoluble  union  of  indestructible 
States."  I  believe  it  is  as  necessary  that  the  State  shall  be  inde- 
structible as  that  the  Union  shall  be  indissoluble,  if  a  comparison  on 
such  matters  is  proper. 

What  I  mean  to  say  that  we  can  not  afford  to  destroy  the  State. 
We  can  not  afford  to  concentrate  all  power  at  Washington,  and  my 
chief  objection  to  the  nationalization  of  all  the  railroads  is  that  it 
does  concentrate  at  Washington  a  power  and  an  influence  that  will 
go  further  towards  centralization  than  all  other  things  that  have 
been  done  since  our  Constitution  was  adopted. 

And  now,  repeating  again  that  if  I  had  to  choose  between  this 
centralization  in  the  hands  of  public  officials  and  the  kind  of  cen- 
tralization the  railroad  magnates  want  in  their  hands  in  Xew  Yoi^k, 
I  would  infinitely  prefer  to  take  my  chances  on  the  Government 
officials  in  Washington.    I  will  explain  the  dual  plan. 

As  far  back  as  15  years  ago  I  reached  the  conclusion  that  we  must 
have  Government  ownership  in  this  countr}-.  not  immediately,  but 
ultimately.  And  I  may  add  that  the  final  argument  that  turned  the 
balance  and  determined  my  decision  was  the  corrupting  influence  of 
the  railroad  in  politics.    I  had  seen  young  men  go  out  of  school  and 
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college  with  their  hearts  in  sj'mpathy  with  their  neiohbors  about 
them.  I  had  seen  them  become  the  attorneys  for  a  railroad  in  a 
county,  and  then  they  would  beg-in  to  look  forward  to  the  time 
when  they  could  be  attorneys  for  a  group  of  counties  and  then  for 
the  State,  with  the  attorneyship  for  the  system  as  the  ultimate  goal. 
I  had  seen  these  young  men  weaned  away  from  sympathy  with  the 
people  until  they  were  the  lobbyists  of  the  railroads,  representing 
them  in  political  conventions  and  having  their  rooms  at  State  capi- 
tols.  Subsequent  observation  has  confirmed  this  opinion.  In  29 
yeai's  of  experience  in  public  life  one  sees  a  great  many  things  that 
are  not  discerned  in  a  day  or  a  year. 

As  soon  as  I  became  convinced  that  Government  ownership  was 
the  only  solution  of  the  difficulties  and  the  dangers  involved  in 
pi'ivate  ownership,  I  began  to  seek  for  a  plan  that  would  give  us 
the  benefits  of  GoAernment  ownership  without  the  dangers  of  nation- 
alization. This  was  the  purpose  that  I  had  in  mind  when,  back 
there  when  no  one  paid  any  attention  to  what  was  said  on  this  sub- 
ject, I  was  trying  to  bring  before  the  public  a  dual  plan  that  I  am 
here  to  present  to  you.  I  believe  that  it  gives  the  benefits  of  Govern- 
ment ownership  without  the  dangers  involved  in  natioinilization. 

The  dual  plan  is  simply  this:  Our  Government  is  a  dual  form  of 
government.  We  have  our  National  Government  dealing  with  na- 
tional questions  and  international  affairs,  and  we  have  our  States, 
and  under  them  are  our  counties  and  our  cities,  dealing  with  local 
matters.  I  believe  it  would  have  been  impossible  to  administer  this 
Kepublic  as  we  have  administered  it  without  the  adoption  of  that 
dual  plan.  If  everything  had  to  be  done  in  Washington,  it  w^ould 
have  been  phj^^sically  impossible  for  the  men,  representing  here  the 
people  of  the  whole  country,  to  have  dealt  intelligently  with  the  mul- 
titude of  questions  tfiat  press  upon  the  Senate  and  the  Congress  for 
consideration. 

But  under  the  plan  that  we  adopted  we  limit  the  Nation's  activities 
to  national  questions  and  to  international  affairs,  and  leave  to  the 
States,  to  the  counties,  and  to  the  cities  the  management  of  local 
affairs.  The  idea  is  democratic.  Of  course,  I  use  the  word  "  demo- 
cratic "  in  its  fundamental  sense,  and  not  in  any  partisan  sense.  If 
public  government  is  defensible  it  is  defensible  on  the  theory  that 
the  better  the  people  understand  the  questions  to  be  acted  upon  the 
more  intelligently  can  they  conduci  the  Government.  It  is  mo'.-kery 
to  talk  about  a  government  deriving  its  just  powers  from  the  consent 
of  the  governed  if  the  governed  do  not  understand  the  things  about 
which  their  consent  is  asked. 

Now,  the  dual  plan  adapts  itself  not  only  to  our  form  of  Govern- 
ment but  to  our  conditions  in  this  country.  A  trunk  line,  only  suffi- 
cient to  reach  into  every  State  and  furnish  each  State  an  outlet,  and 
thus  make  it  independent,  instead  of  costing  eighteen  or  twenty  bil- 
lions of  dollars,  would  not  cost,  I  should  say,  over  four  or  five  bil- 
lions. The  plan  does  not  contemplate  the  nationalization  of  every 
railroad  that  runs  through  two  or  more  States.  It  contemplates  a 
bare,  skeleton  Government  trunk  line  that  w^ill  give  to  every  State  a 
position  of  independence,  and  thus  enable  it  to  treat  without  coercion 
or  compulsion  with  the  States  adjoining.  Because  a  railroad  runs 
throuijh  a  number  of  States  is  no  roa.>on  whv  it  should  be  regarded  as 
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a  trunk  line  and  owned  by  the  Federal  Government.  The  fact  that 
it  rims  through  several  States  would  not  interfere  at  all  with  opera- 
tion by  each  State  on  the  part  of  the  line  that  is  within  the  State. 

When  I  visited  Europe  I  found  I  could  take  a  train  at  Constanti- 
nople, and  without  gettiiig  off  the  train  ride  through,  I  think,  five 
countries.  They  spoke  different  languages ;  the}^  were  under  different 
forms  of  government,  but  they  had  joint  traffic  arrangements. 

If  350  S3'St'ems  in  this  country  are  able,  by  joint  traffic  arrange- 
ments, to  provide  for  continuous  passage  for  Pullman  cars  and  an 
exchange  of  freight  cars,  is  it  impossible  that  48  States,  with  their 
governments  conducted  with  no  selfish  interests,  but  with  a  view 
solely  to  the  public  good — is  it  impossible  that  these  adjoining 
States  should  have  traffic  arrangements  that  will  enable  them  to  pass 
traffic  from  one  State  to  another  on  joint  roads,  a  part  of  the  road 
owned  by  one  State  and  a  part  by  another  State  ? 

The  first  advantage  of  this  system  is  that  the  trunk  line  that  is 
contemplated  will  be  inexpensive  compared  with  the  cost  of  all  the 
railroads. 

The  second  advantage  is  that  it  eliminates  entirely,  or  at  least  in 
the  proportion  that  it  bears  to  the  whole  system,  the  fear  of  centrali- 
zation. If  the  States  own  and  operate  the  lines  within  their  borders 
you  have  the  unit  of  government  nearest  to  the  people  acting  for 
the  people  in  the  management  of  the  railroads.  If  the  people  wanted 
to  develop  a  part  of  the  State  that  is  undeveloped,  they  would  not 
have  to  go  down  to  Wall  Street  and  offer  inducements  to  capital; 
they  would  have  the  power  to  extend  the  road.     • 

Under  this  system  the  Commonwealth  could  develop  its  resources. 
It  could  make  its  railroads  fit  into  the  needs  of  its  people,  and  you 
can  not  deny  the  ability  of  the  people  to  do  this  unless  you  distrust 
the  power  of  the  people  to  govern  themselves.  If  the  people  of  the 
several  States  are  incompetent  to  attend  to  local  affairs  you  will  have 
difficulty  in  proving  that,  when  they  become  parts  of  a  national 
Republic,  they  will  be  competent  to  run  a  government  farther  away 
from  home. 

This  plan  not  only  lessens  the  amount  that  will  be  necessary  to 
inaugurate,  so  far  as  the  national  part  is  concerned,  but  it  has  an- 
other advantage,  namely,  that  it  distributes  the  question  over  time  as 
well  as  over  space.  It  divides  a  great  problem  now  confronting  the 
jjeople  into  49  problems,  1  for  the  Federal  Government  and  1  for 
each  of  the  48  States,  and  it  permits  the  settlement  of  the  question 
as  the  people  of  each  State  are  ready  to  settle  it.  If  a  State  does 
not  desire  to  take  over  and  operate  the  lines  within  its  borders  imme- 
diately, it  can,  if  it  wishes,  leave  them  in  private  hands  until  the 
sentiment  of  the  people  of  the  State  is  ready  for  Government  owner- 
ship. 

The  fact  that  every  railroad  in  the  State  can  find  an  outlet  to  all 
the  other  States  through  the  Federal  trunk  line  takes  away  the 
power  that  has  heretofore  coerced  little  roads  into  joining  the  great 
systems.  There  has  been  a  force,  almost  irresistible,  tliat  has  com- 
pelled the  little  lines  to  allow  themselves  to  be  swallowed  up  because 
they  were  shut  out  -of  market  and  of  privileges  and  opportunities — 
yes;  of  rights — by  these  larger  lines.  But  when  we  have  a  Federal 
trunk  line  running  into  ever  State,  so  that  a  railroad  needs  only  to 
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reach  that  trunk  line  in  order  to  avail  itself  of  all  the  arteries  of 
national  trade  and  through  that  trunk  line  have  access  to  all  the  dis- 
tributing lines  of  all'  the  States,  it  can  not  be  embarrassed ;  it  stands 
upon  its  rights  and  can  succeed  according  to  its  merits. 

If  a  State  does  not  desire  to  immediately  enter  upon  the  State 
ownership  and  operation  of  the  railroads  within  its  borders,  it  can 
leave  these  railroads  in  private  hands  until  the  sentiment  of  the 
State  is  read}'. 

Not  only  that,  but  the  plan  gives  us  an  opportunity  to  test  out  the 
system,  A  great  many  people  might  hesitate  to  try  a  new  policy 
on  so  large  a  scale;  they  would  say,  "  If  it  does  not  succeed,  we  will 
have  spent  an  enormous  amount  of  money  and  we  will  find  it  difficult 
to  return  to  the  old  system."'  but  if  you  distribute  this  question  over 
a  number  of  years  the  States  that  wait  will  have  the  benefit  of  the 
experience  of  the  States  that  try,  and  if  the  theory  upon  which  the 
change  is  made  proves  to  be  unsound  in  practice  it  can  be  stopped 
and  a  return  can  be  made  with  less  loss  and  with  less  derangement 
of  business. 

My  own  belief  is  that  experience  will  prove  the  benefit  of  Govern- 
ment ownership.  If  any  of  3'ou  give  weight  to  the  common  argu- 
ment that  you  wdll  uoav  see  in  the  plate  matter  that  is  being  used  as 
editorial  stuff  in  this  country,  namely,  the  argument  that  we  have 
tried  Government  ownership  and  failed,  let  me  answer  that  we  have 
never  tried  Government  ownership  in  this  country.  The  Govern- 
ment took  over  the  railroads  when  the  railroad  managers  could  not 
meet  the  demands?  and  yet  not  a  subsidized  newspaper  ever  thinks 
it  necessary  to  tell  its  readers  that  private  ownership  had  failed  and 
that  Government  ownership  succeeded  where  private  ownership  could 
not  succeed. 

That  is  the  first  answer  to  the  argument  they  make.  The  second 
answer  is  that  the  test  has  not  been  a  fair  one.  The  railroads  were 
taken  over  under  conditions  and  restrictions  that  made  it  impossible 
for  the  Government  to  introduce  economies  and  to  prevent  duplica- 
tions. Not  only  that,  but  it  was  understood  to  be  temporary;  and 
when  you  are  in  temporary  possession  of  a  piece  of  property  you  can 
not  handle  it  as  a'ou  handle  your  own.  If  you  want  to  see  the  dif- 
ference between  ownership  and  temporary  possession,  compare  the 
miprovements  made  on  a  rented  farm  with  the  improvements  nuide 
on  a  farm  that  a  man  owns  himself. 

We  were  restricted;  not  only  that,  but  we  had  to  try  the  experi- 
ment with  the  railroads  in  the  hands  of  those  who  did  not  want 
the  experiment  to  succeed.  The  Federal  Government,  of  course, 
could  not  discharge  ever}^  official.  We  had  to  have  their  experience. 
There  was  no  time  to  reman  this  great  piece  of  machinery  with: 
friends  of  Government  ownership.  We  had  to  take  it  and  run  it 
with  men  who  wanted  Govei'nment  ownership  to  fail,  that  they: 
might  get  the  roads  back  into  their  own  hands.  It  was  not  a  fair 
trial,  and  no  unbiased  man  can  say  that  this  experiment  has  dem- 
onstrated that  the  Government  could  not  operate  the  roads  satis- 
factorily. 

But,  gentlemen  of  the  committee,  the  plan  that  I  suggest  to  you 
has  this  advantage,  namely,  that  if  there  is  any  doubt  in  the  minds 
of  those  who  are  willing  to  try  Government  ownership,  it  gives  a 
chance  to  try  it  without  investing  as  much  as  would  be  necessary  to 
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buy  all  the  railroads.  Further,  I  beg  to  suggest  that  if  you  have 
48  States,  each  one  with  its  system  of  transportation  owned  and  op- 
erated by  the  State  government,  you  have  48  experimental  stations, 
and  you  have  initiative  48  times  as  extensive  as  you  have  if  you 
have  just  one  system  with  one  manager  whose  word  is  law,  and 
whose  word  often  has  to  be  given  without  a  knowledge  of  local 
conditions  that  might  justify  a  change  from  the  plan  that  he 
suggests. 

When  you  have  everything  under  one  management,  there  is  neces- 
sarily a  standardizing,  not  of  parts  as  in  a  piece  of  machinery,  but 
a  standardizing  of  human  beings  and  a  standardizing  of  dissimilar 
conditions,  the  conditions  not  being  the  same  in  all  sections  of  the 
country. 

If  you  have  48  States,  with  their  developed  systems,  you  have  48 
sj'^stems  that  are  developing  men,  and  when  you  seek  for  men  to  put 
in  charge  of  your  Federal  system  you  have  48  groups  of  men  from 
which  to  choose,  instead  of  having  to  promote  a  subordinate  who 
has  lived  under  the  direction  of  a  superior  and  been  molded  by 
liim. 

Now,  Mr.  Chairman,  I  have  presented  the  affirmative  side,  and  I 
recognize  that  any  proposition  of  importance,  when  it  is  submitted, 
•arouses  questions,  and  that  each  one  who  has  not  decided  the  ques- 
tion for  himself  is  thinking  of  objections.  I  am  prepared  to  meet 
any  objection,  taking  only  time  to  say  that  when  in  1904  I  first  ven- 
tured to  suggest  the  dual  plan  I  did  not  know  that  the  plan  had 
been  tried.  In  fact,  having  in  mind  our  theory  of  government,  I 
did  not  inquire  whether  the  idea  had  been  suggested  in  any  other 
country. 

When  I  traveled  around  the  world  I  found  it  had  been  tried  in 
other  countries.  For  instance,  in  Germany  I  found  that  nearly 
all  their  railroads  Avere  owned  by  the  separate  States  and  not  by 
the  Federal  Government,  and  I  was  told  there  that  the  Federal  Gov- 
ernment had  tried  to  take  over  the  railroads,  but  that  the  States 
were  not  willing  to  give  them  up  because  they  were  of  advantage  to 
the  States. 

The  Chairman.  That  is  true  of  Bavaria  and  Saxony,  but  Prussia, 
Hesse,  and  the  Rhine  Provinces  were  all  put  under  the  Prussian 
system.  But  Bavaria  and  Saxony  insisted  on  retaining  their 
systems. 

Mr.  BiJYAX.  x^bout  how  long  ago? 

The  Chairman.  That  was,  I  think,  about  four  years  ago. 

Mr.  Bryan.  I  was  over  there  in  1906,  and  at  that  time  they  told 
me  that  only  about  10  per  cent  of  the  railroads  were  under  Federal 
ownership,  and  tliat  the  others  were  under  the  State  or  provincial 
control.  I  think  I  am  correct  when  I  say  that  in  Australia  most  of 
the  railroads  are  owned  by  the  Provinces  rather  than  by  the  central 
Government.  I  may  be  mistaken — you  may  be  able  to  correct  me  if  I 
am  wrong — but  I  am  quite  certain  that  I  heard  that  within  the  last 
two  months. 

The  Chairman.  I  think  that  is  right,  except  the  trans- Australian 
line,  which  has  just  been  opened,  reaching  the  west  coast. 

Mr.  Bryan.  It  travels  across  an  extensive  area  of  barren  country. 

The  Chairman.  That  is  right. 
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Mr.  Bryan.  And  is  intended  to  bring  together  two  Avidely  sepu 
rated  parts  of  the  country.  So  I  found  that  a  thing  that  I  had  pre- 
sented as  a  theor}^  had  been  used.  I  found  also  that  there  was  no 
difficulty  in  going  from  country  to  country  and  going  from  systeni 
to  system.  For  instance,  when  we  traveled  from  Sweden  to  Norway 
the  relations  between  the  two  countries  were  so  strained  that  the 
Swedish  Government  would  not  send  a  representatiye  to  the  corona- 
tion of  the  new  King  of  Norway,  but  the  situation  was  not  so 
strained  but  what  a  stranger  could  travel  on  a  sleeper  from  Sw^eden 
to  Norway  and  not  know  when  he  crossed  the  line- that  separated  the 
two  countries.  Commercial  interests  compelled  agreements  and 
traffic  arrangements  even  when  the  relations  between  the  Govern- 
ments are  not  diplomatically  all  that  they  might  be. 

But  pardon  me  for  taking  so  nmch  time.  I  shall  be  yery  glad  to 
answer  any  questions. 

The  Chairman.  Colonel,  your  proposition  is  novel  in  that  it  pre- 
sents dual  ownership  and  control,  and  your  theory,  I  suppose,  is  to 
make  it  in  order  that  the  States  might  retain  their  rights  and  poAvers 
over  great  public  utilities? 

Mr.  Bryan.  Yes;  if  I  may  answer  you  in  just  a  word. 

Tlie  Chairman.  Yes.     Very  well. 

Mr.  Bryan.  While  I  think  that  the  political  argument  is  a  very 
weighty  one,  that  they  by  the  retention  of  ownership  will  retain  a 
political  power  that  will  be  of  benefit  to  the  coiuitry  by  preventing 
the  surrender  of  the  identity  of  the  State.  I  believe  that  it  has  also  a 
great  economic  advantage,  because  the  people  of  the  State  know 
better  than  any  people  outside  how  to  use  the  railroads  for  their 
own  advantage.  It  has  the  advantage  over  nationalization  of  all  the 
roads  in  this,  that  if  we  had  national  ownership  and  the  people  of 
one  State  wanted  a  development,  it  would  be  difficult  for  them  to 
convince  the  representatives  of  other  States  where  the  need  was  not 
felt  that  the  need  was  a  pressing  and  imperative  need,  whereas  if  the 
State  could  do  it  itself  it  would  not  have  to  consult  anybody.  In 
that  way  it  could  more  quickly-  meet  its  needs  and  provide  for  the 
wants  of  its  people. 

The  Chairman.  Outside  of  the  trivnk  lines  that  the  Federal  Gov- 
ernment would  take  over  under  your  plan  the  States  would  take 
oyer  the  lines? 

Mr.  Bryan.  Yes. 

The  Chairman.  I  have  just  been  casting  up  in  my  mind  just  what 
that  might  involye  in  a  State  like  Wisconsin.  Tlie  average  capital- 
ization of  the  railroads  of  the  United  States,  compiled  by  the  Inter- 
state Commerce  Commission  just  before  the  war,  was  $66,000  per 
mile.  There  are  in  my  State  possibly  6,000  miles  of  line.  That  would 
involve  $396,000,000,  and  if  the  State  took  that  over  the  State  would 
lose  the  taxes,  and  one-third  of  our  taxes  prior  to  the  war  were  raised 
from  our  public  utilities,  mostly  railroads.  Question :  Could  a  State 
stand  such  a  tremendous  burden,  notwithstanding  your  suggestion 
that  it  might  take  time  to  buy.  and  what  is  true  of  my  State  would,  of 
course,  be  correspondingly  true  of  other  States,  although  it  is  easy 
to  conceive  of  some  State  with  a  large  mileage  and  thin  population? 

Mr.  Bryan.  You  have  several  questions  in  one  ? 

The  Chairman.  Yes. 
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Mr,  Bryan.  In  the  first  place,  as  to  the  capitalization,  I  am  not 
prepared  to  say  whether  the  capitalization  of  the  railroads  in  your 
State  averages  as  high  as  the  average  in  the  Nation,  because  the  total 
capitalization,  you  know,  includes  the  cost  of  the  land,  the  right  of 
way,  and  the  terminals  which  in  the  cities  become  very  important 
items.  It  is  possible  that,  if  you  take  all  the  big  cities  and  the  cost 
of  building  railroads  through  them,  and  spread  that  cost  over  the 
entire  nation,  it  may  make  the  average  cost  per  mile  higher  than  it 
would  if  you  consider  your  own  State  alone. 

The  Chairman.  That  is  true.  In  some  States  the  capitalization 
might  be  as  low  as  $30,000. 

Mr.  Bryan.  The  second  thing  is  the  tax.  If  the  State  receives 
one-third  of  its  taxes  from  the  railroads,  your  people,  of  course, 
know  that  the  railroads  collect  the  tax  from  the  people  before  they 
give  it  to  the  State.  The  roads  have  no  other  fund  from  which  to 
draw. 

The  Chairman.  We  tax  them  as  w^e  tax  the  other  properties  in 
our  State. 

Mr.  Br  FAN.  I  know ;  but  they  collect  it  from  the  people. 

The  Chairman.  It  is  probably  reflected  in  the  fare. 

Mr.  Bryan.  Of  course.     It  could  not  be  otherwise. 

The  Chairman.  It  is  an  operating  charge. 

Mr.  Bryan.  Therefore,  if  you  take  your  taxes  off,  you  can  make 
that  up  to  the  people  in  fares.  If  you  collect  an  equal  amount  by 
some  other  form  of  taxes,  you  have  not  lost  anything.  But  you  have 
it  in  3^our  power  to  collect,  in  addition  to  the  rates  necessar}-  to  cover 
other  costs,  the  amount  paid  in  taxes.  You  need  not  lose  it ;  it  is  in 
your  own  hands. 

The  Chairman.  It  would  be  if  our  State  were  isolated  and  not 
related  to  other  States  in  the  matter  of  interstate  commerce,  and  the 
decision  of  the  Supreme  Court  in  the  Shreveport  case  is  to  the  effect 
that  no  State  can  fix  intrastate  rates  that  will  become  an  undue 
burden  upon  interstate  rates. 

Mr.  Bryan.  Of  course,  Mr.  Chairman,  I  would  not  think  of  en- 
tering into  a  controversy  with  you  on  the  details  of  the  interstate 
commerce  law,  because  you  have  made  it  your  business,  while  I 
have  been  doing  other  things;  but  it  occurs  to  me  that,  if  the  Federal 
Government  has  a  trunk  line  running  into  your  State,  the  Federal 
Government  will  fix  its  own  rates  on  all  produce  coming  into  your 
State  over  that  trunk  line  or  going  out,  but  the  Federal  Government 
would  not  be  as  much  interested  as  it  is  noAv  in  the  rate  j^ou  fixed 
on  the  lines  that  distributed  your  purchases  after  they  entered  the 
State,  or  collected  your  produce  before  it  went  out  of  the  State. 

I  can  not  see  that  that  question  would  be  anything  like  as  im- 
portant as  it  is  now,  because,  with  the  Federal  Government  owning 
the  trunk  line  and  fixing  the  traffic  rate,  it  would  be  a  matter  of 
local  importance  what  you  would  charge  before  your  stuff  got  to 
the  boundary  of  the  State,  or  after  it  came  in. 

Under  the  present  law,  of  course,  it  is  a  very  serious  thing,  be- 
cause it  makes  a  great  deal  of  difference  how  the  joint  rate  is  dis- 
tributed, and  much  of  the  controversy,  as  I  understand  it,  is  over 
the  distribution  of  this  joint  rate. 

I  remember  that  when  I  brought  some  curios  from  Japan,  I  paid 
just  about  half  as  much  for  getting  them  from  Omaha  to  Lincoln, 


1694        KETURX   OF  THE  EAILROADS  TO  PRIVATE   OWNERSHIP. 

as  I  paid  for  getting  them  from  Yokahama  to  Omaha,  although 
the  long  haul  covered  an,  ocean  and  about  1,500  miles  of  America, 
with  two  mountain  ranges  to  cross,  while  the  short  haul  was  on 
J.  yel  ground,  and  less  than  75  miles. 

•Now,  the  distribution  of  the  long  and  short  haul,  the  interstate 
and  the  State  rate,  is  a  very  important  matter  when  private  indi- 
viduals do  it,  but  I  do  not  think  it  would  be  so  important  when 
the  Government  owns  the  trunk  line. 

May  I  ask  you,  Mr.  Chairman,  how  much  your  State  contributed 
in  bonds  to  the  $20,000,000,000  indebtedness  ? 

The  Chairman.  That  would  be  difficult  for  me.  to  state,  because 
in  the  early  days  quite  a  number  of  the  municipalities  and  the 
counties  bought  the  bonds, 

Mr.  Bryan.  Oh,  no.    I  mean  the  war  loans,  the  Liberty  bonds. 

The  Chairman.  I  w^as  going  to  say  $360,000,000,  I  would  not  be 
sui'e.    We  went  over  the  top. 

Mr.  Bryan.  You  think  it  was  about  the  same  that  the  capitaliza- 
tion would  be  at  the  average  rate  ? 

The  Chairman.  It  would  be  somewhat  less,  but  it  was  over 
$300,000,000,  in  the  five  loans. 

Mr.  Bryan,  Your  people  had  no  difficulty  in  raising  in  a  year 
and  a  half's  time  enough  money  to  buy  Government  bonds  sufficient 
to  capitalize  their  railroads;  it  is  likely  that,  if  the  people  wanted 
to  do  it,  they  could  capitalize  their  own  railroads  by  furnishing  the 
money  with  which  to  buy  them. 

The  Chairman,  Yes.  We  were  assured  of  4|  per  cent  when  we 
bought  the  bonds.  We  are  not  sure  of  that  percentage  in  the  State 
buying  the  roads. 

Mr.  Bryan,  The  first  issue,  I  think,  was  3^  and  not  4f. 

Mr,  Sims.  You  spoke  of  a  trunk  line  to  go  through  a  State,  and 
then  for  all  portions  of  that  State  not  in  the  trunk  line  to  be  served 
by  shorter  or  branch  lines.  It  will  be  a  problem  almost  staggering 
to  ask  the  States  to  purchase  all  the  railroads  operating  within  their 
borders,  except  a  trunk  line  or  two,  but  why  would  not  this  solve 
the  problem  and  practically  attain  all  that  you  want  to  attain,  to 
have  the  United  States  Government  buy  all  of  these  lines  everywhere, 
in  the  State  and  between  the  States,  and  issue  its  bonds  in  payment 
for  the  same?  It  could  get  money  lower  than  a  State  could,  and  then 
let  the  Government  lease  to  the  States  such  of  these  lines  as  the  States 
are  willing  to  take  charge  of  and  operate,  paying  the  Government 
just  wdiat  the  Government  paid  for  them?  In  other  words,  paying 
the  interest  on  the  bonds  to  tlie  extent  of  tlie  purchase  that  tlie  Gov- 
ernment would  have  to  pay,  and  then  have  absolute  complete  State 
cont  A  of  the  roads  so  owned  by  the  State,  and  in  case  the  Govern- 
ment did  not  buy  them  and  the  Government  wanted  to  lease  them  to 
private  companies,  making  arrangements  with  the  paramount  owner 
of  the  property  and  require  by  arrangement  in  the  contract  for  the 
same  identical  service.  What  I  have  thought  about  for  a  good  many 
years  is  this,  that  the  Government  will  have  to  acquire  the  property 
of  the  railroads,  because  the  unearned  increment  keeps  piling  up, 
whether  we  take  over  the  equipment  or  not.  It  seems  to  me  the 
sooner  this  is  done  the  better,  because  we  are  constantly  increasing 
the  security  liabilities  of  the  railroads  and  not  amortizing  any.  Could 
not  your  plan  or  theor}^  be  so  modified  as  to  reach  the  ends  and 
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objects  that  you  have  in  mind  without  forcing  the  States  or  without 
having  to  wait  for  the  States  themselves  to  determine  on  doing  so,  and 
then  let  the  States  take  such  parts  of  the  roads  as  tliey  wish  to 
pay  for. 

Mr.  Bryan.  I  think  the  plan  that  you  suggest,  Mr.  Sims,  won  i 
be  a  very  great  improvement  over  the  nationalization  plan. 

Mr.  Sims.  The  single  Federal  control? 

Mr.  Bryan.  Yes.  That  is,  if  you  provide  in  your  law  that  any 
State  may  at  any  time  purchase  or  operate  any  part  of  the  general 
system  that  is  in  the  State,  excepting  this  trunk-line  system,  it  would 
to  a  certain  extent  protect  against  the  centralizing  dangers  that  I  have 
f  suggested,  because  it  would  provide  in  the  law  a  means  of  meeting 
that  danger  as  the  people  recognized  it  or  desired  to  meet  it.  It 
would  be  a  great  improvement  over  the  nationalization  plan  if  it  had 
an  amendment  that  would  make  it  possible  for  the  States  to  take  pos- 
session of  local  lines  when  they  wanted  to. 

But  let  me  answer  you  further.  'I  think  it  would  have  the  objec- 
tion of  presenting  an  enormous  problem  at  the  beginning,  wliich 
might  be  so  big  as  to  prevent  the  adoption  of  nationalization.  That 
is,  I  think  if  the  Government  had  to  put  up  the  money  to  buy 
$20,000,000,000  worth  of  roads,  it  would  not  be  so  apt  to  enter  upon 
it  as  if  it  would  only  have  to  put  up  four  or  five  billion.  If  you  can 
raise  the  money  for  nationalization  your  amendment  would  go  a 
long  way  toward  reducing  the  danger  that  is  involved  in  centraliza- 
tion, because  it  would  give  the  remedy  in  the  law  an,d  the  States,  as 
they  liked,  could  take  the  railroads  or  not. 

Mr.  Sims.  It  is  my  observation  that  when  a  railroad  comes  to 
receivership  and  the  mortgage  is  foreclosed  and  the  property  is 
sold  out,  that  some  other  railroad  buys  it,  and  there  is  practically 
not  a  dollar  of  money  passes.  The  Government  would  not  have  to 
collect  all  of  this  volume  of  money,  as  a  matter  of  course  a  great 
deal  of  it  would  be  an  exchange  of  Government  bonds  for  railroad 
bonds  at  what  they  are  worth.  It  would  almost  ruin  the  commerce, 
to  lock  up  funds  in  that  way.  So  that  the  hugeness  of  the  under- 
taking itself  would  not  be  so  appalling,  because  of  the  fact  that 
you  are  only  swapping  your'  securities  for  those  that  the  railroads 
themselves  o\>'n,  and  I  believe  that  in  the  State  of  Wisconsin,  the 
State  that  the  Chairman  menti-ojiaed,  the  people  would  be  very  glad 
indeed  to  get  the  Government  Hjoncls,  especially  if  they  are  free 
from  taxation. 

Mr.  Bryan.  To  the  extent  I  have  said.  I  think  it  would  be  an 
improvement  to  the  nationalization  plan,  and  relieve  it  to  some 
.  extent  of  the  danger  of  centralization,  which  to  my  mind  i,s  the 
greatest  danger.  ^.j. 

Mr.  Sims.  No  plan  that  has  been  presented  contemplates  the 
amortization  of  railroad  securities  and  indebtedness,  and  I  have 
not  looked  upon  Government  ownership  from  the  standpoint  of 
theory  or  desire,  but  as  an  absolute  necessity.  That  is  the  way  it 
strikes  me.  that  we  have  got  to  come  to  it,  and  your  plan  may  be 
best,  I  only  suggest  these  matters. 

Mr,  Bryan.  My  plan  is  only  presented  for  consideration,  that 
it  may  be  kept  in  mind  when  the  people  decide  these  questions. 

Mr.  Sims.  That  is  all  I  want  to  ask. 
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Mr.  Win  SLOW.  You  made  a  comprehensive  statement  and  touched 
a  good  many  high  spots  in  regard  to  the  raih'oad  proposition,  and 
many  of  them  new.  On  the  other  hand,  you  have  brought  forward 
the  opportunity^  for  questions  in  the  way  of  comparison  between 
your  views  and  the  other  views  we  have  heard  expressed.  There 
are  a  number  of  questions  here  that  I  would  like  to  ask  that  do  not 
require  long  answers,  but  I  would  like  to  have  the  questions  con- 
sidered. 

Mr.  Bryan.  I  shall  be  pleased  to  answer  any  questions,  so  far 
as  I  can. 

Mr.  WiNSLOw.  I  would  like  to  ask  you  in  what  respect  you 
feel  that  the  management  under  Federal  direction  has  been  im- 
proved, as  contrast-ed  with  the  management  imder  private  direction. 

Mr.  Bry'an.  In  the  first  place,  I  said  that  we  were  under  such 
restrictions  and  limitations  that  we  were  not  at  liberty  to  introduce 
improvements  and  economies  as  we  would  be  if  it  were  a  settled 
policy  and  the  roads  permanently  in  the  hands  of  the  Government, 
but  I  think  there  is  no  question  that  some  have  already  been  in- 
troduced. 

For  instance,  the  joint  use  of  the  ticket  olfices.  I  have  heard  a 
great  many  people  speak  of  that  as  being  a  great  improvement,  and 
one  that  would  be  likely  to  remain,  even  if  the  roads  went  back  into 
private  hands. 

Mr.  WixsLow.  That  is,  there  are  small  economies  of  that  kind. 

Mr.  Bryan.  Yes;  and  the  fact  that  we  can  now  buy  a  ticket  that  is 
good  over  every  line  in  the  country.  I  have  been  buying  railroad 
tickets  for  a  good  while  and  sometimes  we  could  buy  a  mileage  book 
good  in  a  certain  section,  say  on  lines  west  of  Chicago,  or  on  lines 
east  of  Chicago,  or  on  certain  southern  lines,  but  now  I  think  they 
sell  a  book  that  is  good  everj'where. 

Mr.  WiNSLOw.  Could  not  most  of  those  improvements  be  carried 
out  under  private  ownership  as  well  as  Government  ownership? 

Mr.  Bryan.  They  could  be,  but  my  observation  is  that  if  you  have 
private  ownership  it  is  because  you  have  in  office  people  who  believe 
in  it.  and  it  is  very  difficult  for  the  people  who  believe  in  private 
ownership  to  agree  to  anything  that  the  railroads  do  not  want,  and 
they  do  not  want  everything  that  is  good.  ♦ 

Mr.  "WiNSLOw.  That  is  getting  back  to  the  legislative  point,  is  it 
not  ? 

Mr.  Bryan.  "Well,  T  do  not  think  you  can  ignore  the  fact  that  a 
gigantic  poAver  like  the  railroads  can  aifect  legislation.  It  took  us 
years  to  get  rid  of  the  pass  you  will  recall;  even  after  we  put  in  our 
platforms  that  we  were  opposed  to  the  granting  of  passes,  we  would 
find  men  elected  on  the  platform  receiving  passes — and  the  pass  had 
more  influence  than  the  platform.  Let  me  give  you  an  illustration,  if 
you  will  allow  me.  I  found  when  several  States  reduced  the  fare  to 
2  cents,  that  some  of  the  roads  were  charging  an  interstate  rate  that 
was  greater  than  sum  of  the  local  rates.  For  instance,  I  was  going 
from  Indianapolis  to  Chicago,  and  was  told  that  if  I  would  get  off 
the  train  in  the  middle  of  the  night  at  the  boundary,  I  could  buy 
two  tickets  for  2  cents  a  mile,  but  that  if  I  bought  one  through 
ticket  I  would  have  to  pay  a  higher  rate.  I  found  that  people  from 
the  western  end  of  Kansas  would  come  down  to  the  last  station  in 
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Kansas  before  they  reached  Kansas  City  and  get  off  the  train  and 
go  across  the  State  line  on  the  street  car  and  save  over  $2  over  the 
interstate  rate.  I  wiote  to  a  Member  of  Congress  and  asked  him  to 
introduce  a  bill  providing  that  the  interstate  rate  should  not  be 
greater  than  the  sum  of  the  State  rates;  he  did  so  but  could  not  get 
it  out  of  the  conmiittee.  When  I  called  the  matter  up  some  three 
years  ago  I  was  told  by  a  member  of  the  committee  that  it  was  sub- 
mitted to  the  Interstate  Commerce  Commission,  and  that  the  Inter- 
state Commerce  Conniiission  did  not  approve  it,  on  the  ground  that  it 
would  be  allowing  the  States  to  make  interstate  rates. 

My  answer  was  that  no  State  was  allowed  to  make  an  unfair  rate, 
and  as  the  railroads  in  each  State  had  a  chance  to  prevent  the  re- 
duction in  each  State  if  it  was  unfair,  it  was  fair  to  assume  that  an 
interstate  rate  no  greater  than  the  sum  of  the  two  rates  could  not 
be  unfair ;  but  while  we  could  reduce  the  rates  in  the  State  we  could 
not  do  it  in  Congress  as  well  as  we  could  in  the  State.  I  do  not 
think  we  ever  can,  on  the  theory  that  the  farther  a  Congressman 
gets  away  from  home  the  more  difficult  it  is  to  watch  him,  and  there- 
fore the  more  difficult  it  is  to  make  him  serve  the  public. 

Mr.  WiNSLOw.  Well,  that  is  all  right.  You  Avould  like  to  have 
this  law  passed  by  this  Congress? 

Mr.  Bryan.  Yes;  but  I  think  if  you  can  get  public  sentiment  to 
the  point  where  you  can  force  it  to  do  one  thing,  it  maj'  be  easier 
than  to  force  it  all  at  once. 

Mr.  WiNSLow.  But  it  would  seem  that  if  you  had  a  Congress 
sufficiently  unbiased  you  could  accomplish  all  these  changes  under 
private  management  as  well  as  under  Government  management,  all 
that  you  have  mentioned  thus  far? 

Mr.  Bryan,  No;  I  would  say  that  it  was  possible,  because  3^ou  have 
to  consider  conditions.  When  you  have  an  .enormous  organized  in- 
terest on  one  side  which  finds  it  enormously  profitable  to  have  its 
way,  you  have  to  assume  that  it  will  have  more  or  less  influence  in 
politics. 

Mr.  WiNSLOw.  Then  why  do  you  make  the  statement  that  you 
could  never  expect  to  get  any  such  legislation  through  Congress  ? 

Mr.  Bryan.  Because  you  can  have  an  issue  and  men  can  be  elected 
on  that  issue  and  compelled  by  their  constituents  to  state  their  posi- 
tion and  carry  it  out;  you  can  do  that  in  an  emergency,  when  there 
is  a  great  issue,  but  you  can  not  do  it  every  day,  when  the  railroads 
are  on  guard  all  the  time  and  the  people  are  awake  only  a  part  of 
the  time. 

Mr.  WiNSLOAV.  Do  you  think  that  is  so  developed  at  this  time  that 
this  Congress  will  be  affected  by  the  force  of  it? 

Mr.  Bryan.  I  am  not  prepared  to  express  an  opinion  on  that,  be- 
cause this  Congi'ess  was  elected  before  this  issue  became  acute,  and 
my  observation  is  that  it  is  easier  to  influence  a  Congressman  before 
he  is  elected  than  afterwards. 

Mr.  WiNSLOw.  I  think  no  one  would  undertake  to  dispute  your 
authority.  This  is  interesting,  but  perhaps  not  profitable.  You 
spoke  of  a  sinking  fund  being  created  which  would  be  paid  off  in  30 
years. 

Mr.  Bryan.  Well,  I  only  mentioned  that  as  a  provision  in  this 
proposed  plan  tliat  I  thought  had  merit,  without  attempting  to  dis- 
cuss it  at  all. 
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Mr.  WiKSLOW.  The  query  in  my  mind  was  whether  or  not  you  had 
had  experience  which  led  3^ou  to  form  a  judgment  on  it,  or  whether 
you  were  indulging  in  speculation  on  it. 

Mr.  Bryan.  Well,  I  have  this  in  mind,  that  most  of  the  bond 
issues  of  cities  and  counties  and  .States  provide  for  a  sinking  fund 
that  wall  in  a  certain  length  of  time  pay  off  the  debt.  I  think  this 
is  in  harmony  with  the  general  practice  in  the  issue  of  bonds. 

Mr.  WiNSLOw.'  How  would  it  do  in  railroad  legislation  to  pro- 
vide for  a  sure  income  or  a  probably  sure  income,  so  as  to  make  it 
possible  to  secure  a  sinking  fund? 

Mr.  Bryan.  It  would  not  be  possible  to  decide -accurately  in  ad- 
vance. Everything  that  is  done  is  estimated.  We  can  not  tell  ex- 
actly what  the  expenses  of  the  Government  will  be,  and  5^et  we  esti- 
mate and  appropriate,  and  then  make  up  the  deficit.  And  so  if 
w^e  tried  to  establish  a  fund  as  a  sinking  fund,  we  would  try  to 
estimate  the  amount  necessary  in  fixing  the  rate.  If  we  found  the 
rates  were  not  sufficient  to  raise  the  sinking  fund,  we  would  have  to 
pay  the  sinking  fund  out  of  the  Government  revenues  and  reimburse 
ourselves  by  an  increase  in  rates. 

Mr.  WiNSLOw.  So  that  the  rates  and  charges  would  have  to  be 
made  to  meet  that,  whether  or  no  ? 

Mr.  Bryan.  That  was  the  purpose  of  that  provision  in  that  par- 
ticular bill,  but  I  merely  mentioned  it  as  one  of  the  things  that  I 
thought  was  a  wise  provision. 

Mr.  WiNSLOW^  Now,  Colonel,  I  would  like  to  have  3'ou  indicate, 
if  you  can  with  personal  satisfaction  or  comfort,  the  case  or  cases 
wherein  railroads  have  influenced  legislation. 

Mr.  Bryan.  I  mentioned  one,  where  for  10  years  they  delaj^ed  the 
passage  of  a  bill  to  extend  the  power  of  the  Interstate  Commerce 
Commission,  when  the  Interstate  Commerce  Commission  recom- 
mended it. 

Mr.  WiNSLOw.  Do  you  care  to  elaborate  that  and  tell  in  what  way 
that  was  done? 

Mr.  Bryan.  My  dear  sir,  if  I  could  tell  how  it  was  done,  it  would 
be  easy  to  prevent  it. 

Mr.  WiNSLOw.  You  feel  certain  it  is  so,  but  you  can  not  pi'ove  it, 
then  ? 

Mr.  Bryan.  I  think  there  is  evidence  of  it  in  what  the  railroads  do. 

Mr.  WiNSLow.  Such  as  what? 

Mr.  Bryan.  Well,  suppose  a  man  is  a  member  of  the  legislature 
and  votes  for  everything  the  railroad  wants,  and  then  becomes  the 
attorney  for  the  railroad  at  the  conclusion  of  the  session.  Would 
you  regard  that  as  significant? 

Mr.  WiNSLow.  I  did  not  hear  that  very  well. 

Mr.  Bryan.  Suppose  a  man  is  a  member  of  the  legislature  and 
does  everything  the  railroad  wants  during  the  session,  and  then 
becomes  the  attorney  for  the  railroad  at  the  close  of  the  session. 
Would  you  regard  that  as  significant  at  all,  or  think  that  there  was 
any  relation  between  the  two? 

iyir.  WiNSLow^  Not  necessarily,  any  more  than  the  retention  by  a 
client  of  the  lawyer  who  has  walloped  him  in  a  case  in  court. 

Mr.  Bryan.  Well,  I  would  say  that  I  believe  the  majority  of  the 
people  would  take  a  different  view  of  it,  and  that  I  would  be  able 
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to  convince  them  that  there  vns  a  relation  in  the  case  that  I  give 
more  easily  than  I  have  been  able  to  convince  you. 

Mr.  WiNSix)w.  Well,  yon  would  want  to  know  the  man? 

Mr.  Bryan.  Yes. 

Mr.  WiNSLOw.  And  he  might  be  honest? 

Mr.  Bryan.  Yes. 

Mr.  WiNSLOw.  He  might  develop  conscientiously  a  sufficient  qual- 
ity of  mind  and  ability  to  recommend  him  to  a  corporation  as  a 
pro])er  person  to  employ  as  counsel  ? 

Mr.  Bryan.  Yes;  but  I  have  in  mind  a  case  that  I  can  cite.  We 
had  a  fight  in  Nebraska  on  a  railroad  freight  bill,  and  the  railroads 
thought  if  they  could  get  rid  of  one  man  they  might  be  able  to 
defeat  the  bill.  They  took  a  State  senator  out  of  the  State,  set  him 
up  in  a  saloon  in  the  State  of  Washington,  and  he  never  came  back, 

Mr.  WiNSLOw.  You  would  hardly  call  that  any  proof  of  your  con- 
tention ? 

Mr.  Bryan.  I  think  tliere  are  mam'  such  cases  from  which  we 
must  draw  the  same  conclusion. 

Mr.  WiNSLOw.  I  understood  you  to  say  that  you  know  that  rail- 
roads have  influenced  legislation? 

Mr.  Bryan.  I  express  it  as  a  belief,  based  on  what  I  have  seen. 

Mr.  WiNSLOw.  Am  I  right  in  thinking  that  j-ou  said  that  you  felt 
that  Congresses  might  be  influenced  by  railroads  ? 

Mr.  Bryan.  "^Vliy,  certainly  I  said  that.  Have  vou  any  doubt 
about  it? 

Mr.  WiNSLOw.  About  your  saying  it? 

Mr.  Bryan.  No,  no ;  about  the  fact. 

Mr.  WiNSLOAv.  I  do  not  know  anything  about  it.  I  am  a  new- 
comer here,  and  I  do  not  know  enough  about  it  to  have  a  judgment, 
and  I  would  like  to  follow  it  through. 

Mr.  Bryan.  Well,  you  certainly  have  such  relationship  with  tlie 
older  men  here  as  to  enable  you  to  confirm  what  I  have  said. 

]\Ir.  WiNSLOw.  That  is  what  led  me  to  think  that  that  was  a  rather 
wild  statement,  the  fact  that  I  have  not  seen  anything  of  the  kind 
here,  and  I  would  like  to  get  any  direct  testimony  that  would  open 
my  e}  es  as  to  the  history  of  such  things. 

Mr.  Bryan.  Let  me  give  you  something  that  came  under  my  ob- 
servation: The  president  of  the  Baltimore  &  Ohio  Railroad  was 
elected  to  Congress.  He  was  entitled  to  the  floor  after  he  was 
elected  before  he  actually  became  a  Member.  He  sat  on  the  floor 
of  the  House  of  Representatives  when  I  was  a  Member  and  directed 
the  railroad  side  of  the  fight  on  the  pooling  bill. 

Mr.  Win  SLOW.  Well,  I  think  that  might  be  possible;  but  whether 
or  not  he  carried  Congress  in  that  direction  is  something  else. 

Mr.  Bryan.  That  was  a  time  when  passes  were  used,  and  we  have 
plenty  of  evidence  that  the  railroads  thought  the  pass  had  an  in- 
ihience.  For  instance,  Mr.  Ripley  wrote  a  letter  to  a  member  of  the 
Illinois  Legislature  (I  think  Mr.  Ripley  was  at  the  time  president 
of  the  Santa  Fe,  but  I  am  not  sure).  I  remember  the  letter  he  wrote, 
because  I  reproduced  it  in  my  paper.  A  member  of  the  legislature 
in  Illinois  had  asked  for  a  pass.  Mr.  Ripley's  answer  was,  "You 
voted  against  all  our  measures  in  the  last  legislature.  Why  do  you 
ask  for  a  pass  this  session  ?  "     I  knew  a  Senator  in  the  Nebraska 
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State  Legislature  who  voted  for  the  rate  bill  and  received  a  request 
from  a  railroad  ofH  lal.  "As  you  have  voted  against  us  on  that  bill, 
we  presume  you  will  not  need  the  pass  any  more." 

Mr.  WiNSLOw.  I  think  those  questions' are  doubtful  and  dubious; 
but  do  they  establish  a  fundamental  on  which  we  can  assume  that 
Congress  has  ever  been  run  by  the  railroad  power? 

Mr.  Bryan.  AVell,  I  spoke  of  two  cases  where  the  Pennsylvania 
and  Baltimore  &  Ohio  in  recent  years  had  their  lobbyists  in  the 
Capitol,  and  I  learned  that  from  Congressmen.  One  Congressman 
told  me  that  a  man  stopped  hiui  and  asked  him,  "  Why  haven't  you 
asked  for  transportation?"'  And  he  said,  having  occasion  to*  go 
back  to  his  home  a  little  while  a:fterwards.  he  met  this  man  and  said 
to  him, "  I  am  going  out  to  my  home ;  you  referred  to  transportation 
the  other  day,  I  could  use  a  pass."  The  lobbyist  said,  "  But  you 
voted  against  our  bill."  "Do  you  mean  that  you  thought  that  by 
giving  me  a  pass  you  could  buy  me?  "  asked  the  Congressman. 

Now,  I  got  that  from  a  Congressman. 

Mr.  Win  SLOW.  What  was  the  rest  of  it? 

Mr.  Bryan.  I  do  not  think  the  conversation  proceeded  further 
than  that.  And  another  case  at  the  same  time,  where  a  Member  of 
Congress  went  and  asked  for  a  pass.  This  was  either  the  Pennsyl- 
\  ania  Railroad  or  the  Baltimore  &  Ohio ;  I  am  not  sure  which,  bui 
one  or  the  other.  In  that  case  the  lobbyist  looked  at  the  vote,  went 
over  it  to  see  how  this  man  voted,  and  said,  "  You  voted  against  us," 
and  he  did  not  give  him  the  pass. 

Now,  of  course,  these  are  mere  incidents,  but  I  did  not  suppose 
that  there  was  any  Member  of  Congress  who  did  not  himself  know 
enough  incidents  to  reach  the  same  conclusion  that  I  did.  I  thought 
it  was  a  matter  of  public  knowledge. 

Mr.  AViNSLOw.  I  will  elaborate  this  a  little  bit — and  I  am  not  try- 
ing to  make  any  grandstand  play — but  simply  to  get  this  right  be- 
fore the  Congress.  In  view  of  your  great  prominence.  3'our  statement 
Avill  go  out  as  you  have  made  it.  Now,  I  have  only  been  here  a  short 
time.  I  have  lived  a  longer  time.  I  have  heard  before  I  came  here 
many  such  stories  as  those  you  have  recited,  and  I  supposed  they  had 
some  foundation.  I  do  not  want  to  provoke  you  to  making  a  turn 
on  me  on  this. 

Mr.  Bryan.  I  would  not  want  to. 

Mr.  WiNSLOAv.  You  have  not,  and  it  is  perfectl}^  all  right,  but  I  can 
see  the  attitude  of  the  newspaper  men,  and  I  Avant  to  see  the  thing 
frankl}^  set  forth,  and  I  am  doing  this  for  a  real  j)urpose.  When  I 
came  here,  one  of  the  things  I  had  in  mind  was  to  locate,  if  possible, 
that  sort  of  influence;  and  I  want  to  say  to  you  frankly  that  Avhilc  I 
may  not  be  one  bit  brighter  than  anybody  else,  and  probably  below 
the  average,  I  ha\e  never  yet  in  the  seven  years  heard  a  Avord  spoken 
or  observed  an  action  Avhich  would  indicate  that  there  Avas  an  op- 
portunity for  a  Member  of  Congress  to  make  a  dollar  or  to  in  any 
way  benefit  himself  through  his  legislative  authority  or  opportunity, 
and  if  there  was  a  different  situation  25  years  ago,  I  hope  the  coun- 
try will  not  feel  that  that  is  the  situation  to-day.  I  think  the  legis- 
lation in  this  Congress  and  every  Congress  that  I  have  observed  has 
been  solely  and  purely  on  the  merits  of  the  questions  before  it,  re- 
gardless of  individuals  and  party,  and  I  think  that  you  ought  to 
assume  with  us,  in  discussing  this*  question,  that  it  is  a  fact  that  the 
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men  before  you  will  look  on  this  whole  proposition  purely  on  its 
merits  and  in  the  hope,  which  you  have,  no  doubt,  of  getting  the 
best  possible  railroad  systems. 

Mr.  Bryan.  I  think  the  presumption  that  you  ask  is  too  large  for 
the  foundation  that  you  lay  for  it.  I  do  not  think  that  on  the  state- 
ment of  your  own  observation  I  should  be  asked  to  assume  that  there 
is  no  effort  on  the  part  of  the  railroads  to  influence  Congress.  All 
that  I  ought  to  be  asked  to  assume  is  that  they  have  never  exhibited 
in  your  presence  or  to  your  knowledge  any  evidence  of  that  kind.  I 
do  not  think  that  I  could  be  asked  to  assmne  anything  more  on  the 
statement  of  one  man's  experience. 

Mr.  WiNSLOAV.  Well,  would  you  want  me  to  feel — I  will  not  speak 
as  to  the  others — that  in  spite  of  my  statement  you  still  think  that 
one  of  the  dangers  of  the  situation  is  the  private  influence  of  the 
railroads  over  Members  of  Congress? 

Mr.  Bryan.  Yes;  I  do.  I  would  not  want  to  accept  the  experience 
of  one  man  as  settling  an}'  question  for  the  American  people:  cer- 
tainly not  where  there  is  so  much  evidence  on  the  other  side,  running 
over  so  long  a  period. 

Mr.  WiNSLOw.  And  you  still  hold  that  one  of  the  dangers  attend- 
ing private  ownership  is  that  Congress  can  be  manipulated  by  the 
railroads? 

Mr.  Bryan.  I  certainly  did  so  contend,  and  I  would  still  contend 
even  if  there  were  15  members  (referring  to  the  committee)  like  you 
who  did  not  know  or  had  not  been  able  to  find  any  such  influence. 

Mr.  WiNSLOw.  Are  you  opposed  to  lobb}' ing  in  all  its  forms  ? 

Mr.  Bryan.  Yes. 

Mr.  WiNSLOw.  Were  you  opposed  to  the  lobbying  that  took  place 
in  the  interest  of  prohibition? 

Mr.  Bryan.  I  am  opposed  to  it  for  the  same  reason,  if  it  is  the 
same  kind  of  a  lobby  that  I  have  spoken  of  in  reference  to  the  rail- 
ronds. 

Mr.  WiNSLOw.  And  would  you  feel  that  the  lobby  for  prohibition 
was  unpaid  and  unselfish  in  respect  to  the  monetary  returns? 

'  Mr.  Bryan.  I  would  say  that  there  are  two  respects  in  which  the 
prohibitionist  who  lobbies  differs  from  the  railroad  lobbyist.  The 
first  is  that  he  is  advocating  a  thing  in  Avhich  he  has  no  personal 
interest. 

Mr.  WiNSLOW.  He  ought  to  have. 

Mr.  Bryan.  The  second  is  that  his  methods  are  public.  He  goes 
befoi'e  the  committees  and  states  his  position,  makes  his  argument. 
I  have  no  objection  to  a  railroad  president  or  a  railroad  attorney 
going  before  a  committee  and  presenting  anything  he  wants  to,  but 
I  do  object  to  a  lobbyist  keeping  a  pass  book  in  the  corridors  of  the 
capitol  and  trying  to  corrupt  members. 

Mr.  WiNSLOAV.  Yes;  but  there  has  been  no  hesitation  on  the  part 
of  the  prohibition  lobby  and  the  lobby  for  woman's  suffrage  in 
telling  members  that  if  they  do  not  vote  their  way  they  will  be  cruci- 
fied at  the  polls.  Now,  there  is  another  aspect  of  lobbying  that  has 
its  effect. 

Mr.  Bryan.  My  observation  is  that  such  a  threat  does  not  disturb 
a  Congressman  unless  he  knows  that  he  has,  in  his  district,  people 
who  will  vote  against  him  if  he  votes  against  their  wishes. 
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Mr.  WiNSLOw.  You  would  not  give  liim  credit  for  having  man- 
hood enough  to  have  an  opinion  of  his  own? 

Mr.  Bryan.  My  opinion  is  that  a  man  ought  to  represent  his  con- 
stituents and  if  he  can  not  represent  them,  he  ought  to  resign  and 
let  some  one  else  take  his  place  who  can. 

Mr,  AViNSLow.  In  all  cases? 

Mr.  Bryax.  In  all  cases ;  and  I  would  like  to  go  further.  I  would 
like  to  see  a  law  passed  that  would  fix  the  same  criminal  punishment 
for  a  public  official  who  embezzles  power  that  is  now  enforced  against 
the  individual  who  embezzles  money. 

Mr.  WiNSLOAv.  Do  you  think  it  is  right  for  Cabinet  officers  to  put 
men  on  the  Government  pay  roll  and  then  send  them  out  through 
the  country  for  the  development  of  special  interests? 

Mr.  Bryan.  A  hypothetical  question  is  never  allowed  by  a  court 
unless  it  contains  all  the  essential  elements  of  the  thing  to  be  consid- 
ered, and  I  do  not  think  that  contains  all  the  essential  elements. 

Mr.  WiNSLOW.  I  do  not  know  that  I  know  all  the  elements. 

Mr.  Bryan.  Then  you  had  better  not  speculate. 

Mr.  Win  SLOW.  I  am  not  sure  that  you  have  not  speculated  and 
vomanced  in  your  plans. 

Let  me  ask  you  this :  What  would  you  do  with  the  railroad  com- 
mission and  its  power?  I  mean  the  Interstate  Commerce  Commis- 
sion ? 

Mr.  Bryan.  It  would  be  very  difficult  for  one  to  answer  that  ques- 
tion until  after  the  law  is  passed,  "for  a  law  is  seldom  the  opinion 
of  any  one  i^erson.  It  is  the  composite  opinion  of  all  those  who  act, 
and  until  the  law  is  passed  it  would  he  impossible  to  say  whether  the 
commission  would  still  be  needed.  It  might  be  that  the  connnission 
would  be  the  proper  authority  to  put  in  charge  of  the  management 
of  the  roads.  It  might  be  that  it  would  be  well  to  have  an  appeal 
from  the  management  to  this  board.  I  would  not  be  able  to  answer 
what  we  ought  to  do  with  it  until  I  knew  all  the  provisions  of  the 
law. 

Mr.  WiNSLOw.  Would  you  feel  tliat  Congress  could  enact  a  law 
to  cover  the  present  situation  without  pretty  well  defining  and  de- 
termining and  reforming  the  work  of  the  Interstate  Commerce 
Connnission  in  respect  of  the  railroad  proposition? 

Mr.  Bryan.  AVell,  3'ou  mean  in  respect  to  the  present  situation? 

Mr.  WiNSL0\\'.  Getting  the  railroads  out  of  the  hands  of  Federal 
control  into  some  other  control. 

Mr.  Bryan.  I  am  glad  you  ask  the  question. 

If  I  were  a  member  of  Congress,  my  plan  would  be  this :  To  ap- 
point at  this  session,  and  as  soon  as  possible,  a  joint  commission  of 
Senators  and  Members  to  formulate  a  plan  for  a  trunk-line  system, 
giving  the  route  that  would  be  the  most  desirable  and  the  approxi- 
mate cost.  I  think  the  first  step  toward  considering  this  plan  as  a 
practical  plan,  would  be  to  have  a  committee  go  over  it  and  formulate 
it  and  bring  it  in  as  a  complete  proposition.  I  only  present  it  as  an 
idea  that  would  have  to  be  embodied  in  a  bill  before  it  would  be 
fairly  decided. 

Mr.  Win  SLOW.  Taking  the  railroads  as  we  find  them  to-day.  what 
would  you  do  Avith  them  from  now  on  to  get  them  somehow  into  a 
trunk  line,  as  you  described  it,  and  what  would  you  do  with  the  rest 
of  them  ? 
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Mr.  Bryan.  I  think  that,  if  we  proceeded  at  once  to  investigate 
the  feasibility  of  the  trunk-line  system,  it  could  be  done  in  so  short 
a  time  that  we  could  retain  control  and  operation  by  the  Government 
until  the  plan  was  reported  back  and  acted  upon ;  and  when  that  was 
acted  upon,  then  the  other  roads  could  be  turned  back  into  private 
hands. 

Mr.  WiNSLOw.  Did  you  not  just  say  that  you  could  go  on  and 
leave  them  stranded? 

Mr.  Bryan.  I  would  not  want  to  answer  that  question  just  as  you 
put  it. 

Mr.  WiNSLOW.  In  the  meantime  supjDOse  the  States  did  not  buy 
up  these  roads,  what  would  happen  to  the  struggling  roads  which 
were  of  small  account  compared  to  the  others  ? 

Mr.  Bryan.  I  think  you  could  trust  the  States  to  deal  fairly  with 
the  roads  within  their  borders. 

Mr.  WiNSL0w\  Of  course  that  is  all  in  the  air,  that  proposition; 
there  is  notliing  definite  about  it. 

Mr.  Bryan.  Well,  no  more  so  than  everything  is  in  the  air  until 
it  is  brought  to  the  earth. 

Mr.  WiNSLOw.  Well,  that  is  a  good  answer,  but  I  do  not  think  we 
could  build  a  railroad  that  Avay. 

Br.  Bryan.  I  think  probably  it  would  be  brought  to  earth  before 
they  would  commence  to  do  it. 

Mr.  WiNSLOW.  How  do  you  think  this  plan  of  yours  would  affect 
the  high  cost  of  living  ? 

Mr.  Bryan.  That  is  a  pertinent  question. 

Mr.  WiNSLOw.  I  mentioned  it  because  when  a  very  prominent  plan 
has  been  suggested  it  has  been  said  that  if  it  would  work  the  high 
cost  of  living'woukl  be  ended,  and  I  wanted  to  know  how  you  think 
(his  plan  would  affect  the  high  cost  of  living. 

Mr.  Bryan.  Well,  I  believe  that  anything  that  eliminates  unneces- 
sary cost  tends  to  reduce  the  cost  of  living,  and  I  believe  that  the 
Government  ownership  of  railroads  would  have  the  same  effect  upon 
rates,  which  enter  into  the  cost  of  living,  that  the  Government  own- 
ership of  water  plants  has  had  on  the  cost  of  water  to  the  people. 
A  hundred  years  ago  about  16  cities  out  of  17  had  private  corpora- 
tions owning  their  water  plants.  I  think  to-day  more  than  16  out 
of  17  cities  own  their  own  water  plants.  The  tendency  is  from  pri- 
vate ownership  to  Government  ownership  in  the  matter  of  water 
plants;  that  movement  has  been  constant  and  irresistible.  A  few 
years  ago  I  had  a  chance  to  make  a  comparison  between  the  privately 
owned  plant  in  Omaha  and  the  city-owned  plant  in  Lincoln,  Nebr. 
Omaha  is  more  than  twice  as  large  a  city  as  Lincoln.  The  people,  I 
found,  paid  twice  as  much  per  gallon  of  water  in  Omaha,  where  they 
bought  it  from  a  private  company,  as  the  people  did  in  Lincoln ;  and 
in  Lincoln  the  city  furnished  itself  water  without  charge,  wliile  in 
Omaha  the  city  had  to  buy  the  water  from  the  private  plant,  which 
made  it  cost  the  citizens  of  Omaha  really  more  than  twice  the  cost 
in  Lincoln. 

Xow,  I  believe  that  the  natural  effect,  and  the  effect  as  shown  b}^ 
experience,  of  a  transition  from  private  ownership  to  Government 
ownership  proves  that  it  is  economy  by  giving  the  people  a  better 
service  at  a  lower  cost. 
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Mr.  WiNSLOAV.  That  is  one  side  of  it.  In  the  State  of  Massachu- 
setts, where  I  live,  the  only  <]:as  and  electric-light  companies  that  have 
taken  advantage  of  the  opportunity  to  become  municipal  plants  have 
all  gone  the  other  way. 

Mr.  Bryan.  Yes. 

Mr.  WiNSLOw.  You  get  everything  centralized;  and  they  do  not 
work  in  conjunction  with  the  water  works  of  any  other  town.  It  is 
a  complete  unit,  which  is  in  direct  opposition  to  the  suggestion  of 
the  trunk  line  and  innumerable  branches. 

Mr.  Bryan.  The  electric-light  plant  at  Jacksonville,  Fla.,  was 
taken  over  by  the  city,  and  the  result  there  was  a  reduction  in  the 
price  of  the  service. 

Mr.  WiNSLOW.  Of  course,  that  would  lead  to  a  proper  review. 

One  more  question :  I  would  like  to  ask  you  if  you  have  in  mind 
framing  a  bill,  or  having  some  one  present  a  bill,  to  cover  your 
plan? 

Mr.  Bryan.  No;  I  have  no  such  thought  in  mind.  I  had  no  fur- 
ther plan  in  mind  than  appearing  here,  and  I  only  appear  here 
because  I  saw  other  plans  were  being  presented,  and,  believing  that 
the  public  mind  is  now  open  on  this  c(uestion,  I  thought  that  I  might 
present  this  plan  and  get  consideration  for  it  that  I  was  not  able  to 
get  at  other  times  when  the  public  was  not  thinking  on  the  subject. 

Mr.  Denison.  You  may  have  expressed  your  views  before  I  came 
into  the  room  in  reference  to  the  question  that  I  am  going  to  ask, 
and  if  you  did  you  need  not  repeat  them.  I  wanted  to  ask  you 
whether  or  not  you  think  that  the  so-called  Sims  plan  or  the  Plumb 
plan,  as  embodied  in  the  Sims  bill,  would  be  a  good  thing  for  this 
country  ? 

Mr.  Bryan.  I  have  not  felt  that  one  could  safely  answer  that 
question  "  yes  "  or  "  no,"  because  if  one  makes  an  answer  "  yes "'  or 
"  no  "  to  that  the  statement  is  apt  to  go  out  without  qualification,  and 
he  is  put  in  a  position  that  is  not  his  true  position.  I  would  not 
want  to  answer  whether  the  plan  is  good  or  bad,  because  it  might 
seem  like  an  indorsement  of  it,  or  a  condemnation  of  it.  I  have 
pointed  out  two  or  three  things  that  I  thought  were  good,  and  I 
have  pointed  out  some  things  that  I  thought  were  bad,  simply  in 
conjunction  with  the  discussion. 

Mr.  Sweet.  Now,  Col  Bryan,  you  have  spoken  somewhat  favor- 
ably of  the  Plumb  plan.  Do  you  believe  it  would  be  possible  to  ]nit 
that  plan  in  operation  in  each  of  the  States? 

Mr.  Bryan.  I  hope  you  will  not  leave  your  question  just  as  it  is, 
because  it  does  not  exactly  state  my  position.  I  have  declined  to 
express  an  opinion  on  the  plan,  for  or  against  it.  I  have  taken  out 
certain  things  and  commended  them,  and  certain  other  things  and 
condemned  them. 

Mr.  Sweet.  I  will  put  it,  then,  "some  features  of  the  Plumb 
plan." 

Mr.  Bryan.  Yes. 

Mr.  Sweet.  Do  you  believe  that  it  is  desirable  to  have  Gov- 
ernment ownership  of  the  property  and  private  operation? 

Mr.  Bryan.  Well,  I  would  answer  that  as  I  once  had  to  answer 
a  question  in  Congress:  That  if  a  burglar  was  in  my  house  and  I 
could  eet  back  half  of  what  he  had  taken,  or  none.  I  would  take 
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half.  And  so,  if  I  could  not  get  but  a  part  of  this  thing,  I  would 
take  it  rather  than  get  nothing.  But  I  would  prefer  to  have  the 
Government  both  own,  and  operate,  and  not  merely  own,  m  both 
State  and  Nation. 

Mr.  SwKET.  Both  State  and  Nation? 

Mr.  Bkyax.  Both  State  and  Nation;  yes,  sir. 

Mr.  Sweet.  So,  then,  you  do  not  believe  that  the  founders  of  our 
form  of  Government  contemplated  that  the  Government,  as  such, 
should  ever  operate  or  manage  business? 

Mr.  Bryax.  Well,  there  is  a  clause  in  our  Constitution,  you  know, 
that  gives  Congress  control  over  interstate  commerce. 

Mr.  Sweet.  Do  jou  think  it  goes  to  the  extent  of  operating  busi- 
ness ? 

Mr.  Bryan.  I  think  this:  That  when  you  come  to  a  condition 
that  has  developed  since  the  Constitution  was  written,  but  is  simply 
the  development  of  the  thing  for  which  it  provided,  it  is  only  fair 
to  construe  the  Constitution  as  permitting  natural,  logical,  econom- 
ical, and  political  development  of  a  right  that  it  did  recognize  even 
before  the  necessity  for  developuient  \\as  apparent.  So,  I  wouid 
not  think  there  was  any  constitutional  difficulty  in  the  way. 

Of  course,  as  to  whether  a  State  could  do  it  or  not  might  be  a  differ- 
ent question,  because  the  State's  constitution  might  not  authorize  the 
State  government  to  deal  with  that ;  it  might  require  an  amendment 
to  the  constitution  of  the  State  to  enable  it  to  own  and  operate  the 
railroads.  But  I  have  never  felt  so  much  concern  as  to  whether  a 
constitution  has  a  provision  in  it  or  not,  because  I  have  seen  constitu- 
tions amended  when  the  people  wanted  them  amended,  and  I  have 
gone  on  the  theory  that  the  constitution  belongs  to  the  people,  and 
to  the  people  living  and  not  to  the  people  dead — that  the  people  liv- 
ing can  make  it  what  they  want  it  to  be,  and  that  the  people  of  every 
State  have  it  in  their  power  to  amend  their  constitution  so  as  to 
permit  the  people  to  do  whatever  the  people  want  to  do. 

Mr.  Sweet.  How  long  do  you  contemplate  that  it  would  take  to 
put  your  plan  in  operation  in  each  of  the  States  ? 

Mr.  Bryan.  If  the  constitution  of  the  State  would  permit,  it  would 
not  take  long.  If  the  constitution  would  not  permit  it  and  it  had  to 
be  amended,  it  would  take  longer.  The  question  can  not  be  answered 
with  any  accuracy,  because  in  different  States  the  constitutional  pro- 
visions differ  as  to  how  the  constitution  can  be  amended.  For  in- 
stance, in  one  State  you  can  submit  an  amendment  at  a  special  elec- 
tion, while  in  another  State  you  can  only  submit  it  at  a  regular  elec- 
tion, which  would  mean  that  you  would  have  to  wait  a  longer  time. 

Mr.  Sims.  In  one  State  the  legislature  must  be  elected  after  the 
amendment  has  been  submitted. 

Mr.  Bryan.  Yes.  You  see  that  it  differs  so  in  different  States  that 
no  one  rule  would  apply  to  all. 

Mr.  Sweet.  Do  you  know  of  any  State  at  the  present  time  that  is 
even  agitating  that  question? 

Mr.  Bryan,  No,  sir. 

Mr.  Sweet.  It  would  be  necessary,  then,  to  get  public  opinion  be- 
hind a  plan  of  that  kind  in  each  of  the  States  ? 

Mr.  Bryan.  Yes ;  but  you  know  that  the  mobilizing  of  public  opin- 
ion does  not  take  as  long  when  the  people  are  thinking  as  when  they 
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are  not  thinking;  the  moment  a  question  becomes  an  active,  urgent 
question  the  people  get  to  work. 

For  instance,  take  the  profiteering  question.  If  the  people  feel 
that  it  is  an  urgent  thing,  they  can  bring  pressure  to  bear  upon  their 
governor  to  call  a  special  session  of  the  legislature  to  deal  with  prof- 
iteering, and  in  a  few  weeks'  time  you  can  have  machinery  sufficient. 
But  if  the  people  have  not  thought  of  the  question,  and  can  not  be 
brought  to  think  of  it  as  a  unit  or  as  a  mass,  of  course,  it  is  going  to 
take  a  long  while.  It  took  us  21  years  to  bring  about  the  election 
of  the  Senate  by  the  people — 21  years  after  it  passed  the  House  of 
Kepresentatives  first.  It  took  17  years  to  get  the  income-tax  amend- 
ment adopted  after  the  Supreme  Court  nullified  the  law.  But  prohi- 
bition grew  from  a  minor  question  until  it  was  a  concluded  reform  in 
much  less  time. 

Mr.  Sweet.  Do  you  see  any  disadvantage  in  one  State  adopting 
your  plan  and  another  not  adopting  it? 

Mr.  Bryan.  No.  I  suggested  in  my  argument  that  one  of  the  ad- 
vantages of  the  plan  is  that  it  adjusts  itself  to  the  sentiment  of  the 
States  and  that  States  as  they  are  ready  for  Government  ownership 
can  have  it.  I  do  not  know  whether  I  used  the  illustration  or  not, 
but  it  is  one  that  I  have  sometimes  used  to  cover  this  point.  The 
gradual  adoption  of  a  thing  is  the  natural  process.  If  a  person  de- 
sires to  go  from  one  room  to  the  room  above,  he  does  not  do  it  at 
one  step,  but  goes  up  by  the  stairway  that  rises  about  9  inches  to  the 
step ;  and  so  most  progress  is  gradual.  I  think  the  plan  that  I  suggest 
accommodates  itself  to  the  natural  process  and  that  it  would  be 
much  easier  to  inaugurate  Government  ownership  by  that  plan  than 
it  would  be  to  take  it  all  at  once  as  a  national  proposition. 

Mr.  Sweet.  You  believe  that  under  your  plan,  then,  each  State  will 
reserve  to  itself  the  rights  to  which  it  is  naturally  entitled  ? 

Mr.  Bryan.  Yes ;  that  is  my  idea. 

Mr.  Sanders  of  Indiana.  Of  course,  with  the  railroad  problem 
before  us  now  what  we  want  is  a  practical  solution. 

Mr.  Bryan.  Yes. 

Mr.  Sanders  of  Indiana.  Your  proposed  solution  would  require, 
first,  the  adoption  of  it  by  Congress.  We  could,  of  course,  issue  no 
edict  to  the  States.  It  would  require  the  adoption  by  each  of  the 
States  of  the  same  plan  ? 

Mr.  Bryan.  Yes,  sir, 

Mr.  Sanders  of  Indiana.  A  great  many  of  the  States  would  have  to 
change  their  constitutions.  Some  of  the  States  might  not  adopt  the 
plan  at  all.    That  is  quite  conceivable,  is  it  not? 

Mr.  Bryan.  No  ;  it  is  not  conceivable,  if  you  will  pardon  me.  That 
is,  when  a  plan  is  tried  it  is  either  demonstrated  to  be  a  success  or  a 
failure.  If  it  is  demonstrated  to  be  a  success,  it  is  only  fair  to 
assume  it  will  be  adopted. 

Mr.  Sanders  of  Indiana.  Of  course,  the  plan  will  not  be  in  its 
entirety  until  it  is  adopted  by  all  the  States.  So  the  plan,  as  a  plan, 
can  not  be  tested  until  it  is  adopted  bv  all  the  States,  and  hence  its 
sue  ess  or  failure  could  not  influence  any  of  the  States  to  come  in. 

Mr.  Bryan.  Oh,  I  beg  your  pardon.  The  failure  of  one  State  to 
adopt  it  will  not  interfere  with  the  other  States  adopting  it  at  all. 

Mr,  Sanders  of  Indiana.  Well,  suppose  Illinois  does  adopt  the 
plan   and   suppose   Indiana    and   Wisconsin   do   not.     Now,   would 
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Illinois  have  the  right  to  condemn  the  Pennsylvania  Railroad  at  the 
State  line,  coming  across  there  and  take  it  over? 

Mr.  Bkyan.  No;  not  the  interstate  line. 

Mr.  Sanders  of  Indiana.  Well,  yon  already  have  the  national 

Mr.  Bryan  (interposing).  I  thought  you  meant  the  Government 
line.  It  could  condemn  aii\'  part  of  any  other  line;  it  can  to-day. 
If  the  Pennsylvania  can  condemn  the  individual's  property,  do  you 
doubt  the  State  that  gave  it  that  right  can  go  out  and  condemn  the 
railroad  ? 

Mr.  Sanders  of  Indiana.  It  is  your  opinion  that  the  State  of  Illi- 
nois could  condemn  a  part  of  an  interstate  railroad  and  control  it? 
AVell,  that  would  dismember  the  road  for  interstate  purposes. 

Mr.  Bryan.  Not  at  all. 

Mr.  Sanders  of  Indiana.  How  would  it  operate? 

Mr.  Bryan.  The  board  that  had  control  of  the  roads  in  Illinois 
would  act  in  conjunction  with  the  board  that  had  control  in  Indiana, 
if  it  was  a  Government  road,  or,  if  a  privately  owned  road,  with  the 
manager,  and  they  would  arrange  for  their  joint  operations.  You 
vvould  have  to  assume  that  a  road  would  not  look  out  for  its  own  in- 
terests in  order  to  take  any  other  position. 

Mr.  Sanders  of  Indiana.  Would  you  prevent  any  railroad  com- 
pany from  engaging  in  interstate  commerce? 

Mr.  Bryan.  No;  and  I  think  you  can  safely  leave  that  matter  to 
the  United  States.  The  Federal  Government  will  really  set  the 
price  and  terms  of  interstate  commerce. 

Mr.  Sanders  of  Indiana.  What  would  be  your  estimate  of  the 
number  of  years  that  it  would  take  to  put  that  plan  into  effect? 

Mr.  Bryan.  I  would  not  attempt  to  guess,  because  it  would  be 
merely  a  guess,  and  my  experience  has  led  me  to  be  a  little  cautious 
about  fixing  a  time.  It  is  easier  to  tell  the  direction  of  the  wind 
than  to  measure  its  velocity;  it  is  easier  to  tell  the  trend  of  events 
than  it  is  to  tell  how  soon  a  thing  will  be  accomplished. 

Mr.  Sanders  of  Indiana.  Would  you  release  any  of  the  FederaL 
control  after  that  plan  had  been  adopted,  or  would  you  continu^ 
Federal  control  until  it  had  been  completely  adopted? 

Mr.  Bryan.  I  think  that  would  have  to  be  determined  by  the  con- 
ditions as  they  arose.  There  is  this  general  proposition  that  I  have 
always  gone  on;  namely,  that  the  people  will  have  as  nmch  sense 
to-morrow  as  they  have  to-day,  and  probably  more  light.  There- 
fore you  can  safely  leave  until  to-morrow  the  decision  of  questions 
that  can  not  be  decided  to-day. 

Mr.  Sanders  of  Indiana.  But  in  formulating  a  plan  wo  have  to 
decide  on  something,  and  I  was  wondering  whether  in  your  plan 
it  was  your  purpose  to  continue  Federal  control  until  all  the  States 
had  adopted  your  plan  or  whether  it  was  your  purpose  that  when 
Illinois,  say,  had  adopted  the  plan  Federal  control  would  be  with- 
drawn. 

Mr.  Bryan.  If  the  Federal  Government's  trunk  line  reached  out 
into  every  State  its  control  over  interstate  commerce  would,  I  think, 
be  more  effective  than  under  any  commission  or  board. 

Mr.  Sanders  of  Indiana.  Then  would  you  release  Federal  control  ? 

Mr.  Bryan.  It  might  be  possible  to  release  it.  but  I  do  not  think 
it  is  necessary  to  decide  that  question  until  we  reach  it. 
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Mr.  Sanders  of  Indiana.  Of  course,  in  framino-  this  bill  you  would 
have  to  extend  Federal  control  to  a  certain  time. 

Mr.  Bryan.  My  oatu  opinion  is  that  the  Federal  ownership  and 
operation  of  a  trunk-line  system  would  not  only  be  much  more  ef- 
fective than  any  law  or  regulation,  but  would  make  the  other  regu- 
lation unnecessary. 

Mr.  Sandeks  of  Indiana.  Would  not  .2;eneral  Federal  control  on 
part  of  the  lines  and  State  control  on  other  lines  leave  the  railroad 
situation  in  somewhat  of  a  jumble? 

Mr.  Bryan.  I  do  not  think  so.  My  opinion  is  that  when  you 
have  eliminated  the  selfish  interests  you  have  eliminated  the  real 
difficulties;  when  you  have  only  the  public  interest  to  serve  it  will 
not  be  difficult  for  the  peojDle  to  agree  as  to  what  ought  to  be  done. 

Mr.  Sanders  of  Indiana.  What  is  your  opinion  about  the  same 
general  plan  for  the  coal  industry? 

Mr.  Bryan.  Well,  I  do  not  think  the  same  principle  is  necessarily 
involved. 

Mr.  Sanders  of  Indiana.  Do  you  favor  Government  ownership 
of  coal  mines  ? 

Mr.  Bryan.  I  would  want  to  hear  the  question  discussed  before  I 
attempted  to  attach  it  to  any  other  question. 

Mr.  Sanders  of  Indiana.  Do  you  favor  Government  ownership  of 
the  traction  lines? 

Mr.  Bryan.  I  believe  in  municipal  ownership. 

Mr.  Sanders  of  Indiana.  How  about  the  State  owning  the  trac- 
tion lines? 

Mr.  Bryan.  My  preference  would  be  to  have  the  States  own  the 
interurban  lines  that  were  not  in  the  city,  and  I  see  no  objection  to 
putting  this  whole  thing  together,  because,  you  see,  if  the  State 
owned  the  railroad  lines  it  would  simply  be  adding  the  intercity 
traction  lines  to  them.  They  would  hardh^  be  embraced  in  the  Fed- 
eral trunk-line  system. 

^  Mr.  Sanders  of  Indiana.  And  since  the  traction  lines  also  control 
*he  power,  would  you  have  the  power  companies  controlled  in  the 
same  wa^'^? 

Mr.  Bryan.  Well,  if  you  will  pardon  me,  I  think  I  have  pre- 
sented a  subject  big  enough  without  bringing  in  any  others.  I  think 
the  one  subject  I  have  presented  is  going  to  demand  your  attention. 

Mr.  Sanders  of  Indiana.  I  was  wondering  whether  the  plan  you 
suggested  Avould  not  necessarily  lead  to  the  Government  ownership 
of  all  public  utilities. 

Mr.  Bryan.  I  am  in  favor  of  every  natural  opportunity  being 
owned  by  the  Government.  Whenever  completion  is  impossible 
and  a  monopoly  necessary,  it  should  be  a  Government  monopol5^ 
That  I  have  stated  as  a  universal  proposition. 

Mr.  Sanders  of  Indiana.  That  proposition  has  never  been  in  the 
platform  of  either  party? 

Mr.  Bryan.  No. 

Mr.  Sanders  of  Indiana.  Although  it  has  always  been  in  the  plat- 
form of  the  Socialist  Party,  has  it  not? 

Mr.  Bryan.  Well,  I  am  not  familiar  with  all  the  planks  in  the 
platform  of  the  Socialist  Party,  but  if  you  say  so  I  will  take  your 
word  for  it. 
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Mr,  Sanders  of  Indiana.  And  was  it  not  in  the  Populist  platform 
of  1892? 

Mr.  Bryan.  I  could  not  say ;  it  may  have  been.  I  think  we  have 
taken  nearly  everything  out  of  the  Populist  platform  and  made  it 
into  law. 

Mr.  Sanders  of  Indianf\.  And  this  is  the  final  step  ? 

Mr.  Bryan.  If  you  make  that  reference  with  the  idea  of  casting 
reflection  on  it,  you  will  have  to  reflect  on  the  people  who  voted  for 
the  election  of  Senators  by  the  people  and  for  an  income  tax. 

Mr.  Sanders  of  Indiana.  I  did  not  intend  to  cast  any  reflections 
at  all. 

Mr.  Bryan.  Well,  I  am  willing-  to  begin  with  the  assumption  that 
the  people  have  not  yet  begun  to  consider  this  question  as  a  practical 
question  on  which  they  will  have  to  act,  and  it  is  because  I  desire  to 
have  them  consider  this  plan,  with  other  plans,  that  I  am  here  to-day. 

Mr.  Hamilton.  You  have  covered  the  ground  very  full}'  and  I 
will  not  detain  you  more  than  a  moment. 

Mr.  Bryan.  I  am  at  your  service. 

Mr.  Hamilton.  I  would  like  to  get  a  little  information.  Under 
your  plan  I  take  it  the  Government  would  control  the  strong  roads, 
the  paj'ing  roads,  wliereas  the  State  roads  would  pay  much  less,  I 
means  as  revenue  producers;  would  that  be  the  fact? 

Mr.  Bryan.  No;  if  you  will  pardon  me 

Mr.  Hamilton.  I  am  asking  you  for  your  views  on  that. 

Mr.  Bryan.  I  supposed  you  stopped  for  the  answer.  No ;  it  is  not  at 
all  necessary  that  the  trunk  line  shall  be  the  only  paying  line.  For 
instance,  as  you  go  south  from  here  you  will  find  three  great  railway 
lines — the  Southern,  the  Seaboard,  and  the  Atlantic  Coast  Line.  It 
would  not  be  necessary  for  the  Government  to  take  more  than  one 
of  those  lines ;  in  fact,  it  would  not  be  necessary  for  the  Government 
to  take  any  of  them,  because  I  would  want  the  law  drawn  in  such  a 
way  that  the  Government  could  either  construct  or  buy;  if  it  were 
privileged  to  construct  it  would  have  less  difficult  in  buying.  But  I 
would  want  the  power  of  the  Government  complete,  so  that  it  could 
either  build  or  buy.  Now,  if  it  bought  one  of  those  lines  it  would 
not  be  necessary  for  it  to  buy  the  best  paying  line.  All  it  would 
want  to  do  would  be  to  get  the  line  that  would  best  suits  its  purpose 
as  a  national  artery,  and  it  might  not  be  the  best  paying  line.  So  it 
does  not  follow 

Mr.  Hamilton.  I  was  speaking  of  the  State  lines  tapping  the 
trunk  line,  not  thinking  so  much  of  interstate  transportation. 

Mr.  Bryan.  Well,  you  see  there  would  be  many  of  these  lines 
that  would  be  merely  parts  of  an  interstate  line,  and  there  would 
be  no  reason  Avhy  the  traffic  on  those  should  be  less  than  it  is  to-day, 
but  it  would  have  to  conform  to  Government  rates  and  Government 
conditions.  I  see  the  point  you  are  driving  at,  and  I  am  prepared 
to  answer  it.  I  take  it  for  granted  that,  if  the  Government  owned 
and  operated  a  trunk  line  reaching  into  every  State,  the  Government, 
because  of  the  quantity  of  business  it  could  do,  could  make  a  lower 
rate  on  the  trunk  line  than  it  would  be  possible  for  the  State  to 
make  on  the  State  lines.  That  is  the  point  you  have  in  mind.  But 
here  is  the  answer  to  that.  If  the  Government  brings  a  piece  of 
merchandise  into  the  State  at  a  lower  interstate  rate,  because  of  its 
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large  traffic,  then  the  branch  line  that  carries  it  to  the  point  where  it 
is  to  be  used  conld  charge  a  higher  rate  than  the  present  rate,  and 
yet  the  total  rate  niidit  be  less  than  the  present  total  rate;  that  is, 
the  reduction  on  the^through  rate  might  be  so  great  that  the  addi- 
tion to  the  local  rate  would  not  bring  it  up  to  what  the  total  rate  is 
now. 

Mr.  Hamilton.  Per  mile,  yes;  but  in  the  aggregate,  the  State  line 
would  be,  perhaps — of  course,  it  would  differ  in  the  different  States, 
the  State  haulage  would  not  be  very  great. 

Mr.  Bryan.  On  the  contrary,  it  would  be  very  much  greater  than 
is  now  estimated.  At  present  they  figure  that  about  80  per  cent  of 
it  is  interstate  commerce. 

Mr.  Sims.  Eighty-five  per  cent. 

Mr.  Bryan.  I  had  heard  it  estimated  at  80  per  cent. 

Now  how  do  they  get  that  ?  They  take  every  item  that  goes  out 
of  a  State  into  another  State.  But  when  you  have  these  other  lines, 
joint  lines,  and  only  one  trunk  line,  the  amount  carried  over  the 
Governip.ent  line  might  be  very  much  less  than  85  per  cent,  because 
traffic  on  these  other  lines  that  are  part  in  one  State  and  part  in 
another  A^ould  then  be  counted  as  State  traffic. 

Mr.  Hat^iilton.  It  would  be  local  traffic? 

Mr.  Bryan.  It  would  be  local  traffic,  so  that  the  local  traffic  might 
be  very  much  larger  under  this  system  of  a  trunk  line,  with  the 
State  owning  the  rest. 

Mr.  Watson.  I  was  a  little  surprised  at  a  statement  you  made, 
Avhen  you  said  that  railroads  under  private  control  would  not  be 
governed  by  politics  as  they  would  under  Government  control. 

Mr.  Bryan.  I  beg  your  pardon.    Are  you  stating  what  you  meg,n  ? 

Ml-.  Watson.  I  was  stating  what  I  thought  you  said.  I  under- 
stood you  to  say  that  there  were  more  politics  under  private  control 
than  under  Government  control. 

Mr.  Bryan.  Oh,  yes.    I  thought  you  reversed  it  in  your  question. 

Mr.  Watson.  Take  Canada,  for  instance.  There  politics  control 
the  railroads.  It  is  not  so  much  a  question  of  efficiency  as  it  is  a 
question  of  liow  man}'  votes  an  employee  can  control  at  the  election. 
Take  Australia  also.  The  Government  controls  90  per  cent  of  the 
railroads,  or  has  controlled  that  percentage.  Under  pure  Govern- 
ment management  politics  entered  into  the  question  to  such  an  extent 
that  Government  ownership  was  a  failure  there,  and  the  laws  were 
changed.  Therefore,  from  my  observation  and  Avhat  I  have  learned, 
there  is  more  politics  under  Government  control  than  under  private 
management. 

Mr.  Bryan.  Well,  of  course,  men  dilfer  in  opinion  on  that,  pos- 
sibly, as  on  other  questions,  but  I  am  glad  you  asked  the  question, 
for  this  reason:  I  only  answered  with  one  suggestion,  and  I  am  glad 
to  add  a  thought  that  is  brought  out  by  your  question  and  whicli  I 
ought  to  have  added,  but  did  not  recall  it  at  the  time.  I  have  sim- 
ply given  my  reason  for  believing  that  there  will  be  more  politics 
with  the  private  managers  in  control  than  with  the  Government  in 
control;  but  I  want  to  say  this:  That  when  the  Government  is  in 
control  T  believe  the  people  Avould  insist  upon  rules  and  regulations 
that  w^ould  make  it  impossible  for  the  employee  to  be  used  in  politics. 
Not  only  do  I  think  that,  as  a  general  proposition,  based  upon  the 
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belief  that  the  people  will  always  do  that  which  they  think  is  neces- 
sary for  their  welfare ;  but  I  think  there  is  a  way  in  which  that  can 
be  done.  I  would  change  our  civil  service  system  in  such  a  way  as 
to  eliminate  the  possibility  of  political  control,  and  I  think  it  could 
be  done  by  a  very  small  change  in  the  system.  The  plan  would  be 
this,  to  have  the  examinations  continue  so  that  the  man  must  show 
he  is  qualified  before  he  is  placed  on  the  eligible  list,  but  when  he  is 
on  the  eligible  list,  instead  of  concealing  his  politics,  I  would  have 
him  state  his  politics,  and  then  I  would  have  the  appointments  made 
from  the  eligible  list  in  proportion  to  the  voting  strength  of  the 
parties,  so  that  each  party  would  have  in  the  classified  service  its 
proportionate  representation,  if  it  could  furnish  eligible  candidates, 
as  shown  by  examinations. 

Under  that  plan,  the  politics  of  the  people  in  the  service  being 
the  same  as  outside,  they  being  divided  in  the  same  proportion,  they 
could  have  no  effect  on  politics.  Instead  of  saying  to  a  man,  "  You 
must  keep  out  of  politics,"  which  I  think  is  rather  an  offense  against 
American  ideas,  we  can  tell  the  nuin  in  the  Government  service  that 
has  the  same  right  to  his  convictions  as  anybody  outside,  that  his 
citizenship  is  not  restricted  or  limited  by  the  fact  that  he  is  in  the 
service. 

Mr.  Watson.  Perhaps  your  ideas  are  founded  on  the  propositio^is 
that  we  are  already  or  fast  approaching  the  political  millenium. 

Mr.  BRyA>;.  No,  my  dear  sir;  I  used  to  think  so,  but  then  I  was 
only  acquainted  with  one  party.  Now  that  I  have  become  acquainted 
with  many  parties,  I  think  the  millenium  is  a  long  time  off. 

Mr.  Watson.  Do  you  remember  that  Secretary  McAdoo  issued  a 
general  order  restricting  employees  in  the  exercise  of  their  political 
beliefs  or  what  they  thought  were  their  rights,  and  then  rescinded 
the  order? 

Mr.  Bryan.  I  remember  he  issued  an  order  not  to  do  certain 
things.  I  do  not  think  it  prevented  a  man  from  having  his  own 
j)o!itical  beliefs. 

Mr.  Watson.  No,  of  course  not. 

Mr,  Bryan,  And  I  also  know  that  there  was  a  protest  among  the 
railroad  men. 

Mr.  Watson.  It  was  on  the  ground  that  under  private  manage- 
ment there  had  not  been  any  such  situation  as  that  when  it  came  t,o 
the  politics  of  the  employees,  and  then  Secretary  McAdoo  rescinded 
the  order. 

Mr.  Bryan.  Well,  I  think  he  wanted  to  avoid,  probably,  any  pos- 
sible charge  that  the  opposition  might  make  that  he  was  using  the 
railroads  in  politics. 

The  Chairman.  That  order  has  not  been  rescinded. 

Mr.  Bryan.  No.  But  someone  called  my  attention  to  the  fact  that 
there  was  quite  a  protest  against  that  as  interfering  with  the  political 
rights  of  citizens. 

Mr.  Hamilton.  You  referred  incidentally  to  Government  owner- 
ship in  Australia.  My  notion,  although  I  may  be  wrong  about  that, 
is  that  at  one  time  they  disfranchised  all  men  employed  on  the  rail- 
roads there,  and  afterwards  that  right  to  vote  was  restored,  and  then 
they  had  another  serious  difficulty.  Each  province  sought  to  carry 
as  much  freight  as  possible  and  as  many  passengers  as  possible  over 
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its  own  lines,  so  that  freight  would  travel  many  more  miles  to  reach 
a  certain  port  in  that  particular  province  than  it  would  have  to 
travel  if  it  went  to  another  port  in  the  adjoining  province.  Another 
difficulty  they  had  was  the  adjustment  of  gauge,  and  they  absolutely 
refused  to  adjust  the  gauge  of  the  railroads  so  as  to  absolutely  pre- 
vent the  transfer  of  freight  and  passengers  from  one  province  to 
another.    They  had  gone  through  nearly  every  phase. 

Mr.  Bryan.  Well,  I  am  not  acquainted  with  the  history  of  the  rail- 
road experiments  there. 

Mr.  Hamilton.  I  do  not  know  whether  it  has  been  instructive  or 
not. 

Mr.  Bryan.  Well,  all  experience  is  instructive.  Sometimes  it 
guides  and  sometimes  it  warns.  I  may  say  that  I  have  no  doubt  that 
we  will  have  to  try  experiments  and  repeal  laws  and  try  something 
else.    It  is  not  likely  that  this  will  be  perfect  at  once. 

Mr.  Sims.  In  private  ownership  a  railroad  tries  to  haul  freight 
over  its  own  rails  as  far  as  it  can. 

The  Chairman,  Col.  Bryan,  the  committee  is  very  much  obliged 
to  you  for  appearing  before  it. 

Mr.  Bryan.  The  obligation  is  on  my  side,  I  am  sure. 

(Thereupon,  at  5.15  p.  m.,  the  committee  adjourned.) 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Thursday^  August  28,  1919. 

STATEMENT  OF  MR.  HENRY  R.   PLATT,  REPRESENTING  GREAT 

LAKES  TRANSIT  CO. 

Mr.  Hamilton.  Please  give  your  name,  your  residence,  and  your 
occupation. 

Mr.  Platt.  My  name  is  Henry  R.  Piatt.  I  reside  at  Chicago.  I 
am  an  attorney  at  law,  representing  the  Great  Lakes  Transit  Co. 

The  Great  Lakes  Transit  Co.  is  a  connnon  carrier,  admits  itself 
to  be  so,  engaged  in  the  business  of  transportation  by  water  from 
Buffalo  to  Duluth,  and  various  intermediate  ports.  It  carries  freight 
and  passengers  both  ways.  A  very  large  part  of  its  business  is  al- 
ready within  the  jurisdiction  of  the  Interstate  Commerce  Commis- 
sion. Speaking  with  approximate  accuracy,  55  per  cent  of  its  east- 
bound  business,  and  42  per  cent  of  all  its  business,  is  already  within 
the  jurisdiction  of  the  Interstate  Commerce  Commission,  as  being 
business  either  directly  or  indirectly  connected  with  the  making  of 
rail  and  water  tariffs.  The  balance  of  its  business  has  been  placed 
within  the  jurisdiction  of  the  Shipping  Board. 

The  jurisdiction  of  the  Shipping  Board,  however,  has  an  express 
exception  in  connection  with  the  jurisdiction  over  tramp  boats,  as 
they  are  called  on  the  ocean,  or  wild  boats,  as  they  are  called  on  the 
Great  Lakes. 

The  act  in  question  transfers  that  jurisdiction,  or  at  least  confers 
upon  the  Interstate  Commerce  Commission,  complete  jurisdiction 
over  carriage  by  watei'. 

The  particular  interest  that  I  represent  is  not  unalterably  opposed 
to  the  transfer  of  jurisdiction,  although  I  may  say  that  we  believe 
that  water-borne  commerce — that  is,  borne  exclusively  upon  the 
Avater  and  not  entering  into  water-and-rail  rates — is  best  served  by 
an  elasticity  of  rule  which  would  not  readily  occur  in  connection 
Avith  the  Interstate  Commerce  Connnission's  rules,  which  are,  gener- 
ally speaking,  devoted  rather  to  permanence  and  fixity  than  to  elas- 
ticity and  that  freedom  which  has,  in  the  past  at  least,  been  asso- 
ciated with  commerce  by  water. 

But  whether  the  jurisdiction  be  in  the  Interstate  Commerce  Com- 
mission or  in  the  Shipping  Board,  what  I  desire  especially  to  pre- 
sent to  this  committee  is  the  necessity  of  exempting  from  any  law 
which  contemplates  the  fixing  of  a  permanent  tariff,  port-to-port 
rates  and  port-to-port  cargoes;  that  is  to  say,  that  shipping  which 
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liiis  no  relation  to  interstate  commerce  except  as  it  transfers  a  com- 
modity from  Buffalo  or  Cleveland,  we  will  say,  or  Diiluth,  from 
Buffalo  and  Duluth  to  Cleveland,  or  vice  versa;  that  is,  a  traffic 
which  in  the  past  has  been  mainly  handled  by  the  wild  steamer  or 
the  tramp  steamer. 

The  Great  Lakes  Transit  Co.  and  numerous  other  companies  in 
the  Atlantic  with  similar  vessels — I  am  speaking,  however,  without 
consultation  with  them,  and  for  the  interests  which  I  immediate]}- 
represent — engage  very  largely  in  that  traffic,  and  to  the  extent  of 
that  traffic  are  direct  competitors  of  the  wild,  or  tramp,  steamers. 
Those  rates  are  fixed  in  the  good  old  Yankee  style  of  a  "  bargain.'" 
Their  fluctuation  is  not  ordinarily  tremendous  in  a  season,  but  is  in- 
fluenced by  seasonal  conditions — conditions  of  the  elements — tem- 
porary conditions  arising  which  in  the  past  have  been  best  met  b>' 
the  immediate  bargaining,  by  fixing  a  rate  for  the  ^Darticular  cargo. 
That  does  away  with  the  necessity — the  same  result  is  sometimes  at- 
tained by  a  single  charter  party — that  does  away  with  the  necessity 
of  establishing  a  fixed  schedule  of  rates. 

Now,  I  understand  that  it  is  generally  conceded,  and  I  know  it  is 
earnestly  claimed,  by  these  wild  steamers,  or  tramp  steamers,  that 
they  are  not  common  carriers,  and  I  believe  there  is  merit  in  that 
contention;  but,  so  far  as  we  and  other  similar  interests  are  con- 
cerned, we  admit  ourselves  to  be  common  carriers.  We  do  maintain 
schedules ;  we  serve  the  public  by  means  of  those  'schedules ;  but  a 
very  large  percentage  of  our  business —  a  business  without  which  we 
would  be  unable  to  adequately  maintain  our  common-carrier  basis- 
is  this  character  of  business  which  is  strictly  port  to  port. 

As  I  have  said,  during  the  last  three  years  that  has  constituted  42 
per  cent  of  our  total  business.  If  we  are  obliged,  as  we  would  be 
required  unquestionably  under  the  interstate  commerce  rules,  to  file 
a  fixed  tariff,  we  would  be  at  such  a  disadvantage  that  the  wild,  or 
tramp,  steamer  who  could  take  our  cargoes,  not  being  subject  to 
regulation,  making  a  rate  one-eighth  or  one-sixteenth  of  a  cent  be- 
neath our  published  rates,  would  put  us  out  of  business. 

As  I  understand,  it  is  the  consensus  of  opinion  among  the  chambers 
of  commerce  along  the  Great  Lakes,  and  among  the  shippers,  that 
the  interests  of  commerce  generally  w^ould  be  ill  served  by  putting 
the  cargo  boats,  the  wild,  or  tramp,  steamers  under  the  jurisdiction 
o^  any  rate-making  body.  We  coincide  with  that  opinion  in  a  gen- 
eral way,  although  not  insisting  upon  it.  We  would  be  able  to  hold 
our  own  with  the  wild,  or  tramp,  steamers  under  a  tariff  rate.  It 
would  be  manifestlv  unjust,  and  it  is  not  sought  by  the  tramp 
steamers,  or  wild  steamers ;  but  it  would  be  a  result  of  passing  this 
bill  in  its  present  form  that  in  all  probability  the  common  carriers 
operating  on  a  fixed  schedule  and  operating  under  the  jurisdiction 
of  the  Interstate  Commerce  Commission  as  to  their  package  and 
through  business,  would  be  put  out  of  competition  with  the  cargo- 
carrying  vessels  on  the  port-to-port  business. 

We  therefore  suggest  either  that  that  part  of  the  ]5resent  bill  which 
puts  the  carriers  by  water  exclusively  under  the  jurisdiction  of  the 
Interstate  Conunerce  Commission  should  !be  eliminated,  leaving 
carriage  by  water  exactly  where  it  is — and,  as  I  say,  it  is  already 
subject,  as  to  4-2  per  cent  of  our  total  business,  to  the  jurisdiction  of 
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the  Interstate  Commerce  Commission — leaving  it  ^vhere  it  is,  or  else 
inserting  a  provision  in  substance  as  follows. 

Mr.  Merritt.  Just  where  does  that  hit  the  act  ? 

Mr.  Platt.  That  can  be  inserted  at  the  end  of  the  first  clause  in 
the  bill,  or  it  can  be  inserted  at  the  end  of  clause  A,  on  page  2,  of  the 
bill,  or  it  could  be  inserted  at  the  end  of  section  1,  or  it  could  be  in- 
serted at  any  other  appropriate  place  in  the  bill.  I  have  not  at- 
tempted to  place  it,  because  my  first  suggestion,  as  I  have  said,  is  thai 
the  bill  be  altered  by  the  elimination  of  carriage  by  water.  But  th^ 
provisions  in  regard  to  carriage  by  water  are  found  in  section  1,  oi 
page  2.  The  words  "  or  by  water  "  are  inserted  in  line  1,  on  page  2. 
Also  on  page  3,  "  the  term  '  water '  as  used  in  this  act  shall  include,,, 
the  lakes,  rivers,  canals,  and  other  inland  waterways  within  or 
bordering  on  the  United  States  or  the  Territory  of  Alaska,  the 
Panama  Canal,  and  all  waters  within  or  without  the  3-mile  limit 
from  the  coast  of  the  United  States  or  the  Territory  of  Alaska, 
traversed  bv  vessels  permitted  to  engage  in  the  coastwise  trade  of  the 
United  States." 

So  tliat,  as  I  say,  the  proviso  which  I  am  suggesting  could  be  in- 
serted with  propriety  either  at  the  end  of  clause  A  of  section  1,  in 
which  case  it  would  be  inserted  at  the  third  line  of  page  2,  or  at  the 
end  of  section  1,  which  would  be  at  the  bottom  of  page  5,  and  the 
words  of  insertion  which  I  am  suggesting  are :  "  Provided^  That  this 
act  shall  not  apply  to  the  carriage  of  freight  exclusively  by  water 
from  port  to  port  only." 

I  have  endeavored  concisely  to  phrase  that  amendment  so  that  it 
can  not,  I  think,  and  it  is  so  intended  to  in  any  way  operate  or  in  any 
way  affect  any  movement  which  enters  into  general  commerce. 

Mr.  Denison.  Let  me  ask  a  question  there.  I  do  not  know  anything 
about  water  transportation,  except  I  know  how  to  get  on  a  boat  and 
how  to  get  off.  What  other  kind  of  freight  is  there  that  is  exclu- 
sively by  water  that  is  not  between  port  and  port — from  port  to  port  ? 

Mr.  Platt.  The  great  volume  of  our  package  freight,  if  the  com- 
mittee please,  is  transported  from  port  to  port,  as  a  step  in  the  trans- 
portation from  one  part  of  the  country  to  another.  The  port  to  port 
business  of  which  I  am  speaking — if  I  may  be  permitted  to  give  a 
concrete  illustration — is  the  movement  of  grain.  Grain  may  move 
from  Duluth  to  New  York  as  a  continuous  passage.  In  that 
event 

Mr.  Denison.  That  is  already  within  the  jurisdiction  of  the  com- 
mission ? 

Mr.  Platt.  That  would  be  already  within  the  jurisdiction.  As  a 
matter  of  fact,  the  great  bulk  of  grain  moving  from  the  Lakes  is 
moved  from  Duluth  or  Port  William,  or  some  other  centering  point, 
to  Buffalo.  It  is  moved  to  Buffalo  first,  but  to  through  ports  after- 
wards. It  is  also  moved  to  Detroit,  Chicago,  or  Cleveland.  That  is 
an  exclusive  movement.  The  carrier  gets  it  at  Duluth,  delivers  it  at 
the  elevators  and  Buffalo.  It  may  have  been  in  Duluth  a  month.  It 
may  be  in  Buffalo  a  season,  but  the  carrier's  business  begins  at  one 
port  and  ends  at  another,  and  the  carrier's  part  in  the  transaction 
does  not  any  longer  enter  into  the  further  transportation  of  the 
grain. 

Ore  is  the  second  and  largest.  Ore  is  carried  from  the  ore  mines  of 
Lake  Superior  to  Cleveland  or  to  Buffalo  as  an  independent  move- 
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ment.  It  is  delivered  upon  the  docks  there  and  the  carrier  has  noth- 
ing further  to  do  with  the  transportation. 

Coal  is  one  of  the  west-bound  cargo  freights.  Now,  the  great  bulk 
of  these  commodities  which  I  have  mentioned  is  carried  in  the  tramp 
steamers.  They  come  to  a  point  where  a  cargo  has  been  collected. 
They  carry  it  to  the  point  to  which  it  is  delivered.  They  are  not  a 
part  of  any  great  system  of  transportation.  We  have  22  boats,  and 
3  of  those  are  passenger  boats.  They  do  not  enter  into  this  consider- 
ation at  all.  At  the  present  time  we  have  something  like  15  or  16 
boats  directly  engaged  in  this  business,  which,  if  they  are  not  per- 
mitted to  compete  with  the  tramj)  steamers  by  bidding — we  will  say 
the  market  for  carrying  wheat  from  Detroit  to  Buffalo  may  be  3^ 
cents  last  moiith.  This  month  the  going  rate  ma}'  be  3  cents.  That 
is,  we  are  enabled  to  compete  at  the  spot  with  these  changes  occur- 
ring week  to  week,  day  to  day,  sometimes  within  the  same  day,  de- 
pending upon  the  amount  of  competition  for  the  transportation  of 
that  commodity  at  the  particular  time.  If  we  have  to  publish  even  a 
short  time — 10  days,  2  weeks,  30  days,  a  month— we  are  absolutely  in- 
capacitated in  carrying  that  business.  We  must  either  retire  from 
our  common-carrier  business,  which,  as  I  say,  performs  a  real  service 
to  the  community,  or  else  we  would  have  to  raise  those  rates  to  a 
point  where  on  42  per  cent  of  our  total  business  we  could  pny  our 
running  expenses  and  a  reasonable  profit  on  the  investment. 

I  do  not  think  that  this  amendment  is  opposed  by  any  persons. 
I  do  not  think  that  the  tramp  or  wild  steamers  have  any  desire — 
I  mean  by  that  any  desire  which  they  would  put  into  the  form  of 
legislation — to  eliminate  all  competition.  They  would  be  glad  to 
.see  it  eliminated,  no  doubt.  But  that  is  the  result  of  framing  this 
act  so  that  it  will  apply  to  common  carriers,  without  considering 
that  common  carriers  by  water  have  a  branch  of  their  business  which 
is  not  common  carriage  at  all. 

Mr.  Hamilton.  The  tramp  steamer  haul  is  exclusivelv  a  water 
haul? 

Mr.  Platt.  The*tramp  steamer  haul  is  exclusively  a  water  haul. 

Mr.  Hamilton.  From  one  port  to  another? 

Mr.  Platt.  Exactly. 

Mr.  Hamilton.  Whereas  you  represent  interests  AThich  send 
freight  by  water  and  by  rail? 

Mr.  Platt.  We  do  not  send  the  freight  by  water  or  rail 

jMr.  Hamilton  (interposing).  By  water  and  rail? 

Mr.  Platt.  We  are  an  instrumentality  of  conunerce  which  is  used 
by  the  shipper  who  desires  to  send  by  both  water  and  rail,  so  far 
as  the  package  traffic  is  concerned,  but  not  the  cargo  traffic.  Our 
auditor  and  general  freight  agent  are  here  to  answer  in  detail  any 
question  which  I  may  be  unable  to  answer. 

Mr.  Sanders  of  Indiana.  This  bill  provides  for  minimum  rates 
on  railroads.  I  was  just  wondering  if  it  were  exempted,  so  far  as 
port  to  port  water  traffic  was  concerned  what  effect  it  would  have 
upon  competitive  transportation  between  the  water  carriers  and 
the  I'ail  carriers,  when  we  fix  a  minimuui  rate  upon  the  rail  carriers. 
Would  not  that  give  an  opportunity  for  the  water  carriers  to  take 
all  that  traffic  away  from  the  rail  carrier  except  such  as  needed  to 
move  rapidly? 
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Mr.  Platt.  I  think  I  can  fairly  answer  that  question  by  saying 
that,  as  to  the  greater  part  of  the  cargo  haul,  for  instance,  take 
grain  from  Duluth  to  Buffalo,  the  cost  of  the  carriage  by  water  is 
so  far  below  the  cost  of  carriage  by  rail  that  the  competition  be- 
tween the  tAvo  could  only  be  created  by  raising  the  price  of  the 
water  carriage  to  a  point  where  it  would  be  an  economic  injury  to 
the  rail  interests. 

Mr.  Sanders  of  Indiana.  There  is  no  real  competition? 

Mr,  Platt,  There  is  no  real  competition.  That  does  not  apply 
to  all  points.  For  instance,  that  does  not  apply  to  Chicago  rates 
east,  the  water  haul  up  Lake  Michigan  and  down  through  the  lakes 
is  not  so  much  cheaper  than  the  land  haul  but  what  the  rail  haul 
is  available.  As  ajnatter  of  fact,  the  railroads  I  think  practically 
control  the  Chicago  grain  movement;  in  other  words,  the  natural 
conditions  put  one  or  the  other,  from  the  most  important  ports,  out 
of  competition. 

Mr.  Sanders  of  Indiana.  How  about  traffic  between  New  York 
and  Boston? 

Mr.  Platt.  Well,  I  can  only  speak  of  the  Great  Lakes  conditions. 
I  am  not  at  all  familiar  with  the  coast  conditions  on  salt  water. 

Mr.  CoADY.  Is  not  some  of  that  freight  designed  to  go  beyond  the 
lake  cities? 

Mr.  Platt.  It  is  designed  ultimately,  of  course,  to  go  beyond  the 
lake  cities,  but  there  is  not  a  through  rate  made  in  transit  that  includes 
cargo  rates  from  the  Great  Lakes.  The  carriers  deliver  it  in  the 
case  of  grain  to  the  elevators  at  Buffalo,  and  in  the  case  of  ore  to  the 
ore  docks  at  Buffalo  or  Erie,  as  the  case  maybe.  It  loses  its  identity 
there  absolutely  so  far  as  the  cargo  boat  is  concerned.  A  cargo  of 
100,000  bushels  of  grain  goes  into  the  Buffalo  elevator;  10,000 
bushels  of  grain,  not  of  that  particular  cargo,  but  coming  out  of 
the  bin  into  which  it  is  graded  in  accordance  with  its  quality,  is 
shipped  on.  It  may  be  a  month  or  it  may  be  a  week  or  it  may  a 
day,  but  the  identity  of  the  shipment  is  entirely  lost,  and  the  freight 
rate  from  Duluth  to  Buffalo  has  no  influence  upon  the  rate  from 
Buffalo  to  New  York  or  wherever  it  is  bound.  It  may  go  by  canal, 
it  may  go  by  rail,  but  it  does  not  matter. 

Mr.  CoADY,  Does  your  duty  and  responsibility  cease  upon  deliv- 
ery of  this  freight  at  the  lake  ports  ? 

Mr,  Platt,  Our  duty  and  responsibility  and  control  and  knowledge 
all  cease    alike  the  moment  the  delivery  is  made  into  the  terminal. 

]\lr.  Watson.  How  do  tlie  rates  of  freight  charged  by  the  tramp 
steamers  compare  with  those  charged  by  the  regular  lines? 

Mr,  Platt,  It  is  purely  a  matter  of  competition.  We  come  into 
a  port  and  we  have  a  hold  of  75,000  bushels'  capacity.  There  is  a 
tramp  steamer  there  that  has  75,000  bushels'  capacity.  If  there  are 
150.000  bushels  to  be  loaded  that  day  the  competition  is  mild.  If 
there  are  only  75,000  bushels  to  be  loaded  that  day,  the  competition 
will  be  considerable.  I  do  not  mean  that  one  might  offer  to  take  it 
for  4  cents  and  the  other  for  2  cents,  but  I  mean  the  question 
of  an  eighth  of  a  cent  or  even  a  sixteenth  may  enter  into  the  matter. 

Mr.  Watson.  The  maintenance  of  a  tramp  ship  costs  a  good  deal 
less  than  that  of  a  regular  line  of  steamers. 
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Mr.  Platt,  Very  much  less.  But,  on  the  other  hand,  of  course, 
we  are  getting  a  revenue  from  our  regular  package  freight.  In  all 
fairness  and  frankness  I  should  make  that  statement.  We  are  get- 
ting that  revenue  from  regular  package  freight,  our  regular  schedule; 
we  are  not  entirely  dependent  upon  the  cargo  business,  although  we 
are  dependent  upon  it  to  maintain  anything  like  our  present  cost  of 
package  freight  rates. 

Mr.  Watson.  A  tramp  steamer  irnxy  take  freight  from  New  York 
to  Australia,  and  it  is  a  gamble  whether  it  will  be  able  to  obtain 
freight  for  another  port? 

Mr.  Platt,  Yes. 

Mr.  Watson.  I  presume  on  that  ]:)rinciple  they  charge  higher 
rates  than  the  regular  steamers? 

Mr.  Platt.  They  Avould  charge  higher  except  that  that  is  counter- 
balanced by  the  fact  that  their  overhead  expenses  are  much  less  than 
the  OA'erhead  expenses  of  the  regular  line  steamers. 

Mr.  Watson.  They  are  useful  in  commerce? 

Mr.  Platt.  The  consensus  of  opinion,  as  I  have  said,  among  the 
.shippers  on  the  Great  Lakes,  I  believe,  and  I  believe  the  same  is 
true  as  to  shippers  on  salt  water,  is  that  they  perform  a  service 
which  could  not,  in  A'iew  of  the  flexibility  required,  be  adequately 
performed  by  regular  lines.  That  seems  to  be  the  general  consensus 
of  opinion,  and  while  I  represent  the  other  side  of  the  shipping 
business,  I  am  prepared  to  acquiesce,  in  fairness,  in  that  general 
decision. 

Mr.  CoADY.  Is  flour  from  Duluth  shipped  over  the  Great  Lakes? 

Mr.  Platt.  A  large  amount  of  flour  is  shipped,  but  that  is  pack- 
age freight. 

Mr.  CoADY.  That  is  not  included  in  this  at  all? 

Mr.  Platt.  Let  me  be  exact  in  that  statement.  It  is  possible  that 
a  flour  mill  in  Minneapolis  or  Duluth  might  accumulate  a  large 
volume  of  flour,  a  great  nmnber  of  barrels,  and  seek  a  charter  party, 
that  is  seek,  instead  of  shipping  a  thousand  barrels  or  something  of 
that  sort,"  to  charter  an  entire  boat,  in  which  event  it  might  be  a 
matter  of  bulk  freight;  but  that  would  be  very  rare  indeed,  because 
that  would  involve  the  accumulation  of  an  amount  of  manufactured 
product  the  delay  in  which  would  probably,  except  under  exceptional 
circumstances,  more  than  counterbalance  any  saving  of  rate  that 
might  be  induced  by  the  bulk  shipment.  So,  as^  I  say,  while  a  great 
deal  of  flour  is  shipped,  it  is  shipped  as  package  freight,  under  the 
jurisdiction  of  the  Interstate  Commerce  Commission,  rather  than  as 
a  bulk  cargo. 

Mr.  WiNSLow.  Do  your  water  carrying  corporations  have  to  file 
any  public  statements  as  to  their  business  and  so  forth? 

Mr.  Platt.  Yes;  we  file  such  statements  with  the  Interstate  Com- 
merce Commission,  and  also  the  Shipping  Board.  We  have  to  file 
complete  reports  with  the  Interstate  Commerce  Commission,  show- 
ing the  aggregate  of  all  business  and  all  the  other  things  required  by 
the  Interstate  Commerce  (Commission  where  it  has  jurisdiction  or 
control  of  any  branch  of  the  carrier. 

Mr.  WiNSLow.  How  do  your  operating  expenses  run,  as  compared 
with  the  opei-nting  expenses  of  the  railroad,  as  to  percentage?  Are 
thoy  around  70  to  75  per  cent? 
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]Mr.  Platt.  I  am  sorry  to  say  that  I  can  not  answer  that  question. 
We  do  not  come  in  contact  Avith  railroad  operation,  except  as  a  part 
of  our  through  shipments,  and  Ave  have  never  compared  our  state- 
ments Avith  the  statements  of  the  railroads.  They  are  both  on  file 
Avith  the  Interstate  Commerce  Commission,  hoAvcA^er,  and  that  com- 
parison could  easily  be  made. 

]Mr.  WiNSLOAv.  Do  you  not  make  an  analysis  of  your  operating- 
expenses  as  compared  to  your  gross  receipts? 

Mr.  Platt.  I  do  not  think  any  analysis  Ave  have  niffde  under  pres- 
ent conditions  Avould  be  instructive.  May  I  say  that  the  condition 
I  haA'e  spoken  of  in  regard  to  grain  and  so  forth  is  not  just  at  pres- 
ent technically  applicable,  because  the  Grain  Corporation  at  the 
present  time  is  fixing  our  rates  and,  indeed,  alloting  our  cargoes. 
We  have  been  for  the  last  tAvo  years  entirely  under  the  control  of  the 
Grain  Corporation.  This  bill  at  the  present  time  Avould  not  affect 
us  but,  of  course,  that  control  Avill  soon  go  out  of  existence. 

Mr.  WiNSLOAV.  In  the  present  situation,  have  not  the  waterway  or- 
ganizations kept  their  operating  expenses  so  that  they  know  what 
percentage  of  their  receipts  goes  to  operating? 

Mr.  Platt.  The  Great  Lakes  Transit  Co.,  I  may  say,  was  organ- 
ized when  under  the  law  the  railroad  companies  were  compelled  to 
go  out  of  the  water-carriage  business  and  sell  their  lines,  so  that  this 
particular  common  carriage  by  water,  as  a  separate  entity,  and  not  a 
component  part  of  the  railroads,  Avas  comparatiA^ely  recently  exer- 
cised Avhen  the  Avar  conditions  came  on,  and  we  passed  practically,  as 
I  say,  under  the  control  of  and  acting  through  the  Grain  Corpora- 
tion. If  the  committee  desires,  we  will  furnish  any  figures  that  are 
thought  to  be  enlightening  in  that  connection. 

Mr.  WiNSLOAV.  I  do  not  Avant  to  be  too  inquisitive,  but  I  was  inter- 
ested to  know  hoAv  you  kept  that  account. 

Mr.  Platt.  I  Avould  be  glad  if  you  Avould  address  that  question  to 
Mr.  Evans,  Avho  is  our  auditor. 

Mr.  Wixsloav.  Do  you  desire  to  substitute  him  noAv  for  the  pur- 
pose of  facilitating  the  examination? 

Mr.  Platt.  Yes;  I  would  like  him  to  take  the  stand. 

STATEMENT  OF  MR.  W.  R.  EVANS,  AUDITOR  GREAT  LAKES 

TRANSIT  CO. 

Mr.  Evans.  We  keep  our  books  exactly  as  prescribed  by  the  Inter- 
state Commerce  Commission,  even  on  the  bulk  trafhc,  grain  and  ore, 
and  give  them  every  detail  required  in  the  commission's  report.  So 
that  we  file  each  year  an  answer  to  every  question,  just  as  it  is  asked, 
in  their  annual  report. 

Mr.  Wixsloav.  Well,  that  is  all  right  as  to  that,  but  if  you  are 
auditor  you  probably  keep  your  books  Avith  a  vieAV  of  operating  ex- 
pense.    Would  that  be  a  correct  conclusion? 

Mr.  Evans.  As  to  the  proportion  of  operating  expenses  to  revenue? 

Mr.  Wixsloav.  Yes. 

Mr.  Evaxs.  Of  course  that  fluctuates  each  year.  It  has  been  up- 
side doAvn  every  j-ear.  We  obtained  a  benefit  from  the  general  ad- 
A^ance,  the  25  per  cent  advance,  by  reason  of  changing  our  rates  to 
line  up  on  the  same  parity  Avith  all  railroad  rates,  tlie  same  differen- 
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tials  iisualh'  under  all  rail  as  we  had  had.  So  that  rail  rates  and 
changes  in  the  rail  rates  affect  onr  revenues;  and  I  will  say,  roughly, 
that  our  operating  expenses  were  about  80  per  cent  of  the  revenue ; 
but  we  meet  the  award  of  the  Shipping  Board  as  to  what  the  wages 
shall  be  and  the  increased  fuel  cost  and  radical  changes;  in  other 
words,  some  items  of  expense  are  double  what  they  were  tAvo  years 
ago,  and  we  wonder  where  we  are  going  to  come  out,  and  then  some 
business  turns  up  that  enables  us  to  go  on  with  it. 

Mr.  WiNSLOw.  But  still  when  you  close  your  books  from  year  to 
year,  if  they  are  kept  in  the  ordinary  way,  you  would  know  about 
what  percentage  went  into  operating  expenses? 

Mr.  Evans.  Yes. 

Mr.  WiNSLOW.  And  that  is  at  present  around  about  80  per  cent  ? 

Mr.  Evans,  Yes,  sir. 

Mr.  Win  SLOW.  What  items  do  you  charge  into  your  operating  ex- 
pense? I  will  help  you  out  on  the  question.  It  may  not  take  so 
long  then.  Do  you  charge  your  upkeep  and  renewals  as  operating 
expenses  ? 

Mr.  Evans.  Yes;  we  charge  just  as  outlined  by  the  commission. 
There  is  a  very  close  distinction  between  any  improvement  being 
charged  or  not  charged  to  operating  expenses,  but  we  do  charge 
any  repair  and  renewal  of  worn-out  parts,  in  so  far  as  we  have  an 
accrued  depreciation  on  that  vessel,  to  that  extent;  for  instance,  a 
new  boiler.  If  we  would  set  up  depreciation,  we  could  not  charge 
operating  expenses  with  that;  but  the  ordinary  repair  expense  goes 
into  operating  expenses;  and  also  the  2^  per  cent  which  is  fixed  for 
depreciation  for  boat  lines,  generally  fixecl ;  at  least,  it  was  fixed  for 
us  by  the  Interstate  Commerce  Commission  as  being  all  the  Treasury 
Department  would  allow  for  income-tax  purposes ;  and,  while  we  do 
not  think  it  was  really  proved  that  was  the  depreciation,  we  accepted 
that  in  good  faith,  and  have  been  charging  out  that  way  ever  since. 

Mr.  Win  SLOW.  What  do  you  regard  as  the  normal  life  of  a  boat 
on  the  Lakes? 

Mr.  Evans.  Well,  the  boats  of  our  type  have  been  used  for  many 
years.  Aside  from  the  question  of  becoming  obsolete  they  will  last 
40  years— 30  years.  There  are  some  now  that  are  that  old  on  the 
Lakes.  They  do  not  have  the  wear  or  the  barnacles  that  the  boats 
on  the  ocean  have. 

Mr.  WiNSLOw.  That  would  make  2^  per  cent,  then? 

Mr.  Evans.  Y^es. 

Mr.  WiNSLOw.  In  depreciation  account  do  you  take  2i  per  cent 
off  the  whole  yessel  or  do  you  have  some  system  of  depreciating 
some  parts  more  than  others? 

Mr.  Evans.  We  take  the  whole  gross  cost  of  each  vessel. 

Mr.  WiNSLOw.  Does  that  go  into  the  operating  account? 

Mr.  Evans.  That  goes  into  our  operating  expenses.  That,  of 
course,  includes  in  the  Interstate  Connnerce's  classification  obso- 
lescense, but  the  package-freight  boat  does,  not  change  as  much  as 
the  coarse  freighter  or  wild  boat  on  the  Lakes:  does  not  become 
obsolete  as  soon  as  that  kind  of  boat,  because  the  larger  boats  that 
are  built  drive  them  out  of  business,  and  that  is  because  fuel  and 
wages  and  so  on  are  such  big  items.  They  are  nearly  as  much  on  a 
small  boat  as  they  are  on  a  12,000-ton  boat. 
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Mr.  Win  SLOW.  The  next  question  I  wanted  to  ask  was  this,  and 
I  do  not  know  which  one  of  you  would  like  to  answer  it.  It  is  as  to 
whether  or  not  there  is  now  an^^  direct  connection  between  any  of 
these  water  lines  and  the  railroad  lines. 

Mr.  Evans.  There  is  none  between  the  Great  Lakes  Transit  Cor- 
poration and  any  rail  lines  other  than  there  being  joint  tariffs  and 
througii  rates  and  divisions. 

Mr.  WiNSLOw.  And  those  tariffs  are  made  up  under  the  direction 
of  the  Interstate  Commerce  Commission,  are  they  not? 

Mr.  Evans.  Yes:  they  are  made  under  the  direction  of  the  Inter- 
state Commerce  Commission  entirely. 

Mr.  WiNSLOw.  So  the  railroad  does  not  control  any  boat  lines  any 
more  ? 

Mr.  Evans.  Not  a  bit. 

Mr.  WiNSLOW.  They  do  not  set  the  rates  except  by  the  approval 
of  the  commission? 

Mr.  Evans.  No,  sir. 

Mr.  WiNSLOw.  How  do  you  fix  up  a  rate,  saj,  from  Boston  to 
Buffalo  by  rail  and  then  by  lake  from  Buffalo  to  Chicago,  say,  and 
then  by  rail  to  St.  Louis? 

Mr.  "Evans.  Well,  our  line  does  not  operate  now  through  Chicago. 

Mr.  WiNSLOw.  Well,  take  any  other  place. 

Mr.  Evans.  Say  to  St.  Paul  or  Minneapolis  via  Duluth.  The  rate 
is  established  by  the  initial  rail  carrier,  and  the  commission  has  pre- 
scribed that  our  rates  by  our  route  shall  be  just  so  many  cents  under 
what  the  rail  rate  in  effect  is.  In  other  words,  we  are  a  differential 
line  generally  on  an  established  basis;  so  much,  no  less  and  no  more, 
under  all  rail. 

Mr.  Wtnslow.  Wliat  is  the  story  of  the  success  or  failure  of 
lake  transportation  companies  for  any  period  you  want  to  give? 

Mr.  Evans.  I  did  not  get  that  question. 

Mr.  WiNSLOw.  What  are  the  facts  respecting  the  success  or  failure 
of  these  water  carriers  on  the  Lakes,  not  your  line  particularly,  but 
all  of  them? 

Mr.  Evans.  There  have  been  only  a  few  lines  similar  to  ours,  and 
they  were  usually  controlled  by  the  railroads.  That  was  prior  to  the 
Panama  Canal  act.  So  it  is  hard  to  say  whether  they  were  a  success 
or  a  failure,  because  they  were  looked  upon  as  a  link  of  a*competitive 
nature,  and  they  sometimes  made  money  and  other  times  did  not, 
and  some  lines  were  more  fortunate  than  others.  "Wliere  they  had, 
say,  for  instance,  the  New  York  Central  line  the  old  Western  Transit 
line  was  the  most  favored,  because  they  had  a  direct  run  to  Dulutk 
and  enjoyed  a  large  tonnage,  and  therefore  had  a  better  show  than 
some  of  the  other  lines  that  had  to  fight  harder  for  tonnage  among 
smaller  lines. 

But  of  recent  years  the  Northwestern  Steamship  Co.,  formerly  the 
Port  Huron  &  Duluth  Steamship  Co.,  tried  to  operate  as  an  inde- 
pendent line  similar  to  our^  and  went  out  of  business.  They  found 
they  could  not  possibly  exist.  But  I  think  that  was  partially  due  to 
the  fact  that  they  only  had  three  boats  and  the}^  were  not  modern 
and  up  to  date,  and  there  is  a  big  overhead  in  connection  with  the 
publication  of  tariffs,  and  you  must  have  a  fairly  good  volume  of 
traffic  to  become  successful  and  meet  the  different  situations  as  they 
exist. 
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Then  the  other  lines,  like  the  Detroit  &  Cleveland  and  Cleveland  & 
Buffalo,  which  are  combined  package  freight  and  passenger  lines, 
they  have  generally  been  successful,  I  think,  fairly  so.  They  have 
survived  for  years,  and  probably  in  recent  years  have  had  a  great 
deal  of  adversity,  on  account  of  the  short  haul  and  therefore  no  op- 
})ortunity  to  meet  the  high  increased  cost  of  fuel  and  labor  and  wages 
and  insurance,  and  so  on;  but  there,  again,  taking  this  year,  the 
l)assenger  business  is  big  and  helps  them  out.  So  if  it  is  not  one  thing 
it  is  another  from  year  to  year  that  makes  it  a  go  in  some  way  or  the 
other. 

Mr.  AVixsi.ow.  "Well,  taking  the  time  since  you  have  been  operat- 
ing independent  of  railroads,  would  you  say  that  the  Lake  traffic 
has  been  successful  or  unsuccessful,  taking  it  as  a  whole? 

Mr.  Evans.  I  Avould  say  it  has  been  successful,  and  possibly  some 
of  the  managers  of  the  old  lines  would  say  that  we  were  fortunate^ 
because  there  was  a  big  volume  of  business  forced  onto  the  Lakes, 
the  congestion  on  the  railroads  causing  that  big  business,  and  we  had 
it  easier  than  they  did ;  they  had  to  use  the  Lakes  and  under  condi- 
tions  that  obtained  during  the  past  three  years  we  have  been  what 
you  might  term  fortunate.  How  that  competition  will  change  in  the 
future,"of  course,  it  is  hard  to  say.  Ordinarily  there  was  very  bitter 
competition  between  the  rail  route  and  the  rail  and  water  route. 

Mr.  WiNSLOw.  Have  the  most  of  the  lines  been  paying  dividends 
since  they  became  independent  of  the  railroads? 

Mr.  Evans.  Well,  I  should  say  so,  except  this  Northwestern  Steam- 
ship Co. 

Mr.  Win  SLOW.  I  mean  speaking  broadly. 

Mr.  Evans.  Yes. 

Mr.  WiNSLOw.  Have  you  any  idea  about  how  the  dividends  would 
run,  on  the  average? 

Mr.  Evans.  No,  not  outside  of  our  own  company;  I  do  not  know 
about  the  others. 

Mr.  WiNSL0w\  Your  own  dividends  are  a  matter  of  record,  I 
suppose  ? 

Mr.  Evans.  Yes. 

Ml-.  WiNsixDw.  Well,  what  have  they  been? 

Mr.  EvAN4g.  Well,  they  have  paid  7  per  cent  on  the  preferred  stock, 
which  is  fixed,  and  then  they  paid,  Avell,  approximately  7  per  cent 
on  the  common  stock. 

Mr.  WiNSLOw.  What  is  the  difference  in  those  grades  of  stock? 

Mr.  Evans.  Well,  originally  there  was  one  share  of  common  for 
each  share  of  preferred.  So  that  you  might  say  that  each  share 
paid  a  stockholder  14  per  cent  during  the  past  three  years,  or  nearly 
that. 

Mr.  Win  SLOW.  What  do  you  put  aside  as  surplus — what  percentage 
of  your  investment? 

Mr.  Evans.  No  particular  percentage.  It  has  nearly  all  been  paid 
out  in  dividends;  that  is.  all  they  could  make,  with  an  ordinary  re- 
serve for  depreciation.  We  set  aside  for  a  depreciation  reserve  only, 
no  other  reserve  than  that.  In  other  words,  our  surplus  was  ex- 
hausted approximately  from  time  to  time  by  maintaining  these  divi- 
dend payments. 

Mr.  WiNsiX)w.  The  reserve  is  2^  per  cent. 
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Mr.  Evans.  Yes;  that  was  lielcl. 

Mr.  Win  SLOW.  What  percentage  of  your  business  is  in  competition 
with  tramp  steamers? 

Mr.  Evans.  Well,  that  fluctuates  from,  say.  40  to  60  per  cent  a 
year.  We  would  prefer  to  have  all  of  our  traffic  of  an  interstate- 
commerce  nature,  so  that  we  would  be  engaged  in  connnerce  of  a 
general  nature,  such  as  so-called  package  freight  and  merchandise, 
and  not  take  any  grain  or  ore  at  all;  but  as  at  the  present  time  the 
flour  mills  at  Minneapolis  and  in  the  West  are  generally  closed  up 
and  we  have  very  little  business  for  the  boats.  It  necessitates  some 
of  our  boats  being  laid  up;  in  fact,  some" of  them  have  been  laid  up 
since  early  in  June,  and  one  of  them  has  been  laid  up  all  the  year, 
because  there  was  no  business  offering,  and  the  Grain  Corporation, 
in  controlling  the  shipments  of  grain,  has  allocated  the  cargoes  to 
different  vessels,  and  has  said  that  we  have  had  our  share  in  com- 
parison with  all  of  the  vessels  on  the  Lakes,  and  they  hate  to  see  them 
h'ing  idle,  but  that  the  same  is  true  of  other  wild  vessels,  that  we 
are  all  on  an  equality  and  equally  suffering;  but  we  do  not  expect 
that  condition  is  going  to  continue  very  long;  that  is,  perhaps  next 
year  it  will  be  a  high  rate,  and  it  will  be  a  real  competitive  race  in- 
stead of  one  fixed  by  the  Grain  Corporation. 

Mr.  WiNSLOw.  Do  you  insure  the  vessels  yourself  or  have  them 
insured  ? 

Mr.  Evans.  We  insure  them  ourselves;  that  is,  we  are  the  regular 
underwriters. 

Mr.  WiNSLOw.  What  do  you  charge  for  that  in  the  operating  ex- 
pense ? 

Mr.  Evans.  That  is  charged  to  insurance  in  the  I.  C.  C.  account. 

Mr.  WiNSLOW.  As  an  operating  expense? 

Mr.  Evans.  As  an  operating  expense. 

The  Chairman.  Mr.  Piatt,  did  you  finish  what  you  had  to  say  ? 

Mr.  Platt.  Yes,  Mr.  Chairman ;  except  to  answer  any  questions  on 
the  general  proposition. 

The  Chairman,  I  did  not  have  the  pleasure  of  hearing  you.  If 
there  are  no  further  questions,  and  these  gentlemen  have  nothing 
further  to  state  to  the  committee,  we  thank  you  for  coming  here. 

Mr.  WiNSLOw.  I  would  like  to  ask  Mr.  Platt  one  further  question. 

The  Chairman.  Very  well. 

Mr.  Winslow.  What  would  be  your  idea  of  the  right  way  to  treat 
the  tramp  steamers? 

Mr.  Platt.  My  own  opinion  is  that  the  tramp  steamers  do  not 
require  regulation;  that  competition  affords  a  sufficient  regulation. 
We  will  help  to  regulate  the  tramp  steamers  if  we  are  not  required 
to  publish  fixed  tariffs,  and  we  think  that  the  greater  flexibility 
that  exists  in  connection  with  this  occasional  and  seasonal  carriage, 
which  is  the  bulk  cargo  carriage,  is  a  greater  advantage  than  would 
be  regulation  under  a  fixed  rate.  That  is  our  candid  opinion.  We 
believe  that  selfishly  we  would  be  better  off  if  the  tramp  steamers 
and  ourselves  were  both  put  under  a  fixed  tariff,  but,  speaking  as 
citizens,  and  frankly  answering  your  questions,  we  believe  the  tramp 
steamers  are  better  off  not  regulated,  except  by  competition,  and 
all  we  ask  is  that  where  they  are  left  unregulated  except  by  com- 
petition we  be  permitted  to  compete  with  them  on  an  equal  basis. 
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Mr.  Hamilton.  I  understood  you  to  say  that  tramp  steamers 
claimed  not  to  be  common  carriers  ? 

Mr.  Platt.  Yes;  they  do. 

Mr.  Hamilton.  What  is  that  based  on  ? 

Mr.  Platt.  That  is  based  on  the  proposition  that  a  common  carrier 
is  one  that  travels  over  a  fixed  route,  holding  itself  out  to  accept 
goods  from  whomsoever  tenders  them;  whereas  the  tramp  steamer 
says  that  it  does  not  travel  over  a  fixed  route,  and  it  does  not  hold 
itself  out  to  the  public  as  being  able  to  carry  anything  offered.  If 
a  man  wants  us  to  carry  a  thousand  bushels  of  wheat  or  a  hundred 
bushels  of  wheat,  we  have'to  do  it,  if  we  are  a  common  carrier,  but 
the  tramp  steamer  says  it  can  not  do  it  and  will  not  do  it.  It  simply 
holds  itself  out  as  willing  to  carry  particular  commodities  to  which 
the  vessel  is  adapted,  for  the  benefit  of  such  persons  as  can  offer 
them,  and  in  such  quantities  as  the  vessel  can  carry,  and  for  such 
price  as  may  be  mutually  agreed  upon.  Of  course,  that  definition 
of  a  common  carrier  is  subject  to  a  great  deal  of  shading,  and  I  do 
not  wish  to  be  understood  as  saying  that  tramp  steamers  are  not 
common  carriers,  although,  as  a  lawyer,  I  lean  to  the  belief  that  the 
opinion  that  they  are  not  is  well  founded.  But  still  I  want  to  say 
that  it  is  not  a  question  free  from  doubt. 

Mr.  Hamilton.  Have  there  been  any  legal  decisions  on  this  ques- 
tion? 

Mr.  Platt.  I  think  not,  but  Mr.  Goulder  would  be  better  quali- 
fied to  answer  that  question  than  I  am,  because  I  have  never  had  oc- 
casion to  represent  a  tramp  or  wild  steamer  except  on  some  par- 
ticular question  not  involving  the  definition  of  a  tramp  steamer. 

Mr.  Denison.  Does  the  Lake  transportation  service  have  organ- 
ized labor? 

Mr.  Platt.  Our  line  is  a  union  line.  I  do  not  know  that  they  have 
union  labor  on  all  boats.  I  am  told  it  is  not  uhion  labor  on  all  boats. 
Our  own  fleet  runs  union,  but  there  are  boats  that  run  nonunion, 

Mr.  Denison.  Does  the  increased  cost  of  labor  on  steamship  lines 
correspond  Avith  the  increased  cost  generally? 

Mr.  Platt.  There  has  been  a  large  increase  in  our  labor  cost. 
Whether  it  corresponds  to  the  increases  generally  I  could  not  answer, 
because  those  increases  have  been  very  great  in  some  industries  and 
not  so  great  in  others. 

The  Chairman.  How  about  the  tramp  steamer  in  that  respect? 

Mr.  Platt.  Some  are  miionized,  and  some  are  not.  Of  course 
they  are  all  subject  to  the  laws  relating  to  seamen. 

Mr.  Hamilton.  I  suppose  union  wages  control  them  the  same  as 
regular  lines? 

Mr.  Platt.  Where  thev  are  run  with  a  union  crew  certainlv  they 
do. 

Mr.  Hamilton.  And  even  if  the  crew  is  not  a  union  crew  do  not 
their  wages  correspond  pretty  closely  with  the  w^ages  of  union  labor  ? 

Mr.  Platt.  Their  wages  have  to  correspond  or  some  other  induce- 
ments have  to  be  offered. 

Mr.  HA^riLTON.  Which  would  be  the  equivalent  thereto? 

Mr.  Platt.  Yes;  something  that  would  be  the  equivalent.  Of 
course  the  labor  item  of  the  crew  of  a  tramp  steamer  is  much  less 
tlian  the  labor  item  of  a  crew  on  a  common  carrier,  because  the 
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freight  on  the  tiainp  steamer  is  generally  handled  by  an  elevator  and 
it  is  not  necessary  to  have  such  a  large  crew.  The  class  of  the  com- 
modity they  handle  does  ,not  make  it  necessary  to  have  such  a  large 
crew  as  is  required  on  a  regular  line  steamer. 

The  Chairman.  Are  there  any  other  representatives  of  transpor- 
tation lines  here  who  wish  to  be  heard?  I  see  Mr.  Goulder  is  here. 
Do  you  wish  to  be  heard,  Mr.  Goulder? 

Mr.  Goulder.  Thank  3'ou,  Mr.  Chairman,  I  would  like  to  be  heard. 

STATEMENT  OF  MR.  HAEVEY  D.  GOULDER. 

Mr.  Goulder.  Referring  to  tramp  steamers,  I  would  like  to  say 
that  there  is  nothing  in  the  bill  inclicating  any  intention,  nor  have 
the  Interstate  Commerce  Commission  any  thought  of  regulating  the 
wild  or  tramp  steamer.  That  is  the  class  of  ship  on  the  Lakes  which 
I  represent,  and  the  question  arose  as  to  whether  there  was  sufficient 
positiveness  in  the  distinction  between  the  common  carrier  and  the 
tramp  steamer;  and  the  shippers — not  the  shipowners — took  up  the 
question  of  whether  those  ships  should  be  put  under  regulation  to 
compete  with  fixed  rates  which  might  not  be  altered  except  upon 
notice  in  advance,  etc. 

The  concensus  of  opinion  expressed  by  chambers  of  commerce 
throughout  the  entire  Lake  region  is  very  well  expressed  in  a  letter 
which  Mr,  McDonald,  secretary  of  the  Duluth  Chamber  of  Com- 
merce, wrote  to  the  chairman  of  this  committee,  and  the  same  thing 
Avas  expressed  in  Canada,  where  such  a  subject  of  regulating  tramp 
steamers  or  putting  them  under  a  railroad  commission  over  there  was 
considered  and  rejected  upon  the  protest  of  all  the  chambers  of  com- 
merce in  Canada — I  mean  that  were  related  in  any  manner  to  this 
business,  and  the  manufacturers  and  shippers  and  all. 

Xow,  Mr.  McDonald  wrote  this,  and  I  am  only  going  to  read  this 
as  being  illustrative  of  the  feeling  that  the  people  have  who  are  de- 
pendent upon  this  lake  transportation  and  not  otherwise  interested 
in  ships.     [Reading:] 

The  lake  carriers  of  bulk  freight,  particularly  grain,  ore,  and  coal,  compete 
for  the  traffic.     Grain  is  the  commodity  in  which  we  are  directly  interested. 

That  is  Duluth.     [Continuing  reading:] 

The  rates  made  by  the  boat  carriers  are  highly  competitive,  changing  daily, 
and  even  oftener.  The  rates  are  at  all  times  low,  varying,  of  course,  with  the 
supply  and  demand,  both  of  the  traffic  and  of  the  grain.  In  the  trade  this 
has  always  been  considered  a  desirable  condition,  and  has  resulted  in  moving 
grain  grown  by  the  producers  of  the  Northwest  to  eastern  and  foreign  markets 
at  a  very  low  rate  of  freight.  I  am  very  sure  that  all  interested  in  the  grain  trade, 
the  men  hjvpdling  it  as  well  as  the  growers  of  grain,  would  be  very  much  opposed 
to  seeing  this  condition  changed.  What  I  wish  to  ask  of  you  is  if  in  the  event 
of  the  adoption  of  the  proposed  legislation,  the  rates  of  bulk  carriers  will  have 
to  be  filed  with  the  commission  as  are  the  rates  now  under  the  jurisdiction  of 
the  commission  with  the  required  notice  of  changes,  etc.  You  will  see  that 
this  would  completely  revolutionize  the  condition  that  has  always  obtained  in 
the  handling  of  bulk  commodities  on  the  lakes. 

Similar  expressions  have  been  made,  as- 1  say,  by  the  various  cham- 
bers of  commerce  all  the  way  from  Chicago  to  Buffalo  and  Duluth 
to  Buffalo,  and  after  having  been  here  and  looked  into  the  question 
of  the  bill  and  its  possible  effect,  I  took  occasion  to  inquire  among 
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the  shippers  and  receivers  and  consumers  of  iron  ore,  the  principal 
coiiunodity,  and  they  said  and  authorized  me  to  say  for  them,  without 
a  dissenting  voice,  that  it  would  be — I  think  they  used  the  word — 
disastrous;  that  it  would  be  disastrous  and  extremely  unfortunate 
10  change  the  present  conditions. 

Now,  with  reference  to  this  lake  transportation,  the  so-called  tramp 
steamer,  the  bulk  freighter,  as  we  call  it,  has  no  connection,  directly 
or  indirectly,  in  any  degree  whatsoever,  with  any  railroad,  either  the 
one  that  brings  its  cargo  to  a  port  of  shipment  or  the  one  that  takes 
it  away  from  the  port  of  delivery,  in  respect  to  any  of  the  connnodi- 
ties  which  Ave  carry.  There  is  no  such  thing  as  a  through  route,  no 
such  thing  as  a  through  bill  of  lading.  Much  of  the  grain  that  comes 
down  the  lakes  is,  in  fact,  exported.  But  with  that  the  ship  has  no 
concern.  Her  engagement  begins  with  her  taking  in  of  tlie  cargo  on 
the  ship  at  some  lake  port;  it  ends  finally,  and  in  eyevj  respect,  when 
she  has  delivered  that  cargo,  be  it  ore,  coal,  or  grain,  at  some  other 
lake  port. 

We  carried  last  year  on  the  lakes  61,156,732  gross  tons  of  iron  ore. 
That  is  the  long  ton  of  2,240  pounds.  That  all  came  east,  the  great 
bulk  of  it  shipped  from  the  ports  of  Minnesota,  Wisconsin,  and 
Michigan,  on  Lake  Superior;  some  of  it,  a  relatively  small  portion, 
from  Escanaba,  which  is  in  Green  Bay,  an  arm  of  Lake  Michigan. 
Some  of  it  was  carried  to  and  delivered  at  some  of  the  ports  at  the 
head  of  Lake  Michigan — and  let  me  say  that  the  head  of  Lake  Michi- 
gan, as  we  employ  the  term  there  is  the  south  end,  because  the  trend 
and  current  and  everything  in  that  St.  Lawrence  basin  is  down  to- 
ward Lake  Erie.  The  major  portion,  say  80  per  cent,  goes  down  and 
is  delivered  at  what  are  termed  low^er  lake  ports,  which  begin  with 
Detroit,  and  include  the  ports  of  Toledo,  Huron,  Lorain,  Sandusky, 
Cleveland,  Fairport,  Conneaut.  Ashtabula,  Erie,  and  Buffalo. 

Ore  that  goes  to  the  head  of  Lake  Michigan  all  goes  there  for  con- 
sumption, so  far  as  I  know.  They  have  large  furnaces  and  mills  at 
Gary,  Ind.,  Indiana  Harbor,  and  South  Chicago,  and  in  Milwaukee, 
and  I  believe  all  the  ore  is  consumed  there,  melted  there  into  pig 
iron.  There  are  very  large  blast  furnaces  at  Detroit,  Toledo,  Lorain, 
Cleveland,  and  Buffalo. 

Ore  goes  from  those  ports  of  the  south  shore  of  Lake  Erie,  all  the 
way  from  Toledo  to  Buffalo,  by  rail  down  to  the  Mahoning  Valley, 
around  about  Youngstown,  Newcastle,  and  those  places.  A  lot  of 
it  goes  down  to  the  Pittsburgh  district.  That  which  goes  to  Buffalo, 
and  perhaps  some  of  the  other,  comes  East.  Quite  a  quantity  goes 
east  of  the  Allegheny  Mountains.  All  told,  there  is  over  61,000.000 
tons,  and  from  it  is  made  more  than  80  per  cent  of  the  iron  manu- 
factured in  this  country.  It  meets  foreign  ores  from  Cuba  and  Spain 
and  elsewhere  east  of  the  Allegheny  Mountains.  So  the  whole  mat- 
ter of  manufacturing  iron  and  steel  in  this  country  is  very  dependent 
upon  the  movement  of  this  great  quantity  of  ore.  besides  tlie  stone 
used  with  it,  at  a  very  low  rate.  The  Great  Lakes  furnish  a  low 
rate,  a  rate  that  will  rim  perhaps  a  fifth  of  the  rate  on  the  railroads 
best  adapted  for  handling  coarse  freights. 

That  ore  could  not  come  down  by  railroad  in  any  such  quantities 
or  in  satisfactory  manner,  or  with  any  such  effect,  or  with  any  such 
advantage  to  this  countrv,  for  railroads  could  not  furnish  such  fa- 
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"Cilities  as  the  bulk  freighters  have  been  and  are  satisfactorily  fur- 
nishing. Also,  we  take  up  to  the  Northwest  from  ports  on  Lake 
Erie  anthracite  coal,  perhaps  six  or  eight  million  tons,  principally 
from  Buffalo  and  Erie,  and  bituminous  coal  from  other  ports,  be- 
^ginning  with  Ashtabula  and  up  to  Toledo,  and  the  total  in  1918  was 
^2,000,000  tons. 

Before  I  pass  from  the  ore  business,  let  me  say  that  the  stone  that 
is  used  in  the  manufacture  of  iron  in  conjunction  with  iron  ore, 
amounted  in  1918  to  six  and  two-thirds  million  gross  tons.  So  that 
of  the  ore  and  stone  which  went  into  that  manufacture,  there  came 
down  the  lakes,  in  round  numbers,  68,000,000  gross  tons.  That  stone 
is  gathered  up,  comes  from  different  places  in  the  lower  peninsula  of 
Michigan  on  the  west  side  of  Lake  Huron,  and  a  lot  of  it  from  Sault 
Ste.  Marie  Eiver,  and  so  on,  and  it  is  carried  by  these  bulk  freighters ; 
also  there  are  some  ships  that  are  especially  fitted  for  that,  with 
their  own  handling  machinery,  especially  desirable  for  that  freight, 
because  in  many  places  there  are  not  terminal  facilities  needed  by 
the  ordinary  bulk  freighters,  nor  would  such  facilities  be  justified 
to  be  put  up  for  handling  this  commodity  alone. 

I  have  said  that  we  carried,  in  addition,  32,000,000  tons  of  coal. 
Then  there  is  a  very  large  amount  of  grain.  That  grain  is  nearly  all 
shipped  in  bulk  cargoes  from  Duluth  and  Superior  and  from  Can- 
adian upper  Lake  ports.  Grain  is  also  shipped  from  Milwaukee  and 
Chicago,  but  in  rather  erratic  fashion,  because  only  of  this;  that 
grain  coming  from  the  West  and  Southwest,  corn  coming  from  Kan- 
sas and  Nebraska  and  out  that  way,  sometimes  finds  its  way  cheaper 
to  the  East  all  by  train,  because  they  otherwise  would  have  to  break 
bulk  at  the  Lake  shipping  port  and  at  the  Lake  receiving  port,  say 
Buffalo.  But  I  think  it  is  safe  to  say  that  no  grain,  or  practically 
no  grain,  comes  from  the  head  of  Lake  Superior,  either  from  the 
United  States  or  the  Canadian  Northwest,  except  by  water.  That 
comes  at  a  low  rate,  as  is  mentioned  in  the  letter  of  Mr.  McDonald, 
of  the  Duluth  Chamber  of  Commerce,  on  your  files ;  and  speaking  of 
competition,  we  bring  down  much  grain  in  the  fall,  by  reason  of 
the  fact  that  that  can  not  be  moved  by  rail  within  the  possibilities 
of  rail  competition,  and  ships  held  last  fall  some  sixty  or  seventy 
million  bushels  of  grain  that  was  shipped  down  and  held  in  the  ship 
on  storage,  practically  warehoused  in  the  ships,  until  arrangements 
could  be  made  to  distribute  and  forward  from  the  Lake  port. 

Let  me  add  this,  that  the  grain  comes  and  it  is  not  necessary  at 
all  that  there  should  be  any  export  arrangement  about  it.  We  do 
not  know;  the  ship  does  not  know;  perhaps  the  shipper  does 
not  know;  perhaps  nobody  knows,  what  particular  lot  of  grain 
may  be  exported  or  what  may  be  used  in  this  country. 
For  the  purposes  of  transportation,  nobody  cares.  But  in  the 
fall  of  the  year  our  season  of  navigation,  theoretically,  for- 
mally closes — at  midnight  the  30th  of  November,  by  certain  insur- 
ance regulations  and  other  things  that  relate  to  the  close  of  naviga- 
tion, although  actual  navigation  may  extend  beyond  that  date. 
Sometimes  we  are  frozen  up  earlier.  There  was  one  fall — the  fall 
of  1917 — when  the  lake  interests  spent  over  $200,000  in  breaking 
channels  in  the  ice.     That  was  the  *first  week  in  December.     At 
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another  time  we  might  run  into  the  middle  of  December  without 
that  being  required,  as  was  the  case  last  year. 

As  the  business  is  about  to  close  for  the  season,  they  load  cargoes  of 
grain  on  board  ship  and  to  the  price  for  ordinary  carriage  and  de- 
livery is  added  whatever  the  bargain  may  be — one-half  or  three- 
quarters  of  a  cent — and  that  is  what  the  shipper  pays,  or  the  owner 
of  the  grain,  whoever  has  control  of  it,  for  the  privilege  of  leaving 
that  grain  in  the  ship  for  any  part  of  the  winter  up  to  the  first  of 
April,  because  in  the  middle  of  April — the  15th  of  April — nominally 
our  season  begins,  and  practically  does  begin  about  that  time.  So 
that  grain  is  aboard  the  ship  and  the  man  can  take  it  out  in  two 
weeks  or  two  months,  as  he  sees  fit. 

I  was  going  to  say  that  this  business  on  the  Lakes  is  very  highly 
specialized  business.  All  its  features  have  grown  up  together  there. 
The  ships  have  grown  until  an  average  cargo  for  the  season  of  1918 
was  something  over  8,000  tons.  A  great  many  of  the  ships  were 
small;  carried  only  two  or  three  thousand  tons,  and  then  all  the 
way  from  that  up  to  13,000  tons.  And,  as  the  ships  have  grown,  so 
have  the  docks  ^rown  in  size.  The  ships  are  peculiar  ships.  One  of 
our  600-foot  ships,  carrying  13,000  tons,  will  have  36  hatches,  ex- 
tending almost  all  the  way  across  the  deck,  with  narrow  spaces 
between  them,  and  the  hatches  with  12-foot  centers.  The  docks  are 
built  with  reference  to  that;  the  elevators  are  built  with  reference 
to  that,  or  the  ships  are  built  with  reference  to  the  improvements 
in  the  docks,  as  you  choose  to  put  it.  But  there  has  been  an  evolu- 
tion in  that  way. 

So  in  the  handling  of  the  coal  in  and  out,  and  the  stone  in 
and  out,  and  the  grain  in  and  out,  this  very  remarkable  cir- 
cumstance has  occurred:  A  ship  has  gone  into  port  and  dis- 
charged and  loaded — a  total  of  both — over  21,000  tons  of  cargo, 
besides  putting  on  fuel,  within  24  hours,  and  a  ship  has  loaded 
13,500  tons  of  iron  ore  in  55  minutes.  They  unload  these  enormous 
cargoes  of  coal  in  a  few  hours  and  have  loaded  10,000  tons  in  2  or  3 
hours  and  taken  it  out  in  some  8  hours.    This  is  what  can  be  done. 

And  so  in  this  method  of  business,  all  things  have  gone  alone 
together.  The  people  have  to  have  these  commodities  carried  by  that 
cheap  transportation,  the  value  of  which  is  recognized  by  the  Gov- 
ernment expending  money  for  the  improvement  of  channels,  the 
building  of  the  locks  at  the  Soo,  and  so  forth;  and  the  business  is  an 
interweaving  of  the  varied  interests  and  instrumentalities. 

Now,  as  to  regulation,  these  ore  men,  these  grain  men,  these  cham- 
ber of  commerce  men,  and  the  shippers  and  the  consumers  do  not 
want  it- except  as  they  regulate  it  there  and  have  operated  the  entire 
business  with  success,  not  only  the  carriage,  but  everything  relating 
to  and  dependent  on  carriage.  As  Mr.  McDonald  says,  the  grain 
rate  out  of  Duluth  may  change  more  than  once  in  a  single  day,  owing- 
to  the  supply  and  demand  either  of  the  commodity  or  the  ships. 
You  can  not  figure,  none  of  those  companies  can  figure  how  much  ore 
they  w^ill  need  or  just  when  they  are  going  to  need  it,  but  tliey  make 
their  arrangements  as  far  as  they  can,  and,  as  conveniently  as  they 
can,  they  get  their  requirements  made;  and  you  will  find  that  the 
quantity  of  ore  shipped  in  the  first  half  of  the  season  will  vary 
millions  of  tons  in  different  years,  and  you  will  find  the  quantity 
carried  varies  from — let  me  rapidlj'^  give  you  some  figures.    Starting 
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in  1901  and  lea\nn^  off  everything  but  the  millions,  let  ine  give  yon 
these  figures  as  to  the  iron  ore: 

1901,  20,000,000.  ,  1910,  42,000,000. 

1902,  27,000,000.  1911,  32,000,000. 

1903,  23,000,000.  1912,  47,000,000. 

1904,  21,000,000.  1913,  49,000,000. 

1905,  33,000,000.  1914,  32,000,000. 

1906,  27,000,000.  '  1915,  46,000,000. 

1907,  41,000,000.  1916,  64,000,000. 

1908,  25,000,000.  1917,  62,000,000. 

1909,  41,000,000.  .  1918,  61,000,000. 

Now,  that  kind  of  business  can  not  be  regulated;  the  coal  business 
can  not  be  regulated;  the  grain  business  can  not  be  regulated;  by 
anything  that  has  a  fixity  and  a  duration  of  the  rate,  and  where  be- 
fore the  rate  can  be  changed  a  notice  has  got  to  be  given.  These 
gentlemen  say  to  3^ou,  "  We  can  not  do  business  in  a  really  successful 
or  satisfactory  way  if  there  is  any  attempt  made  to  put  us,  like  a 
railroad,  under  the  regulation  of  a  commission,  be  it  the  Interstate 
Commerce  Commission  or  any  other  regulating  body.  It  is  not  sus- 
ceptible of  that  kind  of  treatment." 

And  we  find  this  is  recognized  by  these  chambers  of  commerce, 
and  others  as  to  which  I  may  say  to  you,  Mr.  Chairman,  that  we  did 
not,  the  shipowners  did  not  ask  these  chambers  of  commerce,  never 
suggested  to  one  of  them,  to  make  their  protest  or  any  protest.  I  do 
not  think  that  any  shipper,  as  far  as  I  know,  was  approached  or 
spoken  with,  except  as  I  had  said,  that  I  felt  I  could  assume  to 
speak  for  the  ore  people  and  the  coal  people,  and  I  Avas  at  pains  to  ask 
some  of  them. 

Without  a  dissenting  voice,  they  say  "  Leave  it  alone  as  it  is.  If 
you  want  to  do  the  best  for  the  entire  country,  the  best  good  for 
this  remarkable  steel  trade,  in  which  we  are  leading  the  world,  if  you 
want  that  to  go  on,  let  us  go  on  as  we  have  boasted  everywhere  for 
years  and  years  we  have  done  in  this  country.  There  is  this  wonder- 
fully cheap  method  of  transporting  these  things,  which  are  abso- 
lutely dependent  on  cheap  transportation  and  such  cheap  transporta- 
tion. Now,  if  we  are  to  continue  that,  if  we  are  going  in  the  future, 
as  we  have  been  able  to,  with  perfect  honesty  and  sincerity  and  justice 
and  truthfulness,  to  make  good  and  have  good  that  boast,  let  us 
pursue  the  same  methods  of  business." 

It  seems  incongruous,  almost,  as  I  view  it,  having  spent  my  life- 
time in  connection  with  that  business,  almost  impertinent,  to  attempt 
to  argue;  it  seems  to  me  that  any  words  that  a  man  could  use  are 
feeble  in  the  face  of  the  facts;  and  I  do  not  feel  that  I  am  arguing 
a  proposition  of  that  kind,  but  only  stating  a  condition. 

And  let  me  say,  then,  that  there  is  no  man,  and  I  believe  you  will 
find  no  man,  whatever  his  relation,  whatever  his  connections,  what- 
ever his  dependency  on  that  transportation,  who  is  asking  or  who 
will  ask  to  have  it  changed.  The  subject  was  up  also  and  thoroughly 
considered  in  connection  with  the  shipping  act  September,  1916, 
and  it  was  the  unanimous  opinion  that  this  business  and  these  bulk 
freighters  should  not  be  included  in  regulation — for  the  same  reasons 
I  may  say  to  which  I  am  now  calling  attention — and  the  bulk  freight- 
ers were  expressly  exempted  to  make  it  clear  beyond  any  doubt  or 
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question.  And  I  am  sure  that  Mr.  Clark,  of  the  Interstate  Com- 
merce Commission,  as  he  has  already  himself  stated  in  this  hearing, 
would  say  that  they  did  not  wish  or  intend,  in  any  suggestion  they 
have  made  about  this  bill,  to  include  this  business.  And  the  matter 
has  been  thoroughly  considered  by  the.  Interstate  Commerce  Com- 
mission, by  its  legislative  committee,  and  taken  up  with  their  general 
counsel,  he  informs  me,  and  through  their  instrumentalities  there. 

Further  than  that,  Mr.  Clark  says  that  the  legislative  committee 
and  their  counsel  had  the  idea  that  the  bulk  freighters  would  not 
be  drawn  in  by  the  language  of  this  bill,  but  these  chamber  of  com- 
merce men,  shore  people,  people  dependent  upon  and  relying  upon 
this  transportation,  had  come,  and  that  was  before  we  thought 
about  it  except  as  our  notion  was  that  we  were  not  involved.  These 
shore  people  had  expressed  some  fear — and  it  really  amounted  to  a 
fear — that  somebody  might  claim  that  bulk  freighters  were  included 
or  that  there  would  be  a  disturbance  of  some  kind,  so  that  Mr.  Clark, 
in  deference  to  their  feeling,  wrote  this  provision,  which  I  will  read, 
and  he  filed  it  with  this  committee : 

Providecl,  further,  That  so-called  tramp  cargo-carrying  vessels,  and  other 
water  craft  operating  as  private  carriers,  not  on  regular  routes — 

I  suggested  that  he  might  add  "or  schedules."  He  did  not  care 
much  whether  that  was  in  or  out.     [Reading  further :] 

Shall  not  be  considered  common  carriers  within  the  terms  of  this  act — 

He  also  added  the  following  as  a  saving  clause — perhaps  necessary 
and  perhaps  not,  but  put  in  to  cover  attempt  to  evade  the  law : 

Unless  after  investigation  the  conunission  shall  find  that  such  vessels  or 
craft  are  being  operated  as  common  carriers,  iu  which  event  the  provisions  of 
this  act  shall  apply  thereto. 

He  would  say  to  anybody  in  respect  to  that  that  the  point  in  put- 
ting that  in  was  simply  to  prevent  false  pretense. 

Now,  in  closing,  there  is  one  feature  I  omitted,  and  I  think  it  has 
great  importance.  The  water  route  is  in  the  very  nature  of  things 
open,  free,  and  untrammeled.  Anyone,  everyone,  who  sees  fit  may 
build  and  freely  operate  such  tonnage — and  they  are  doing  it — al- 
ways have  and  should  always  be  free  to  do  so,  and  some  engaged  in 
the  various  businesses  find  advantage  in  supplementing  with  bulk 
freighters  of  their  own  to  carry  part  of  their  needs,  owing  to  the 
varying  volume  and  demands,  and  so  you  will  find  a  great  many 
ships  up  there  owned  bj^  consumers  of  iron  ore  or  by  shippers  of  iron 
ore.  That  is  true  to  some  extent  in  the  coal  trade,  carrying  entirely 
for  themselves,  or  almost  entirely  for  themselves,  taking  outside 
cargoes  occasionally.  That  practice  was  somewhat  varied  by  the 
exigencies  of  the  war  when  the  vessel  owners  of  the  Lakes  appointed 
their  committee,  in  connection  with  Mr.  Barnes,  as  to  the  movement 
of  grain,  and  with  various  other  Government  committees  and  agen- 
cies as  to  this  bulk  movement  of  grain,  ore,  and  coal,  for  the  fullest 
utilization  of  all  facilities  and  effort. 

Everyone  in  the  trade,  producers,  consumers,  ships,  setting  aside 
mere  convenience  patriotically  put  all  in  the  hands  of  the  committees 
to  avoid  congestion;  here  and  there  cargoes  were  traded  off,  ships 
were  traded  off,  everybody  acting  from  motives  of  broad  patriotism, 
and  many  letters  of  recognition  were  received;  and  it  was  accom- 
plished by  devoting  constant  attention,  changes  being  made  every 
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day,  hourly,  and  frequently  within  but  a  few  minutes — and  largely 
the  business  done  by  telegraph  and  telephone.  That  was  war  exi- 
gency but  illustrated  how  impracticable  would  be  anything  in  the 
nature  of  rigid  regulation  of  such  a  business  fixed  in  advance. 

As  to  any  general  fixing  of  rates  or  fixing  minimum  rate,  or  any- 
thing of  that  kind,  it  would  be  a  very  unfortunate  thing  to  attempt 
to  deal  with  that.  There  is  no  occasion  for  it.  This  letter  that  I  have 
read  and  the  other  communications  filed  are  expressive  of  the  belief 
11  nd  the  knowledge  of  the  men  who  pay  the  freight  that  by  the  present 
competition  those  rates  are  low  and  satisfactory. 

The  Chairman.  Does  the  amendment  you  have  suggested  meet 
your  needs  ? 

Mr.  GouLDER.  I  think  so.  It  is  very  possible  I  would  phrase  it  in 
a  little  diiferent  language,  but  anything  Avould  meet  our  needs  that 
would  definitely  and  clearly,  beyond  all  question,  say  that  those  ships 
engaged  in  that  transportation  are  not  included  in  this  bill. 

Now,  Mr.  Clark  thought  that  this  would  do  it,  and  I  have  sub- 
mitt^  it  to  some  of  our  people,  who  think  that  that  would  do  it. 

The  Chairman.  You  have  incorporated  it  in  the  record  already? 

Mr.  GouLDER.  Yes,  sir. 

The  Chairman.  It  has  been  read  into  the  record  ? 

Mr.  GomLDER.  Yes. 

The  Chairman.  Were  there  any  other  amendments  which  you 
Avould  suggest? 

Mr.  GoiJLDER.  None.  That  is  the  sole  point  I  want  to  make,  but 
I  may  add  this:  There  was  at  one  time  talk  in  Congress  that  they 
wanted  something  in  reference  to  the  Harter  Act.  They  came  out  in 
that  and  said  they  did  not  care  anything  about  that  for  the  lakes; 
that  there  was  no  trouble  up  there  in  their  arrangements  between 
shippers  and  ships.  That  is  part  of  the  printed  report  of  the  Senate 
on  the  Nelson  bill,  back  as  far  as  1912,  and  as  already  pointed  out  in 
the  consideration  and  enactment  of  the  shipping  act  in  1916.  And,  as 
I  have  said,  I  have  not  seen,  in  Congress  or  out  of  Congress,  where  a 
mind  has  been  directed  to  this  subject,  where  it  has  occurred,  where 
anybody  has  urged — and  if  they  have  I  have  not  encountered  it — 
that  that  business  can  be  handled  in  any  better  way  than  it  is,  or  that 
the  way  that  it  is  now  handled  is  not  the  best  way  for  all  concerned ; 
and  they  say  that  any  interference  with  that  would  be  a  mistake  and 
would  embarrass  and  retard  and  would  put  obstacles  in  the  way  of  a 
free,  cheap  flow  of  commerce,  which  is  the  admiration  in  that  and 
perhaps  some  other  respects  of  the  people  who  know  about  it.  T 
should  like  to  file  printed  copy  of  the  reasons  against  such  a  pro- 
posal submitted  by  the  Canadian  Manufacturers'  Association,  April, 
1919,  to  the  Canadian  Parliament  which  rejected  the  proposal  and  left 
the  bulk  freighters  free  the  same  as  our  own  are.  The  statement  is 
as  follows : 

REASONS  SUBMITTED  BY  THE  CANADIAN  ilANUFACTUEERS'  ASSOCIATION  TO  THE  SPE- 
CIAL COMMITTEE  ON  THE  RAILWAY  BILL,  APRIL  30,  1919,  AGAINST  THE  PROPOSAL  OF 
ME.  J.  E.  ARMSTRONG,  MEMBER  OF  PARLIAMENT,  TO  PLACE  ALL  BOATS  UNDER  THE 
RAILWAY    COMMISSION. 

The  Canadian  Manufacturers'  Association  objects  to  the  proposed  amendments 
to  the  railway  act,  placing  Canadian  vessels  under  the  jurisdiction  of  the  rail- 
way commission. 
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The  association  realizes  fully  the  heuefits  which  have  accrued  to  the  public 
iu  the  past  through  the  supervision  of  the  railway  commission  over  railway 
companies,  in  matters  of  rates,  etc.,  and  is  desirous  of  seeing  the  list  extended 
as  rapidly  as  possible  to  include  all  railway  companies  which  can  justly  be  so 
dealt  with  but  submits  that  vessels  are  in  an  entirely  different  category. 

Steamship  companies  have  no  monopoly.  They  are  given  franchise  eliminat- 
ing competition.  They  receive  no  assistance  in  the  way  of  grants  or  subsidies. 
The  water  routes  are  open  to  all  vessels  and  the  greater  the  number  of  vessels 
competing  for  business  the  lower  will  be  the  rates. 

If  vessels  are  placed  under  the  jurisdiction  of  the  railway  commission  they 
will  be  required  to  file  tariffs.  We  submit  that  fixed  rates  for  vessels  are  neither 
feasible,  desirable,  or  necessary. 

Fixed  rates  in  the  case  of  vessels  are  not  feasible  on  account  of : 

(1)  Variation   in   carrying  capacity. 

(2)  Variation  in  speed. 

(3)  Variation  in  cost  of  insurance. 

(4)  Variation  iu  cost  of  operation  at  different  seasons  of  the  year.  (A  fair 
rate  in  summer  might  be  a  ruinous  rate  in  November.) 

(5)  Variation  in  cost  of  operation  because  of:  (a)  Different  depths  of  water 
in  different  years;  (&)   different  depth  of  water  at  different  times  in  same  year; 

(c)  difference  in  loading  facilities  at  different  elevators,  wharves,  or  ports; 

(d)  difference  in  unloading  facilities  at  different  elevators,  wharves,  or  iM)rts. 
Fixed  rates  in  the  case  of  vessels  are  not  desirable  because  they  would  f* 

(1)  Result  in  an  elimination  of  competition. 

(2)  Place  Canadian  vessels  at  a  disadvantage  in  competing  against  United 
States  boats  whose  rates  in  ordinary  times  are  regulated  only  by  the  law  of 
supply  and  demand. 

(3)  Result  in  vessels  lying  idle  when  set  rate  was  unprofitable. 

(4)  Discourage  the  building  of  further  vessels. 

Fixed  rates  in  the  case  of  vessels  are  not  necessary,  because  to  get  business 
now  boats  must : 

(1)  Underbid  the  rail  rate. 

(2)  Underbid  or  meet  rates  charged  by  boats  already  under  railway  com- 
mission. 

(3)  Offer  fair  rates,  or  other  boats  will  be  built. 

Special  committees  which  investigated  this  matter  during  1914  and  1917 
received  representations  along  the  above  lines  from  the  following: 

Transportation  companies. — Dominion  Marine  Association,  Montreal  Trans- 
portation Co..  Canada  Steamship  Lines.  Great  Lakes  Transportation  Co..  St. 
Lawrence  &  Chicago  Steam  Navigation  Co..  Ottawa  Transportation  Co. 

Mannfacturers  and  shippers. — IMontreal  Corn  Exchange;  Ashdown  Hardware 
Co.,  Winnipeg. ;  Collingwood  Shipbuilding  Co. ;  Kingston  Shipbuilding  Co. ; 
Port  Arthur  Shipbuilding  Co. ;  Davidson  •&  Smith  Elevator,  Fort  William ;  Lake 
Port  Elevator  Co..  Fort  William;  Western  Salt  Co.,  Mooretown :  Dominion 
Sugar  Co.,  Chatham;  Dominion  Glass  Co.,  Wallaceburg:  Canada  Atlantic 
Grain  Co.,  Winnijieg;  Gooderham,  Melady  &  Co.  (Ltd.),  Winnipeg;  Parrish  & 
Heimbecker,  Winnipeg;  Baird  &  Botterell,  Winnipeg;  E.  R.  Wayland  &  Co., 
Winnipeg;  Fort  William  Elevator  Co.;  Midland  Elevator  Co.;  Western  Salt 
Co. ;  International  Harvester  Co. ;  Steel  Co.  of  Canada  ;  Canada  Salt  Co. ; 
Page,  Hersey  Iron.  Tube  &  Lead  Co.;  Ogilvie  Flour  Mills  Co.  (Ltd.). 

Boards  of  trade. — St.  John.  New  Brunswick ;  Quebec,  Three  Rivers,  ^Montreal, 
Kingston,  Toronto.  Windsor,  Ford,  Walkerville,  Sandwich,  Ojibway,  Wiarton, 
Sarnia.  Chatham,  Hamilton,  Port  Arthur,  Fort  William.  Winnipeg. 

The  Canadian  Manufacturers'  Association  submits  that  with  such  an 
unanimity  of  opinions  among  transportation  interests,  manufacturers,  shippers, 
and  boards  of  trade  as  to  the  inadvisability  of  this  legislation,  the  proposal  to 
place  vessels  under  the  jurisdiction  of  the  railway  commission  should  be 
abandoned. 

Mr.  GoxTLDER.  I  thank  you. 

The  CiiAiiniAx.  We  will  take  a  recess  until  to-morrow  morning  at 
10  o'clock. 

(Thereupon,  at  5.20  p.  m.,  the  committee  adjourned  until  to- 
morrow, Friday,  August  29,  1919,  at  10  o'clock  a.  m.) 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Friday,  August  29,  1919. 

AFTER  recess. 

The  committee  reassembled  at  1.30  o'clock  p.  m.,  after  the  expira- 
tion of  the  recess. 

The  Chairman.  There  is  a  gentleman  present  from  Baltimore 
who  wishes  to  read  a  letter.  You  may  give  your  name  and  address 
.to  the  reporter  and  state  whom  you  represent. 

STATEMENT  OF  MR.  THADDEUS  H.  SWANK,  COUNSEL  FOR  THE 
MERCHANTS  &  MINERS'  TRANSPORTATION  CO.,  BALTIMORE,  MD. 

Mr.  Swank.  Mr.  Chairman,  I  would  like  at  this  time  to  present, 
and  ask  that  it  be  made  a  part  of  the  record,  a  letter  written  by 
Mr.  A.  D.  Stebbins,  president  and  general  manager  of  the  Mer- 
chants &  Miners'  Transportation  Co.,  Baltimore,  giving  briefly  that 
conipan^^'s  views  in  reference  to  the  proposed  taking  in  under  the 
interstate-commerce  act  of  its  purely  local  traffic  from  port  to  port 
and  wholly  by  water. 

The  Chairman.  The  letter  will  be  made  a  part  of  the  record. 

(The  letter  referred  to  is  as  follows:) 

Mekcahants  &  Miners'  Transportation  Co., 

Office  of  the  President, 

Baltimore,  August  26,  1919. 
Hon.  Joh;^  J.  EscH, 

Chairnnm  Committee  on  Interstate  and  Foreign  Commerce. 

House  of  Representatives,  Washington,  D.  C. 

Dear  Sir:  With  reference  to  your  kind  letter  of  Au^ist  7  to  our  traffic 
manager,  I  beg  leave  to  respectfully  present  the  following  as  representing  the 
views  of  this  company  on  pending  legislation  bearing  on  the  subject  of  control 
by  the  Intei'state  Commerce  Commission  of  port-to-port  traffic  as  found  in  the 
railroad  bill,  H.  R.  4378. 

At  the  present  time  this  company  is  filing  tariffs  with  the  commission  on 
traffic  to  and  from  the  interior  and  its  ports,  and  is  also  tiUng  tariffs  with  the 
United  States  Shipping  Board  on  port-to-port  traffic. 

Should  our  revenues  be  attacked  in  a  manner  requiring  prompt  action,  we 
can,  with  approval,  make  reductions  in  freight  and  passenger  rates  on  one 
day's  notice.  When  advances  in  rates  are  necessary,  they  can  be  made  on  10 
clays'  notice. 

Should  control  of  port-to-port  traffic  pass  to  the  Interstate  Commerce  Com- 
mission without  the  present  regulations  of  the  Shipping  Board  pertaining  to 
reductions  and  advances  in  rates  on  short  notice  to  meet  competition,  this 
company  would  undoubtedly  suffer  in  consequence  thereof. 

Another  and  even  more  serious  objection  would  be  the  possible  elimination 
of  certain  exemptions  under  the  Cummins  amendment  to  the  interstate- 
commerce  act.  The  exemptions  referred  to,  amongst  which  is  the  Harter  Act, 
are  conditions  that  have  been  recognized  as  only  fair  and  just  in  water  trans- 
portation, and  their  elimination  would  be  a  severe  blow  to  the  coastwise 
merchant  marine. 

Section  10  of  this  bill  gives  the  commission  power  to  fix  minimum  rates. 
This  would  be  quite  a  departure,  and  consequently  the  existing  privilege  of 
reductions  and  advances  under  Shipping  Board  authority  should  also  apply 
as  to  minimum  rates  if  the  commission  were  to  control  port-to-port  traffif 

In  the  readjustment  period,  just  ahead  of  us,  this  company  would  feel  safe  in 
presenting  to  the  commission  all  matters  of  diflrerences  of  opinion  between  this 
company  and  railroad  connections  as  to  differential  territory  of  origin  and 
destination,  differential  rates  and  divisions  of  rates,  together  with  any  other 
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matters  wherein  arbitration  with  official  authority  tor  action  became  necessary ; 
but  in  the  event  traffic  committees  should  be  formed  or  continued  for  the  pur- 
pose of  analyzing  applications  for  rate  changes  or  divisions,  determining  differ- 
ential territory  of  origin  or  destination,  the  size  of  differential  figures,  etc.,  and 
no  way  be  provded  for  prompt  appeal  from  the  conclusions  of  said  committee  to- 
the  commission,  we  should  feel  that  public  interests,  as  well  as  our  own,  were 
not  adequately  protected. 

Permit  me  to  say  that  this  company  began  operation  of  a  Baltimore-Boston 
steamship  line  in  1854.  This  has  continued  with  but  slight  interruption  to  this 
time,  and  there  are  now  two  weekly  sailings  of  freight  and  passenger  steamers 
each  way  between  the  two  ports.  Through  the  year  there  are  also  two  freight 
and  passenger  steamers  each  way  weekly  between  Boston  and  Philadelphia. 
There  are  weekly  sailings  each  way  between  Boston  and  Norfolk,  also  between- 
Providence  and  Baltimore.  Beyond  this,  there  are  weekly  'sailings  each  way 
between  Philadelphia,  Savannah,  and  Jacksonville,  and  also  between  Baltimore,. 
Savannah,  and  Jacksonville.  This,  I  think,  will  pre.sent  a  clear  idea  of  the 
extent  of  our  coastwise  service. 

In  this  connection,  and  not  to  record  a  complaint,  but  to  illustrate  the  need  of 
prompt  approach  to  the  commission,  should  irreconciliable  differences  between 
a  suggested  traffic  connnittee  and  this  company  arise,  or  should  undue  delay  in 
action  occur,  let  me  say  that  this  company  was  returned  to  corporate  control 
March  1,  1919.  While  under  Federal  control  our  freight  rates  were  advanced 
to  all-rail  basis,  and  with  return  of  our  property  for  operation  we  found  sundry 
changes  proposed,  many  of  them  not  having  our  approval.  The  controversy 
continues,  and  our  differential  rates  have  not  been  restored  although  tariffs  are 
in  process  of  issuance.  We  have  not  considered  approaching  the  commission  on 
tJiis  subject.  It  may  not  be  amiss  to  say  that  in  our  opinion  the  Interstate 
Commerce  Commission  can  be  relied  upon  to  deal  justly  with  all  subjects  Sub- 
mitted to  it. 

The  effect  of  the  delay  has  been  our  loss  of  traffic  to  rail  lines  and  to  Cana- 
dian differential  lines,  which  we  should  be  carrying,  especially  between  New- 
England  and  the  West,  via  Norfolk  and  Baltimore. 

We  naturally  fear  that  a  traffic  committee  might  not  only  fail  to  restore  pre- 
war conditions,  which  were  those  of  competition  and  experience,  but  perpetuate 
the  present  intolerable  conditions  of  an  American  coastwise  steamship  line  of 
experience  and  high  standing  being  obliged  to  operate^  on  an  all-rail  basis  to 
and  from  New  England,  and  see  traffic  that  it  is  entitled  to  carry  move  all-rail, 
or  via  Canadian  differential  lines. 

Our  objection  is  not  to  the  jurisdiction  of  the  Interstate  Commerce  Commission 
but  to  the  ai>plication  of  the  regulations  which  were  primarily  made  to  regu- 
late rail  traffic,  without  any  consideration  whatever  for  the  different  conditions 
under  which  the  water  lines  operate,  and  the  exemptions  extended  them  by 
statutes,  which  do  recognize  protection  that  water  lines  are  entitled  to. 

In  view  of  the  opportunity  to  thus  state  the  position  of  our  company,  no  claim- 
will  be  made  for  verbal  pre.sentation  of  our  views,  nor,  unless  desired,  will  a 
brief  be  submitted. 

Respectfully,  yours, 

A.  D.  Stebbins, 
President  and  General  Manager. 

STATEMENT  OF  MR.  W.  P.  LEVIS,  FREIGHT  TRAFFIC  MANAGER, 
CLYDE  AND  MALLORY  STEAMSHIP  COS. 

Mr.  Levis.  Mr.  Chairman,  the  Clyde  Steamship  Co.  and  the  Mal- 
lory  Steamship  Co.  are  subsidiaries  of  the  "AGWI "  Lines,  or,  I 
might  say,  that  the  Atlantic,  Gulf  &  West  Indies  Lines  is  the  hold- 
ing organization  of  the  Clyde  Line  and  the  Mallory  Line,  and  of  the 
Southern  Steamship  Co.,  the  New  York  &  Cuba  Mail  Steamship  Co..^ 
and  the  New  York  &  Porto  Eico  Steamship  Co.  I  am  authorized  by 
President  Mooney,  of  the  New  York  &  Porto  Rico  Steamship  Co.,, 
to  speak  for  his  company,  and  I  am  authorized  by  Mr.  PI.  H.  Ray- 
mond, who  is  president  of  the  Clyde  and  Mallory 'Steamship  Cos... 
to  speak  indirectly  for  him  as  a  director  of  the  New  York  &  Cuba 
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Mail  Steamship  Co.,  in  so  far  as  I  interpret  this  proposed  act  as  relat- 
ing to  that  company.  I  am  also  authorized  by  the  same  gentleman, 
who  is  vice  president  of  the  Gulf  &  Southern  Steamship  Co.  and  a 
director  of  the  Southern  Steamship  Co.,  to  speak  for  those  lines. 

In  order  that  I  may  not  take  up  any  unnecessary  time  of  the  com- 
mittee I  would  like  to  ask  if  our  interpretation  of  this  act  is  correct, 
in  that  it  may  be  intended  to  apply  to  the  New  York  &  Cuba  Mail 
Steamship  Co.,  in  so  far  as  its  operation  between  the  port  of  New 
York  and  the  ports  of  Tampico  and  Vera  Cruz,  Mexico,  is  concerned, 
we  construing  the  act  as  intending  to  designate  the  country  of  Mexico 
as  an  adjacent  foreign  country,  that  being  land  attached,  so  to  speak, 
to  the  United  States.  We  do  not  understand  that  the  act  would  have 
any  application  to  the  New  York  &  Cuba  Mail  Steamship  Co.,  in  so 
far  as  its  service  between  Ncav  York  and  Cuban  ports  is  concerned. 
Then  I  would  like  to  ask  another  question  as  to  Avhether  such  lines  as 
the  New  York  &  Porto  Rico  Steamship  Co.,  operating  between  New 
York  and  northern  and  southern  ports  of  Porto  Rico,  are  considered 
as  being  in  the  coastwise  trade  of  the  United  States  of  America.  If 
you  gentlemen  will  kindly  answer  those  questions,  I  will  know  better 
how  to  proceed. 

The  Chairman.  I  do  not  claim  to  be  an  authority  on  shipping,  but 
this  proposed  act  would  not  apply  to  either  the  Cuban  line  t^r  the 
Porto  Rican  line,  unless  by  act  of  Congress  the  shipping  act  is  made 
to  apply  to  those  islands.  The  act  does  apply  to  the  Hawaiian  Islands 
and  to  Alaska,  but  I  have  not  understood,  although  I  may  be  wrong, 
that  any  act  of  Congress  extends  the  coastwise  shipping  laws  to  Cuba 
and  Porto  Rico. 

Mr.  Levis.  I  did  not  understand  that  it  did  apph'  to  the  Cul)an  line, 
but  in  talking  with  a  member  of  the  Merchant  Marine  and  Fisheries 
Committee  in  Washington  a  few  weeks  ago  he  indicated  to  me  that 
the  New  York  &  Porto  Rico  Line,  or  the  service  between  New  York 
and  Porto  Rico,  I  might  more  properly  say,  had  been  determined  to 
be  a  coastwise  service  of  the  United  States. 

The  Chairman.  We  expect  to  have  members  of  the  Committee  on 
the  Merchant  Marine  and  Fisheries  before  us  next  week,  and  we  will 
get  that  information  from  the  members  of  that  committee. 

Mr.  Levis.  Inasmuch  as  that  matter  for  the  moment  is  in  slight 
doubt  I  will  embrace  the  NeAv  York  &  Porto  Rico  Line  as  well  as  the 
New  York  &  Cuba  Mail  Steamship  Line  in  my  remarks. 

As  you  recall,  Mr.  Chairman,  our  president,  Mr.  H.  H.  Raymond, 
addressed  to  you  a  letter  under  date  of  July  24,  dealing  briefly  therein 
Avith  only  sections  1  and  2  of  the  proposed  bill.  Inasmuch  as  I  pro- 
pose going  bej^ond  this  letter  I  would  suggest,  with  your  permission, 
that  I  discard  that  and  talk  directly  to  this  bill,  section  by  section. 

The  Chairman.  Very  well;  you  may  proceed. 

Mr.  Levis.  Section  1,  paragraph  C,  proposes  placing  the  port-to- 
port  traffic  of  the  coastwise  lines  under  the  jurisdiction  of  the  Inter- 
state Commerce  Commission.  Such  steamship  services  are  at  this 
time  under  the  jurisdiction  of  the  United  States  Shipping  Board, 
created  as  of  September.  1916.  Our  companies,  mentioning  them 
specifically,  the  Clyde,  the  Mallory,  the  Southern  Steamship  Co., 
and  the  Gulf  &  Southern  Steamship  Co. — the  latter,  however,  not 
being  a  subsidiary  of  the  Atlantic,  Gulf  &  West  Indies  Steamship 
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Lines — operate  through  and  joint  rates  in  connection  witli  railroad 
carriers.  As  to  that  traffic,  those  rates  are  published  and  filed  with 
the  Interstate  Commerce  Commission,  and  as  to  such  traffic  we 
admit  that  Ave  are  under  the  jurisdiction  of  the  Interstate  Com- 
merce Commission.  In  the  handling  of  our  port-to-port  traffic  we 
are  confronted  with  tramp  competition.  For  illustration,  between 
New^  York  and  Jacksonville,  Fla.,  and  between  Boston,  Mass.,  and 
Jacksonville,  Fla.,  there  is  a  very  heavy  movement  of  lumber  north- 
bound, and  between  Tampa,  Fla.,  and  Bocagrande,  Fla.,  and  New  Or- 
leans, La.,  there  is  a  heavy  movement  of  phosphate  rock.  Schooners 
and  tramp  steamers  carry  cargoes  to  the  port  of  Jacksonville,  south- 
bound, of  fertilizers,  coal,  salt,  and  cement.  By  reason  of  their 
operating  to  the  south  Atlantic  ports — specifically,  Jacksonville,  in 
this  instance — they  are  enabled  to  make  low  rates  on  those  commodi- 
ties, because  they  can  and  do  find  return  cargoes  of  lumber,  which 
they  transport  at  lower  rates  than  can  the  regular  steamship  lines 
afford  to  handle  them  for. 

They  might,  for  illustration,  and,  in  fact,  they  have  done  so,  name 
the  same  rate  from  Jacksonville  to  New  York.  To  the  layman  it 
might  seem  that  we  are  placed  at  no  disadvantage,  but  that  is  not 
true,  for  the  reason  that  those  steamers  or  schooners  go  direct  to 
the  wharves  of  the  shippers  at  the  port  of  Jacksonville  and  go  direct 
to  the  wharves  of  the  lumber  receivers  in  the  harbor  of  New  York  or 
the  harbor  of  Boston,  thus  eliminating  the  expense  incident  to  the 
lightering  of  that  lumber  at  the  port  of  origin  alongside  the  regular 
steamship -line  steamers  and  from  alongside  the  steamers  to  the  docks 
of  the  consignees'  yards.  In  the  Gulf,  in  the  interest  of  the  Gulf  & 
Southern  Steamship  Co.,  for  the  moment,  they  maintain  service  as 
between  New  Orleans,  La.,  and  Tampa,  Fla.,  as  aforesaid.  Coming 
from  New  Orleans  and  from  points  beyond  there  is  sufficient  traffic 
to  justify  operation  of  that  service  in  that  one  direction,  but  west- 
bound there  is  no  traffic  of  any  volume  other  than  the  phosphate  rock 
which  would  justify  the  operation  of  any  line.  I  do  not  mean  to  say 
that  there  is  no  movement  of  traffic,  because  there  is  some  little  move- 
ment of  cigars  and  tobacco  and  occasionally  a  few  cars  of  fuller's 
earth  and  an  infinitesimal  amount  of  fruit,  but  there  is  nothing  of 
any  importance.  There  is  not  a  sufficient  volume  to  justify  their 
operating  such  a  service.  The  result  has  been  that  the  Gulf  & 
Southern  has  had  to  seek  that  phosphate-rock  cargo  at  varying  rates 
and  on  very  short  notice,  depending  upon  other  tonnage  offerings, 
tramp  or  schooner,  for  cargo. 

The  Southern  Steamship  Co.  operates  a  service  from  Philadelphia, 
Pa.,  to  Houston,  Tex.  The  southbound  cargo  is  sufficient  to  justify 
southbound  operation,  but  the  northbound  cargo  offering  is  not  suf- 
ficient, consiclering  the  tonnage  offering  at  the  port  of  Galveston, 
Tex.,  by  the  Southern  Pacific  Co. -Atlantic  Steamship  Lines,  com- 
monly knoAvn  as  the  Morgan  Line,  and  the  Mallory  Steamship  Co., 
operating  direct  as  between  Galveston  and  New  York,  having  suf- 
ficient steamers  to  care  for  the  traffic  offered.  Incidentally,  I  might 
say  that  the  larger  volume  of  eastbound  tonnage  moving  from  and 
through  Texas  ports  goes  to  territory  north  and  east  of  Philadelphia. 
In  other  words,  Philadelphia,  Pa.,  and  the  territory  tributary  thereto 
-do  not  take  from  Texas  and  the  territorv  beyond,  movins:  throuirh 
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Texas,  a  sufficient  volume  of  traffic  to  jiistifj'  the  operation  of  a  regu- 
lar northbound  service,  and,  consequently,  those  steamers  seek  north- 
bound bulk  cargo,  principals  of  sulphur,  from  Freeport,  Sabine,  or 
Texas  City.  The}^  carry  that  sulphur  to  various  ports  north  of  Hat- 
teras — Baltimore,  Md.,  to  Portland,  Me.,  but  not  east  of  Portland. 
They  also  at  times  find  it  necessary  to  go  to  the  west  coast  of  Florida 
for  cargoes  of  phosphate  rock  or  to  New  Orleans,  if  you  please,  and 
take  caigoes  of  raw  sugar.  They  not  only  have  at  the  moment  the 
tramp  competition,  but  they  have  the  United  States  Emergency  PTeet 
Corporation's  competition,  in  that  those  steamers  are  now  engaged 
foi-  a  more  or  less  indefinite  period  in  moving  cargoes  of  sulphur 
from  Texas  ports  to  the  eastern  ports  north  of  Hatteras.  This  sul- 
phur, as  you  gentlemen  probably  know,  is  used  by  ammunition  manu- 
facturers, the  fertilizer  industries,  and  others. 

The  New  York  &  Porto  Rico  Steamship  Co.  has  in  service  with 
the  same  character  of  competition  "  tramp  service,"  vessels  between 
New  York  and  Porto  Rican  ports. 

Getting  away  from  the  domestic  traffic  for  the  moment,  if  I  may, 
if  Ave  have  placed  the  proper  construction  upon  this  proposed  act  and 
we  carriers  should  be  placed  under  the  jurisdiction  of  the  Interstate 
Commerce  Connnission  as  to  our  all-Avater  traffic,  that  body  would 
have  jurisdiction  over  that  traffic  carried  hy  our  lines  between  our 
ports  in  conjunction  with  foreign  lines  operating  from  those  ports. 
For  illustration,  that  part  of  our  service  from  Galveston  to  New 
York  or  from  Charleston  to  New  York,  thence  via  steamers  of  the 
International  Mercantile  Marine  or  others  from  New  York  to 
European  ports;  and  the  act  itself  specifically  provides  that  over 
that  portion  of  the  revenue  accruing  to  the  carriers  in  the  United 
States  the  Interstate  Commerce  Commission  shall  have  jurisdiction. 

When  cotton  is  moving  actively  in  normal  times — and  I  anticipate 
such  Avill  be  the  case  this  winter  for  such  lines  as  the  Mallory  Line, 
operating  from  Galveston  to  New  York,  and  the  Ch'de  Line,  operating 
from  Charleston  to  New  York,  or  any  of  those  other  services  I  have 
mentioned  operating  as  between  ports  strictly  within  the  United  States, 
to  secure  or  endeavor  to  secure  any  cotton  shipments  destined  to  Liver- 
pool, Bremen,  Hamburg,  and  such  ])orts  as  those — they  will  of  neces- 
sity have  to  name  such  rates  from  those  ports  to  New  York  plus  such 
rates  as  we  can  prevail  upon  the  lines  operating  from  these  eastern 
ports  to  the  foreign  ports  to  accept  in  competition  with  the  rates 
quoted  or  offered  by  the  direct  steamers  from  the  ports  in  the  South 
from  which  they  are  sailing  direct  to  the  foreign  ports  and  over 
such  direct  service  the  Interstate  Commerce  Commission  Avould  have 
no  jurisdiction  and  does  not  propose  to  take  any. 

Now,  I  know  from  personal  experience,  having  been  in  the  steam- 
ship business  for  20  years  and  the  railroad  business  for  20  years 
prior  thereto,  at  some  of  the  principal  ports,  that  foreign  rates  have 
varied  as  often  as  twice  a  day.  I  have  had  cotton  for  foreign  ports 
on  the  coastwise  steamers  under  three  different  rates,  so  far  as  the  y 
proportion  was  concerned,  from  the  southern  ports  to  the  eastern 
ports. 

Speaking  to  that  portion  of  section  1,  wherein  it  provides  that  the 
commission  shall  have  jurisdiction  over  the  transportation  of  traffic' 
to  and  from  adjacent  foreign  countries,  while  that  traffic  is  being 
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borne  b}^  carriers  within  the  confines  of  the  United  States,  I  come  to 
the  New  York  &  Cuba  Mail  Steamship  Co.,  that  performs  a  service 
between  Xew  York  and  Tampico  and  Vera  Cruz,  Mexico,  as  well 
as  other  services  that  are  not  concerned  in  this  bill.  We  have  won- 
dered, as  I  asked  in  my  question,  if  such  was  the  intention,  to  place 
that  traffic  under  the  jurisdiction  of  the  Interstate  Commerce  Com- 
mission, how  they  could  segregate  what  might  be  termed  the  United 
States  portion  of  the  revenue  from  the  foreign  portion  of  the  revenue. 
It  is  my  personal  opinion  that  nothing  of  the  kind  was  intendeil. 
but  instead,  to  make  the  provisions  of  the  act  applicable  to  the  rail 
haul  within  the  United  States,  covering  traffic  to  or  from  Canada,  to 
or  from  Mexico,  or  other  adjacent  land-touching  foreign  countries. 
Whether  I  am  wrong  or  right,  I  do  not  know.  In  any  event,  it  is 
permissible  under  the  laws  of  this  country  for  steamers  sailing  under 
foreign  registry  to  operate  between  the  American  ports  and  Mexican 
ports,  and  between  American  ports  and  Canadian  ports  or  the  Prov- 
inces, and  naturall}^  the  New  York  &  Cuba  Mail  Steamship  Co.,  in 
the  ca.se  of  Mexico,  would  have  to  compete  with  that  character  of 
service. 

I  might  say,  although  I  have  no  authority  to  speak  for  the  lines,, 
that  the  Eastern  Steamship  Lines  (Inc.),  operating .  between  New^ 
York  and  Yarmouth,  Nova  Scotia,  breaking  bulk  at  Boston,  although 
direct  from  Boston,  are  in  competition  with  direct  services  between 
New  York  and  Halifax  and  other  points  in  the  Provinces.  There- 
fore, I  do  not  believe  that  it  would  be  proper  at  all  to  consider  for 
a  moment  the  placing  of  the  New  York  &  Cuba  Mail  Steamship  Co., 
or  lines  of  that  character,  under  the  jurisdiction  of  the  Interstate 
Commerce  Commission,  and  the  same  I  believe  true  of  the  New 
York  &  Porto  Eico  Steamship  Co. 

Our  greatest  concern,  however,  for  the  reason  that  I  do  not  believe 
that  it  is  intended  to  apply  this  bill  to  this  line,  or  lines  of  that 
character,  is  in  connection  with  the  coastwise  traffic,  not  only  as  to 
the  tramp  competition,  but  as  to  the  far-reaching  effect,  as  we  see 
it,  of  having  us  bound  up  inflexibly  under  rules  and  regulations 
which  were  primarily  designed  for  and  directed  at  the  operation  of 
the  railroads  in  this  country. 

Reverting  for  a  moment,  if  you  please,  to  what  we  call  the  Mallory 
Line  service  between  New  York  and  Tampa,  Fla.,  two  ports  between 
which  what  is  commonly  known  "as  regular  services  are  operated,  we 
handle  southbound  miscellaneous  cargo,  and  northbound  it  consists 
largely  of  lumber,  fuller's  earth,  and  some  imported  freight,  such  as 
coconuts,  that  come  to  Tampa  on  schooners  and  otherwise ;  and  it  is 
frequently  the  case  that  we  find  it  necessary  to  bring  cargoes  of  phos- 
phate rock.  The  basis  under  which  these  rates  are  usually  quoted 
are  from  shipping  port.  In  other  words,  you  might  say  that  it  is 
from  the  dock  onto  the  dock  at  the  destination. 

Aside  from  the  tramp  competition  to  which  I  referred,  the  rates 
have  to  varv  in  the  total  cost  to  the  shipper  or  the  consignee,  as  the 
case  may  be.  in  this  measure.  The  shippers  load  this  phosphate  from 
their  elevators,  and  the  receivers  discharge  it  at  their  ])lants.  I  have 
a  good  illustration  in  mind  at  the  moment.  We  operated  the  steam- 
ship Sahine  within  the  last  few  months  with  a  cargo  of  phosphate 
rock  to  New   York.     The  first  contract  Ave  made  was  based  upon 
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allowing  to  the  shipper  25  cents  per  ton  for  loading  that  phosphate 
into  our  steamer.  The  next  contract  we  undertook  to  make  the}^ 
wanted  50  cents  a  ton  for  that  service.  Why?  Because  this  ship  did 
not  have  an  after  hatch  going  through  to  the  lower  hold.  Therefore 
they  had  to  pass  that  portion  of  the  phosphate  rock  that  was  to  be 
loaded  aft  through  the  other  hatches  and  truck  it  back  and  trim  it. 
which  created  a  greater  expense  than  there  would  have  been  if  the 
steamer  had  an  after  hatch.  In  other  words,  if  the  steamer  had  had 
four  hatches  they  would  have  been  enabled  to  load  that  phosphate 
right  into  the  lower  hold,  and  they  could  have  done  it  for  the  25 
cents  per  ton.  Therefore  conditions  under  which  steamers  operate 
are  very  mucli  different  from  those  under  which  trains  or  cars  are 
operated. 

If  we  are  to  be  permitted  to  operate  regular  service,  and  to  be  able 
to  do  that  we  must  perforce  be  placed  in  a  position  where  we  can 
handle  this  cargo  traffic  under  such  conditions  as  we  may  be  con- 
fronted Avitli  and  at  such  rates  at  which  we  can  obtain  it,  rates  that 
will  fairly  compensate  us  for  handling  it.  we  can  not  undertake  to 
publish  or  file  a  rate  with  the  Interstate  Commerce  Commission  and 
then  have  to  undertake  to  get  permission  from  them  to  make  some 
different  rate  on  a  moment's  notice  or  short  notice. 

I  might  say,  also,  that  the  character  of  the  port  has  an  influence 
in  the  measure  of  rates.  The  same  general  basis  of  rates  obtains 
from  the  Gulf  ports  at  this  time  from  Galveston,  Tex.,  to  Mobile, 
Ala.,  inclusive,  via  the  water  lines  I  mentioned,  though  that  was  not 
true  prior  to  the  Panama  Canal  case,  in  which  the  Morgan  Lines 
were  permitted,  I  should  say,  in  which  the  Southern  Pacific  Co. 
was  permitted  to  continue  its  ownership  of  the  Morgan  Line,  as 
they  had  different  rates  to  and  from  New  Orleans  as  compared  with 
those  to  and  from  Galveston. 

Gulf  port  is  an  intermediate  port  Mobile  to  New  Orleans;  also 
Moss  Point,  Miss.,  from  wdiich  there  is  a  great  deal  of  traffic  in  the 
forest-product  line,  which  moves  by  water  craft.  Freeport.  Tex.. 
is  another  port  from  which  cargoes  are  carried.  You  can  not  load 
steamers  of  any  heavy  carrying  capacity  of  moment  to  their  capacity 
at  Freeport  or  Moss  Point.  The  result  is  you  have  to  load  them 
partially  and  then  go  out  into  the  stream  and  have  the  remainder  of 
the  cargo  lightered  or  rafted  out,  according  to  what  its  character  is, 
which  necessarily  makes  it  more  expensive. 

Our  president,  in  his  communication  to  you,  spoke  of  the  matter  of 
ballast,  sometimes  taking  cargo  at  a  little  lower  rate  than  you  ordi- 
narily would.  Steamers,  unless  they  have  water-ballast  tanks,  must 
of  necessity  substitute  some  other  character  of  ballast  for  that  water 
ballast.  If  you  can  obtain  a  cargo  for  the  same  as  the  ballast  would 
cost,  and  you  would  sometimes,  most  frequently  have  to  purchase  bal- 
last and  pay  the  expense  of  loading  it  and  discharging  it,  or,  3^ou 
might  say,  obtaining  cargo  at  something  a  little  more  than  that,  mani- 
festly, it  is  to  your  interest  to  handle  it. 

In  Mr.  Claijt's  estimony,  in  part  1  of  the  hearings,  he  expresses 
the  view  that  it  was  necessary  to  place  all  of  these  nonrailroad  owned 
or  controlled  steamship  lines'  rates  under  the  jurisdiction  of  the  In- 
terstate Commerce  Commission  for  the  purpose  of  preventing  them 
from  creating  a  demoralization  of  the  rates  or  discriminating  be- 
tween shippers  and  or  consignees. 
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The  Clyde  Steamship  Co.  operates  a  service  between  Boston  and 
New  York  and  Charleston.  S.  C,  just  north  of  Savannah,  Ga.,  the 
latter  port  being  served  by  the  Ocean  Steamship  Co.,  of  Savannah, 
from  Boston  and  New  York,  Avhicli  is  a  rail-owned  line.  We  operate 
a  service  from  New  York  to  Brunswick,  Ga.,  which  is  south  of  Savan- 
nah, and  also  to  Jacksonville,  Fla.,  a  little  farther  south. 

The  Ocean  Steamship  Co.,  of  Savannah,  operates  from  Boston  and 
from  New  York  the  same  rates  to  Jacksonville,  Fla.,  via  Savannah, 
in  connection  with  the  rail  lines,  as  the  Clyde  Line  operates  direct 
from  Boston  and  New  York  to  Jacksonville.  The  rail  rates  from 
Brunswick,  Ga.,  and  Savannah,  Ga.,  to  points  in  Georgia  and  Ala- 
bama, speaking  broadly  of  all  of  those  points  beyond,  closely  ad- 
jacent points  to  said  ports,  to  which  combination  on  said  ports  would 
make  a  few  of  the  rates,  are  the  same  from  both  Brunswick  and 
Savannah, 

Water-ancl-rail  and  rail-water-and-rail  rates  are  operated  between 
the  eastern  seaboard  and  interior  southern  territory  via  the  lines  of 
the  Clyde  Steamship  Co.  and  the  Ocean  Steamship  Co.,  of  Savannah, 
and  the  Clyde  Steamship  Co.  has  just  as  much  interest  in  maintaining 
those  through  rates  or  joint  rates  as  has  the  Ocean  Steamship  Co.  of 
Savannah,  because  Ave  know  that  if  we  reduce  the  rates  from  New 
York  to  Brunswick,  (ira.,  it  will  immediately  bring  down  the  through 
rates  to  points  beyond  not  only  via  Brunswick  but  via  Savannah  and 
via  Jacksonville. 

I  might  say,  and  it  is  a  fact,  that  the  principal  commodities  mov- 
ing from  New  York  and  from  Boston,  for  instance,  bagging,  if  you 
please,  to  cover  cotton  originating  at  Ludlow,  Mass.,  when  moving 
via  Boston,  and  at  Brooklyn,  when  moving  via  New  York,  as  they 
are  the  only  two  large  manufactories  of  the  commodity  in  the  East, 
canned  fish  from  the  Maine  canneries,  potatoes  from  Maine,  sugar, 
soap,  etc.,  from  NeAv  York — the  rates  on  all  those  commodities  to  in- 
terior points  in  the  South  are  constructed  how  ?  They  are  constructed 
under  a  combination  of  the  rates  to  the  South  Atlantic  ports  plus  the 
rates  beyond,  the  lower  total,  whichever  port  makes  it,  being  adopted 
via  the  four  ports,  Charleston,  S.  C,  to  Jacksonville,  Fla.,  inclusive; 
the  class  rates,  as  between  the  East  and  the  interior  South,  are  not 
made  on  South  Atlantic  port  combination,  but  are  lower  than  the 
port  combinations,  and  the  general  basis  for  many  years  was  to  have 
the  same  rate  from  Baltimore  to  Atlanta,  Ga.,  as  from  Louisville, 
Ky.,  to  Atlanta,  Ga.,  Atlanta  in  the  South  being  dealt  with  as  a  pivotal 
point,  Louisville  in  the  Middle  West  as  a  pivotal  point,  and  Balti- 
more as  a  key  to  the  East. 

The  fear,  or  the  concern,  I  should  probably  say,  that  Commissioner 
Clark  has  respecting  any  reduction  in  rates  by  these  non- Federal-con- 
trolled steamer  lines  is  without  foundation.  I  can  say,  and  truthfully 
say,  that  the  nonrailrond  oAvned  or  controlled  steamship  lines  operat- 
ing between  eastern  and  Virginia  and  South  Atlantic  ports,  starting 
at  Norfolk  and  going  to  Jacksonville,  Fla.,  never  change  a  rate,  either 
up  or  doAvn,  Avithout  discussing  it  Avith  the  traffic  officials  of  the  rail- 
owned  or  rail-controlled  steamship  lines.  None  of  us,  the  railroad 
owned  or  controlled  or  the  nonrailroad  OAvned  or  controlled,  make 
any  radical  changes  in  our  rates  as  betAveen  our  ports  Avithout  first 
apprising  the  public   at   those  ports   principally  interested   in   the 
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changes  proposed  in  them  and  giving  them  an  opportunity  to  express 
their  views  in  regard  thereto.  I  have  been  connected  with  the  Clyde 
and  Mallory  lines  for  nearly  14  years.  I  Avas  connected  with  the 
Ocean  Steamship  Co.,  of  Savannah,  prior  thereto  for  nearly  three 
years,  and  prior  thereto  I  was  connected  with  the  Central  of  Georgia 
Railway  Co.,  thS  parent  company  of  the  Ocean  Steamship  Co.  of 
Savannah.  I  merely  mention  this  to  impress  upon  yon  gentlemen 
that  I  am  informed,  and  correctly  informed,  as  to  the  ])olicy  observed 
to-day  and  which  has  been  observed  a  good  many  years.  I  might  say 
since  1906,  as  between  those  lines. 

Briefly  stated,  the  same  condition  exists  as  to  the  Mallory  Line 
operating  between  New  York  and  the  Gulf  ports,  of  Mobile  and  Gal- 
veston, and  the  Morgan  Line  operating  between  New  York  and  New 
Orleans  and  Galveston,  and  the  Southern  Steamship  Co.  operating 
betw^een  Philadelphia  and  Houston. 

Section  4  of  this  act  proposes  to  amend  the  second  paragraph  of" 
section  3,  page  12,  of  the  committee  print,  commencing  on  line  20, 
"  The  commission  may  require  the  terminals  of  any  carrier  to  be 
opened  to  the  traffic  of  other  carriers  upon  such  just  and  reasonable 
terms  and  conditions,  including  just  compensation  to  the  owners- 
thereof,"  etc. 

I  can  not  but  believe  that  that  portion  of  the  amendment  was  only 
designed  to  apply  to  railroads. 

The  Clyde  Steamship  Co.  has  provided  through  a  separate  corpo- 
rate entity  terminals  at  Charleston,  S.  C.  They  have  done  the  same 
at  Wilmington,  N.  C,  and  Jacksonville,  Fla.  Those  terminals  Avere 
constructed  in  such  measure  as  would  take  care  of  the  business  of  that 
company. 

We  have  at  the  moment  an  application  from  a  steamer  line  to  use 
our  terminals  at  Wilmington,  N.  C.  At  the  moment,  perhaps,  it 
would  not  inconvenience  us  to  permit  them  to  do  so.  That  line,  Avhen 
it  was  operating  before,  operated  between  Baltimore  and  Georgetown, 
S.  C,  and  Charleston,  S.  C.  At  the  moment  they  purpose  resuming 
their  coastwise  service  between  Baltimore  and  Wilmington,  N.  C. 
sand  Georgetown,  S.  C. 

If  they  could  go.  to  the  city  of  Charleston  and  get  terminal  space 
for  probably  an  insignificant  amount  as  compared  with  what  tHeir 
investment  would  be  for  buying  property  and  maintaining  it,  as  is 
the  case  with  us,  it  is  probable  they  would  go  there.  We  can  not 
determine,  nor  can  any  other  steamship  company  determine,  Avhen 
it  will  need  50  per  cent  of  its  terminal  space,  or  100  per  cent,  or 
maybe  50  per  cent  more  than  they  have,  on  account  of  weather  con- 
ditions. We  have  had  at  Charleston,  S.  C,  four  and  five  steamers 
at  once  as  a  result  of  weather  conditions.  Certainly  it  would  not  be 
fair  to  the  Clyde  Steamship  Co.  that  we  should  be  forced  to  allow 
another  company  to  occupy  our  terminals  at  Charleston  or  Jack- 
sonville, as  the  conditions  would  arise  Avhen  we  would  find  our 
steamers  getting  bunched — even  though  they  might  not  have  a 
steamer  there — there  might  be  certain  quantities  of  their  freight 
discharged  on  to  these  terminals  at  that  time  and  not  removed  that 
would  seriously  delay  our  steamers  and  business,  both  freight  and 
passenger,  and  I  might  say  that  the  space  for  storing  freight  at 
Charleston,  S.  C,  as  well  as  at  Jacksonville,  Fla.,  in  public  Avare- 
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houses  is  very  limited  and  meager,  and  we  would  thus  be  precluded 
from  discharging  our  freight,  thus  subjecting  it  to  undue  delay  and 
subjecting  the  company  to  loss.  That  is  another  reason  w^hy  we 
do  not  desire  to  see  our  water-line  service  placed  under  the  juris- 
diction of  the  Interstate  Commerce  Commission, 

The  Chairman.  As  to  that  matter  you  would  not  want  to  be  under 
the  jurisdiction  of  the  Shipping  Board  either,  would  you? 

Mr.  Levis.  Under  the  jurisdiction  of  the  Shipping  Board? 

The  Chairman.  Yes;  as  to  terminals? 

Mr.  Levis.  Well,  I  believe  that  the  Shipping  Board  has,  perhaps, 
the  right  to  exercise  that  feature  of  the  law,  but  dealing  exclusively 
with  shipping,  they  would  know  what  the  conditions  were,  and  I 
do  not  believe  they  would  ever  impose  any  such  conditions,  espe- 
cially in  so  far  as  regular  coastwise  lines  are  concerned. 

I  might  say  further  that  we  have  had  no  trouble,  as  can  be  sub- 
stantiated by  the  United  States  Shipping  Board,  with  any  of  our 
shippers  at  our  ports.  I  might  further  say,  and  this  can  be  sub- 
stantiated bj'  the  traffic  officials  or  the  executive  officials  of  the  rail- 
owned  steamer  lines,  that  the  coastwise  lines  in  the  Atlantic  and 
Gulf  coast  services  have  not  for  many  years  disturbed  any  rate 
situations.     But  we  do  not  wish  to  be  tied  up. 

Section  10,  on  page  18  of  the  committee  print,  provides  for  an 
amendment  of  section  6  of  the  commerce  act,  granting  to  the/ Inter- 
state Commerce  Commission  authority  to  fix  mininuim  as  well  as 
maximum  rates.  Touching  on  that  briefly,  that  would  mean,  as  to 
port  to  port  traffic,  if  our  line  should  be  so  unfortunate  as  to  be 
placed  under  their  jurisdiction,  the  tieing  up  of  this  traffic  that  I 
have  just  referred  to  under  inflexible  conditions.  I  do  not  believe 
that  the  Interstate  Commerce  Commission  is  in  position  to  know 
or  to  determine  in  any  short  period  of  time  just  what  minimum 
rate  it  would  be  necessary  for  the  steamship  lines  to  make  as  to 
all  water  traffic.  I  am  not  addressing  my  remarks  there  to  the  mis- 
cellaneous character  of  traffic,  such  as  we  all  know  as  package 
freight,  but  instead  to  what  might  be  called  the  cargo  traffic. 

We  also  have  great  concern  in  connection  with  the  commission 
being  authorized  to  fix  the  minimum  rates  in  respect  more  particu- 
larly to  our  rail,  water  and  rail,  and  our  water  and  rail  differential 
rates.  The  coastwise  lines  operating  from  the  ports  of  Boston, 
Providence,  New  York,  Philadelphia,  and  Baltimore,  to  and  via 
ports  of  Hampton  Roads — in  other  Avords,  we  would  say  Norfolk — 
and  the  South  Atlantic  and  Gulf  ports,  as  far  west  as  Galveston, 
Tex.,  operated  as  differential  rates  in  the  first  instance  via  Virginia 
ports  to  Central  Freight  Association  territory  and  Missouri  River 
territor}%  Colorado-Utah  territory,  Arkansas,  Oklahoma,  and  Louisi- 
ana, east  of  the  Mississippi  River,  to  the  entire  South,  with  a  few 
exceptions,  "  some  points  in  the  State  of  Virginia  "  and  the  Missis- 
sippi Valley,  under  the  all-rail  rates,  for  many  years.  The  steamer 
lines  operating  via  South  Atlantic  ports  from  the  ports  mentioned 
and  via  Gulf  ports  have  operated  differential  rates  to  the  same  terri- 
tories of  destination,  with  the  exception  of  Central  Freight  Associa- 
tion territory,  and  some  of  the  South  Atlantic  port  steamship  lines 
operated  to  certain  points  in  Central  Freight  Association  terri- 
tory under  the  differential  rates.     The  steamship  lines  operating  via 
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the  Gulf  operated  differential  rates  into  the  South ;  that  is,  that  sec- 
tion of  the  Soutli  on  and  south  of  a  line  drawn  from  Selma,  Ala., 
through  Meridian,  Miss.,  Jackson,  Miss.,  and  Vicksburg,  Miss.,  and 
likewise  to  Louisiana  east  and  Avest  of  the  Mississippi  River,  Texas, 
Arkansas,  Oklahoma,  Missouri  River  territory,  Colorado-Utah  ter- 
ritory. The  matter  of  differentials  via  the  water  and  rail  lines  has 
been  a  bone  of  contention  as  between  the  rail  and  water  routes  and 
the  all-rail  lines,  especially  the  all-rail  lines  in  the  East,  for  35  years. 

Under  negotiations  commencing  in  1885  and  culminating  in  1894 
a  basis  of  differential  rates  was  established  as  between  the  East  and 
the  South — -and  when  I  say  the  South  I  refer  to  that  territory  east 
of  the  Mississippi  River  and  south  of  the  Potomac  and  Ohio  Rivers, 
with  the  exception  of  what  we  know  as  the  Valley  territory,  lying 
intermediate  from  a  line  from  Chattanooga  through  Birmingham, 
•Calera,  Montgomery,  Selma,  and  Pensacola  on  the  east  and  the  east 
bank  of  the  Mississippi  River  on  the  west,  to  which  territory  the 
rail  and  water  lines  were  never  conceded  any  differentials  via  Vir- 
ginia or  South  Atlantic  ports,  but  to  which  territory  the  Mallory 
and  Morgan  Lines  were  conceded  a  differential  adjustment  to  that 
portion  of  said  territory  lying  on  and  south  of  the  Alabama  &  Vicks- 
burg Railroad,  Meridian,  Miss.,  to  Vicksburg,  Miss.,  inclusive. 

In  early  February  of  1918,  when  the  agitation  arose  to  place  the 
nonrailroad-owned  steamship  lines  under  Federal  control,  I  viewed 
such  action  with  grave  concern.  I  did  not  want  the  lines  placed 
nnder  Federal  control,  fearing  action  that  might  be  taken  as  respect- 
ing the  differential  water  and  rail  and  rail,  water  and  rail  adjust- 
ments. I  was  in  Washington  on  February  27,  1918,  and  I  was  told 
that  as  soon  as  coastAvise  lines  were  placed  under  Federal  control 
that  the  differoitial  situation  would  be  straightened  out,  and  that 
the  coastwise  lines  would  be  compelled  to  handle  more  bulk  cargo 
and  less  package  freight. 

The  Chairman.  And  you  Avere  disappointed? 

Mr.  Levis.  In  a  measure,  but  not  altogether.  There  is  not  suf- 
ficient bulk  freight  moving  from  eastern  ports  to  the  south  Atlan- 
tic ports  to  justif}'  the  operation  of  any  steamer  line  running  a  serv- 
ice greater  than  one  ship  per  Aveek,  unless  you  engage  in  the  coal 
trade.  It  Avas  anticipated  that  these  lines  would  be  taken  under  the 
jurisdiction  of  the  Federal  Government  or,  I  might  say,  of  the 
United  States  Railroad  Administration,  about  April  1.  They  were 
not,  as  a  matter  of  fact,  taken  over  until  the  midnight  of  April  12, 
1918 :  hence,  the  delay  I  assume  in  mailing  to  the  traffic  people  of 
the  coastAvise  steamship  lines  letters  Avritten  under  date  of  April  9, 
but  not,  as  a  matter  of  fact,  mailed  from  Washington  until  April 
17,  and  received  in  Ncav  York  and  Baltimore  April  18,  those  being 
the  points  at  Avhich  the  interested  traffic  officials  are  located,  in  which 
we  Avere  advised :  "  It  has  been  decided  by  the  Railroad  Administra- 
tion that  all  differential  rates,  whether  the  all-rail,  ocean  and  rail, 
or  lake  and  rail,  Avill  be  abolished  during  the  continuance  of  the  war. 
W^ill  you  be  good  enough,  therefore,  to  arrange  as  promptly  as  pos- 
sible to  place  your  eastbound  and  westbound  rates  operating  to  and 
through  Central  Freight  Association  territory  on  the  all-rail  basis." 
That  letter  is  dated  Washington,  D.  C,  April  9,  and  is  addressed  to 
W.  H.  Pleasants,  president  of  the  Ocean  Steamship  Co.,  of  Savan- 
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nah;  H.  B.  Walker,  president  and  general  manager  of  the  Old  Do- 
minion Steamship  Co.,  myself,  and  others,  and  signed  by  Edward 
Chambers,  director  of  the  Division  of  Traffic,  per  W. 

As  the  result  of  that  letter  the  differential  rates  between  Seaboard 
territory  and  Central  Freight  Association  territory,  Missouri  Eiver 
territory,  and  Colorado-Utah  territory  were  placed  upon  the  all- 
rail  basis. 

Another  letter  under  the  same  date,  and  addressed  to  the  same 
gentlemen,  and  others,  is  as  follows:  "  It  having  been  decided  by  the 
Railroad  Administration  that  differential  rates  will  be  abolished 
during  the  continuance  of  the  war,  it  will  be  necessary  for  you  to 
provide  all  tariffs  operating  from  the  eastern  seaboard  to  interior 
points  in  Louisiana,  Texas,  Colorado.  Utah,  and  other  points  west 
of  the  Mississippi  River,  on  an  all-rail  basis,"  etc. 

Another  paragraph  is :  "  It  will  doubtless  be  necessary,  later  on, 
to  change  the  territory  along  the  eastern  seaboard  to  and  from 
which  the  water  and  rail  rates  apply,  but  in  the  meantime  the  situa- 
tion can  be  controlled  by  embargoes." 

Under  date  of  April  20,  1918,  the  Interstate  Commerce  Commis- 
sion issued  fifteenth  section  order  No.  600,  from  which  I  quote : '"  Tha. 
United  States  Railroad  Administration  having  requested  the  com- 
mission's approval  for  filing  by  all  carriers  subject  to  this  jurisdic- 
tion, schedules  establishing  joint  rail-and-Avater,  water-and-rail,  rail- 
water-and-rail  and  all-water  rates,  on  the  same  level  as  the  all-rail 
rates  between  the  same  points,"  etc. 

That  was  supplemented  by  Supplement  No.  1  on  May  7,  and 
brought  forward  in  the  fifteenth  section  order  No.  750,  under  date  of 
June  10,  1918. 

I  quoted  from  one  of  these  letters  from  Mr.  Edward  Chambers  a 
paragi'aph  in  which  he  said  that  it  would  probably  be  necessary  to 
change  the  territory  from  which  rail  and  water  rates  were  to  be 
operated.  I  am  assuming,  without  criticizing,  although  the  corre- 
spondence speaks  for  itself  and  I  have  certain  view^s  respecting  it, 
that  their  reason  for  abolishing  these  differentials  was  that  it  would 
bring  in  more  revenue  for  the  carriers  as  a  whole,  or  for  the  Govern- 
ment, I  might  say.  Certainly  there  Avas  no  shippers'  or  consignees^ 
necessity  present.  If  the  rates  had  been  higher  than  the  rail  rates 
there  would  have  been  some  occasion  for  bringing  them  down  to  the 
rail  basis,  but  being  lower  there  w^as  no  occasion  for  the  rates  being 
raised  in  the  interest  of  the  public. 

I  quote  from  a  letter  dated  March  26,  1919,  written  by  Mr.  Edward 
Chambers,  director  of  the  Division  of  Traffic : 

It  lias  been  determined  to  revise  ocean  and  rail  rates  between  eastern  terri- 
tory and  the  southeast  and  the  Carolinas  on  the  following  basis. 

I  will  not  quote  the  figures,  gentlemen,  but  prior  to  July,  1917,  the 
differential  rates  from  the  eastern  ports  to  the  differential  territory  in 
the  southeast  were  under  a  12  to  5  cent  scale,  commencing  at  first  class. 
In  July,  1917,  we  steamship  lines  found  ourselves  in  need  of  more 
money.  We  had  a  conference  of  the  executive  officers  of  the  rail  lines 
in  the  South  and  also  the  steamship  lines  operating  to  and  via  Vir- 
ginia and  south  Atlantic  ports.  This  conference  Avas  held  in  the 
Southern  Railway  general  office  in  Washington  on  July  10, 1917.  We 
decided  that  we  would  modify  the  differentials  from  the  ports  from 
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the  12  to  5  cent  scale  to  a  6-cent  scale  and  try  it  out.     From  the  pro- 
ceedings of  that  meeting  I  quote : 

The  differentials  lierein  provided  for  are  acceptable  to  the  water  lines, 
with  the  distinct  reservation  that  if  and  when  normal  times  return  they  find 
themselves  receiving  less  than  a  fair  proportion  of  the  traffic,  the  present 
differential  scale,  in  parts  or  in  whole,  will  be  restored  on  30  days'  notice  from 
initial  water  lines. 

Quoting  from  that  letter  of  March  26,  1919,  by  Mr.  Chambers  that 
referred  to  the  restriction  of  the  rail  and  water  territory,  I  quote : 

Southbound  territory  of  origin  on  and  east  of  the  Northern  Central  Railroad 
from  Sodus  Point,  through  Harrisburg,  thence  via  the  line  from  Harrisburg 
tlirough  Chambersburg  and  Hagerstown  to  the  Potomac  River,  thence  down 
the  Potomac  River  to  the  Atlantic  Ocean. 

Now,  Avhat  does  that  mean?  It  means  bringing  the  western  line 
of  the  territory  from  which  we  operated  differential  rates  for  23 
years  eastward  from  a  point  about  5  miles  east  of  what  is  known  as 
the  Buffalo-Pittsburgh  line,  to  this  Sodus  Point  line.  This  places 
our  traffic  from  a  point  like  Rochester — and  Rochester  is  becoming 
one  of  the  most  important  points  we  have  in  the  interior  seaboard — 
on  the  all-rail  basis  into  the  South. 

Quoting  further  from  that  letter — Mr.  Chambers's  letter: 

It  is  our  thought  that  the  rates  from  the  interior  to  the  southern  ports  should 
be  on  a  basis  not  higher  than  the  interior  differential  above  outlined ;  that  is^ 
to  the  interior  South,  the  4  to  2  cent  scale. 

The  rates  they  propose  from  the  interior  seaboard,  such  as  they 
desire  to  let  us  operate  differential  rates  from  in  the  future,  prescribes 
a  4,  3,  3,  2,  2,  2  cent  scale  under  all-rail.  The  rates  as  between  in- 
terior points  in  the  east  and  ports  proper  south  of  Virginia  ports 
are  uninsured.  They  do  not  include  marine  insurance,  and  have  not 
except  during  a  short  period  of  the  war  when  the  rates  were  all  made 
to  include  insurance,  so  that  rail  carriers  could  divert  the  traffic  via 
any  route  they  saw  fit  and  forward  it,  and  at  the  same  time  protect 
the  shipper  against  loss. 

The  scale  of  differentials  that  they  propose  to  allow  us  would  not 
pay  the  cost  of  the  marine  insurance;  neither  would  the  differentials 
on  the  lower  classes,  which  cover  carload  traffic,  pay  for  the  loading^ 
of  the  freight  into  the  cars  at  the  terminals  at  Charleston,  S.  C,  or 
Jacksonville,  Fla.,  and  pay  the  switching  that  would  be  exacted  for 
taking  that  freight  to  the  private  siding  of  the  receivers  located  on 
rail  tracks,  the  all-rail  rates  of  the  rail  lines,  including  delivery  at 
these  warehouses  when  the  traffic  moves  in  quantities  of  10,000  pounds 
or  over.  In  other  words,  gentlemen,  they  would  have  w4ped  us 
off  the  ocean. 

I  was  the  general  freight  agent  of  the  seven  lines  forming  the 
Coastwise  Steamship  Co.  from  September  15  to  December  5,  1918, 
under  Federal  Manager  H.  B.  Walker.  When  the  Railroad  Ad- 
'  ministration  relinquished  the  Clyde  and  Mallory  Steamship  lines  on 
the  midnight  of  December  5,  retroactive  to  December  1,  for  account- 
ing purposes,  I  returned  to  my  previous  and  present  ])Osition  of 
freight-traffic  manager  of  the  Clyde  and  Mallory  lines.  The  rail- 
and-water  rates  to  the  South  were  not  advanced  to  the  all-rail  basis, 
as  proposed  or  as  desired.  Therefore  we  continue  to-day  the  differ- 
ential rates,  as,  we  will  say,  of  July,  1917,  modified   only  in  the 
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measure  that  the  25  per  cent  increase  under  oeneral  order  No.  28 
spread  them,  the  percentage  being  applied  to  the  all-rail  rates  of  a 
greater  measure  than  the  rail-and-water  rates,  and  we  have  to  the 
Southeast  to-day  substantially  the  8-cent  scale  from  the  ports  and 
the  4-cent  scale  from  the  interior  th"at  they  are  asking  us  to  estab- 
lish— I  won't  say  asking,  but  that  they  are  ordering  the  rail-and- 
water  lines  to  put  them  in.  I  merely  refer  to  this,  but  I  could  go 
further,  because  there  are  other  propositions  of  a  similar  character. 

The  CHAiR]\rAN.  That  would  not  be  necessary,  Mr.  lievis.  Are 
there  other  sections  of  the  bill  that  you  think  should  be  amended  in 
line  with  your  views? 

Mr.  Levis.  Yes:  but  if  I  am  permitted,  I  would  like  to  merely 
accentuate  what  I  have  said,  in  that  just  exactly  what  I  predicted 
in  my  advice  to  our  president  on  February  28,  1918,  has  developed 
and  is  developing.  We  are  being  placed  in  a  very  undesirable  and 
unenviable  position,  and  it  is  for  the  reason,  and  the  only  reason  that 
I  brought  this  out,  that  Mr.  Commissioner  Clark,  at  page  51  of  part 
1,  of  the  Hearing,  stated:  "Disclaiming  any  disposition  or  desire  to 
grasp  any  more  authority  or  any  more  work,  I  have  not  been  able 
in  my  mind  to  conceive  of  a  better  plan  than  to  first  lay  down  the  law 
and  then  authorize  the  commission  thereunder  to  appoint  committees, 
or  a  committee  for  each  traffic  district,  of  experienced  men,  collected 
with  a  view  to  their  skill  and  knowledge,  perhaps  what  might  be 
termed  expert  traffic  men  in  matters  of  this  sort,"  etc. 

If  the  Interstate  Commerce  Commission  should  be  clothed  with 
the  authority  to  do  that,  and  they  followed  out  the  present  plan 
under  which  these  freight  traffic  committees  are  appointed,  I  antici- 
pate that  the  water  lines  will  have  nothing  more  to  say  in  the  pro- 
tection of  their  rate  adjustment  than  they  have  to-day,  which  is  nil. 
I  protested  against  the  proposed  bases,  as  outlined  by  the  director 
of  the  division  of  traffic  as  far  as  our  companies  were  concerned, 
in  writing,  and  I  never  received  any  reply  whatever.  I  tried  to 
ascertain  why  I  could  not  get  any  reply,  and  I  was  finally  informed 
by  a  representative  of  the  United  States  railroad  coastwise  lines 
that  he  had  been  informed  that  my  letters  had  been  received  at 
Washington  but  that  they  would  not  receive  any  consideration — 
and  that  was  certainlj'.a  true  statement,  because  they  have  not. 

The  Chairman.  Your  lines  have  been  turned  back 

Mr.  Levis.  Our  lines  were  turned  back  on  Decem])er  1. 

The  Cpiairman.  Might  not  that  action  on  the  part  of  the  Federal 
Railroad  Administration  have  been  due  to  a  desire  to  get  as  much 
revenue  as  they  could  from  the  rail  lines 

Mr.  Levis.  I  shall  be  charitable  enough  to  assume  that  it  was  dur- 
ing the  period  of  the  war,  and  that  that  was  true,  but  I  make  the 
plain  statement,  because  it  is  my  firm  conviction  at  this  moment, 
that  the  present  action  that  is  being  taken  is  being  taken  by  people 
connected  with  the  United  States  Railroad  Administration  who  are 
interested  in  all-rail  movement,  to  perpetuate,  if  you  please,  as  far 
as  may  be  possible  this  restricted  territory  that  they  are  undertak- 
ing to  impose  upon  us,  and  the  reduction  in  the  differential  ad- 
justment. 

If  I  may,  for  just  a  moment,  divert  to  fhese  freight  traffic  com- 
mittees.   We  are  at  the  present  time — and  when  I  say  "  we,"  I  mean 
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the  nonrailroad-ownecl  and  railroad-owned  steamship  lines,  confer- 
ring with  the  general  freight  agent  of  the  New  York,  New  Haven 
&  Hartford  Railroad  Co.  and  New  England  steamship  lines,  with 
respect  to  water  and  rail  adjustments.  His  views,  first,  last,  and  all 
the  time,  are  favorable  to  all-rail  lines;  consequently  we  can  not 
hope  for  much  sympathetic  cooperation  from  him. 

The  Chairman.  Mr.  Levis,  we  told  Col.  Bryan  that  he  would  be 
heard  at  3  o'clock,  and  he  has  arrived.  If  it  would  not  inconven- 
ience you,  I  would  like  to  have  you  stand  aside  until  the  colonel  has 
made  his  statement. 

Mr.  Levis.  I  shall  be  very  glad  to  do  so,  and  will  finish  this 
afternoon  or  at  any  other  time  that  you  may  state. 


House  of  Representatives, 
Committee  on  Interstate  and  Foreign  Commerce, 

Tuesday^  Septemher  ^,  1919. 
The  Chairman.  We  will  now^  be  glad  to  hear  Mr.  Levis,  who  will 
conclude  his  testimony,  and  after  Mr.  Levis  is  through  Mr.  Law, 
representing  the  Alaska  Steamship  Co.,  will  be  heard,  and  this  after- 
noon we  will  start  in  to  hear  from  the  representatives  of  the  wire 
systems — transmission  of  intelligence. 

STATEMENT  OF  MR.  W.  P.  LEVIS— Resumed. 

Mr.  Levis.  Mr.  Chairman  and  gentlemen,  when  I  suspended  my 
testimony  on  Friday  last  I  believe  I  had  reached  section  14  of  the 
committee  print  of  the  proposed  bill  under  which  it  is  proposed  to 
amend  the  first  four  paragraphs  of  section  15. 

The  Chairman.  Are  you  using  the  committee  print  or  the  regular 
bill? 

Mr.  Levis.  The  committee  print.  It  commences  on  page  22  of  the 
print,  section  14.  What  we  are  concerned  about  is  the  proposed 
amendment  of  paragraph  3  of  the  act,  section  15,  as  found  on  page  35 
of  the  publication  of  the  act  as  revised  to  June  1,  1918,  wherefrom 
the  following  words  are  eliminated,  or,  I  might  say,  omitted  from 
the  proposed  amendment :  "  nor  shall  the  commission  have  the  right 
to  establish  any  route,  classification,  rate,  fare,  or  charge  when  the 
transportation  is  wholly  by  water,  and  any  transportation  by  water 
affected  by  this  act  shall  be  subject  to  the  laws  ttnd  regulations  appli- 
cable to  transportation  by  water." 

Considering  the  omission  of  these  words  from  the  amendment  as 
proposed  in  connection  with  section  20,  which  embraces  the  Cum- 
mins amendment,  we  w^ater  carriers  have  never  believed,  nor  do  we 
believe  to-day,  that  the  Cummins  amendment  intended  to  or  does 
repeal  the  statutes  governing  water  transportation,  such  as  the  Har- 
ter  Act,  approved  February  13,  1893,  and  effective  as  of  July  1  of 
that  year,  and  other  statutes  bearing  on  marine  transportation, 
although  in  the  recent  action  of  the  Interstate  Commerce  Commis- 
sion, in  handing  down  their  order  No.  4844  in  the  bill-of-lading  case, 
they  have  interpreted,  under  the  construction  we  place  upon  their 
order,  these  marine  statutes  as  being  repealed,  or,  at  least,  the  Cum- 
mins amendment  taking  precedence  thereover. 
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The  order.  4844.  of  the  commission,  in  the  bill-of-hidino;  case,  is  at 
the  mon\ent  inider  injunotion.  They  provide  in  that  oriler  for  the 
issuance  of  bilk  of  hidina".  or  a  form  of  bill  of  ladinix.  1  shonld  say, 
and  under  which  they  purpose  eliminatino-  the  exemptions  whieh  the 
water  carriers  have  operated  under  for  many,  many  years  (owing 
to  the  character  of  steamship  service),  in  so  far  as  rail-and-water 
transportation  of  domestic  traffic  is  concerned:  also,  all  water  trans- 
portation woidd  be  so  alfected  should  the  all-water  lines  be  placed 
under  the  jurisdiction  of  the  Interstate  Commerce  Commission  as  to 
their  port-to-port  traffic.  That  order  does  not.  however,  purpose 
applyinir  such  jurisdiction  to  the  coastwise  traffic  handled  as  between 
their  port«  destined  to  or  coming  from  foreign  countries  not  adja- 
cent. 

If  the  water  lines  should  be  placed  under  the  jurisdiction  of  the 
commission  and  the  Ciuumins  amendment  is  continued  in  section 
•20 — and  there  is  nothing  in  this  proposed  bill  to  change  it — it  will 
sunply  create  confusion  and  doubt  in  the  minds  of  the  public,  at 
least,  and  perhaps  in  the  minds  of  the  counnissioners.  respecting  the 
liability  of  the  water  lines  in  the  transportation  of  their  all-water 
and  also  their  rail-and-water  traffic. 

We,  therefore,  urge  that  those  words  in  paragraph  3  of  section  15 
of  the  act  as  at  present  in  etfect.  and  above  quoted,  be  restated  in 
vour  amendment  to  paracraph  Xo.  3  of  that  section  as  proposed  in 
this  bill. 

The  Chairman.  Th.at  is.  reinsert  the  words  that  you  have  stated 
were  omitted. 

^Ir.  Lfais.  Yes.  sir.  I  do  not  know  that  I  have  anything  more  to 
say.  gentlemen,  other  than  that  I  wotdd  hkc  to  bring  into  this  record, 
inasmuch  as  the  letter  which  onr  President  wrote  you  I  have  re- 
quested we  should  discard,  one  matter,  and  that  is  this:  The  non- 
railroad-owned  steampship  lines  occupy  an  entirely  different  posi- 
tion from  those  steamship  lines  owned  by  the  railroads;  for  instance, 
the  Ocean  Steamship  Co..  of  Savannah,  operating  between  Savannah 
and  Xew  York  and  r>oston.  the  Old  Dominion  Steam-=;hip  Co..  be- 
tween Virginia  ports  and  Xew  York,  the  Chesapeake  Steamship  Co., 
and  the  Baltimore  Steam  Packet  Co..  between  Virginia  ports  and 
Baltimore,  and  the  Morgan  Line  between  Galveston.  Texas.  Xew 
Orleans.  La.,  and  Xew  York.  They  are  nothing  more  or  less  than  ex- 
tensions of  the  rail  lines,  and  by  virtue  of  the  ownership  of  those 
companies  resting  in  the  rail  lines,  their  parent  companies  are  in. 
j»osition  to  and  do  force  sufficient  tonnage  via  those  lines  to  give 
them  safe  cargoes,  that  is  to  say.  safe  quantities  of  cargoes.  As  to 
the  revenue  accruing  to  those  lines,  it  is  not  so  important  to  them  as 
it  is  to  the  nonrail-owned  steamship  lines. 

You  gentlemen  are.  undoubtedly,  familiar  with  the  testunony  in 
the  Panama  Canal  case,  under  which  the  Southern  Pacific  Co.  sought 
and  was  granted  permission  to  retain  the  ownership  of  the  Morgan 
Line,  wherein  it  was  testified  that  the  Xew  Orleans  service  of  the 
Morgan  Line  had  been  operated  for  many  years  at  a  loss  and  a  sub- 
stantial loss. 

I  have  no  authority  to  speak  for  the  rail-owned  steamer  line 
operating  between  Virginia  ports  and  eastern  ports,  but  I  have  a 
very  clear  knowledge  of  the  conditions  governing  the  service  of  the 
Clyde  Steamship  Co.  which  was  operated  for  many  years  betwe-en 


RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1749 

Norfolk  and  Philadelphia,  and  which  service  we  discontinued,  per- 
manently, in  February  last.  We  did  not  make  any  money  and  had 
not  made  any  for  several  years  and  could  not  continue  to  operate. 
Identically  the  same  revenue  accrued  to  the  Clyde  Steamship  Co.'s 
Philadelphia-Norfolk  Line,  on  its  traffic  interchanged  with  rail  lines 
at  Virginia  ports  as  accrued  to  the  Old  Dominion  Steamship  Co., 
operating  between  Virginia  ports  and  New  York.  They  niay  be 
able  to  operate  their  line  in  a  more  economical  manner  than  did  our 
company  its  line,  but  that  is  a  debatable  question.  We  could  not, 
however,  operate  under  prevailing  conditions  and  earn  expenses, 
much  less  any  profit. 

The  Chairman.  Do  you  object  to  the  provisions  in  the  pending 
bill  removing  the  restrictions  on  rail-owned  water  lines  as  prescribed 
in  the  Panama  Canal  Act? 

Mr.  Levis.  I  do  not;  no,  sir. 

The  Chairman.  You  think  that  that  provision  is  all  right? 

Mr.  Levis.  I  do;  yes,  sir. 

The  Chairman.  And  that  they  ought  to  be  permitted  to  operate, 
notwithstanding  there  might  be  some  suppression  of  competition, 
provided  it  is  in  the  general  public  interest? 

Mr.  Levis.  I  do. 

The  Chairman.  You  are  in  accord  with  that  thought? 

Mr.  Levis.  Yes,  sir. 

The  Chairman.  Are  you  opposed  to  the  regulation  of  the  tramp 
or  the  wild  boat? 

Mr.  Levis.  I  do  not  believe — I  will  answer  your  question  directly ; 
I  should  say  no,  provided  they  could  be  controlled ;  and  when  I  say 
that  I  mean  you  have  the  tramp  boats  under  American  registry ;  you 
have  the  tramp  boats  under  foreign  registry,  operating  between 
United  States  ports  and  ports  of  adjacent  foreign  countries;  and 
you  also  have  boats  that  are  owned  by  shippers  of  commodities  in 
large  volume.  I  have  in  mind  at  the  moment  the  Atlantic  Coast 
Lumber  Co.,  who  own  their  steamers  and  handle  their  own  lumber 
from  their  mills  at  Georgetown,  S.  C,  and  points  adjacent  thereto, 
to  the  eastern  ports.  I  have  in  mind  further  the  Cummer  Cook  Co., 
of  Jacksonville,  Fla.,  who  have  two  boats  at  this  time.  In  the  past 
they  have  operated  them  in  their  own  service,  but  at  the  present  time 
they  have  chartered  them.  I  do  not  know,  Mr.  Chairman,  just  how 
you  could  control  the  tramp  boats  as  a  whole.  I  have  seen  no  propo- 
sition in  any  of  the  bills  that  would  touch  in  the  least  upon  the  rights 
of  an  owner  of  a  large  volume  of  commodity,  such  as  phosphate 
rock,  lumber,  etc.,  from  chartering  boats  under  such  basis  as  they 
might  be  able  to  charter  them,  and  handling  their  own  commodities. 
NoAv,  in  handling  their  own  commodities,  especially  lumber,  for  the 
moment,  if  you  please,  the  basis  under  which  they  can  handle  very 
largely  fixes  the  market.  We  will  take  schooners.  They  operate 
under  somewhat  different  conditions  from  what  is  known  as  a  tramp 
steamer,  in  that  the  insurance  rates  vary  from  season  to  season.  Dur- 
ing the  periods  between  what  we  call  the  tropical  storm  season- 
on  the  South  Atlantic  and  in  the  Gulf,  their  insurance  rates  are 
lower  than  during  said  storm  seasons. 

I  do  not  believe — and  I  do  not  speak  selfishly  when  I  make  this 
statement — that  any  inflexible  basis,  or  any  basis,  I  will  say,  could 
be  established  for  the  fixing  of  rates  along  the  coast  or  upon  any 
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Other  body  of  water,  coverinof  oariio  movement  especially,  that  would 
not  be  intlexible,  and  if  inflexible,  coidd  not  be  operated  under.  I  be- 
lieve 3'ou  Avould  find  steamers,  schooners,  and  other  craft  delayed^ 
tied  up.  and  subjected  to  such  expenses,  and  subjected  to  such  unjust 
conditions.  I  may  say,  that  they  would  soon  disappear  from  Amer- 
ican waters. 

The  Chairman.  The  shippins:  act  has  a  proviso  excepting  from 
its  operation  the  tramp,  does  it  not  ? 

Mr.  Levis.  Yes,  sir. 

The  Chairman.  Do  you  think  it  would  be  wise  for  us  to  make  a 
like  exception  in  the  pendino;  bill? 

Mr.  Levis.  I  do. 

The  Chairman.  Is  it  not  a  fact  that  some  of  the  line  steamship 
companies  which  would  be  subject  to  the  Shippins;  Board  or  to  the 
Interstate  Commerce  Commission  under  this  act.  would  object  to 
regulation,  fixing  of  their  rates,  filing  of  their  schedules,  and  to  hav- 
ing the  tramp,  which  may  become  a  vital  competitor,  exempted? 

Mr.  Levis.  Most  assuredly  they  would. 

The  Chairman.  But  that  would  be  the  existing  conditions? 

!Mr.  Levis.  Provided  this  bill  goes  through  and  that  is  one  thing 
we  are  protesting  against.  We  do  not  want  our  port-to-port  rates 
under  the  jurisdiction  of  the  Commission. 

;Mr.  ;Merritt.  Did  you  say  port-to-port  rates? 

Mr.  Levis.  Yes. 

The  Chairman.  Port-to-port  rates  and  coastwise  traffic. 

Mr.  Merritt.  My  understanding  is  that  the  basis  of  your  conten- 
tion is  that  unless  you  regulate  the  tramp  steamers  it  would  be  very 
unjust  to  regulate  the  port-to-port  rates  for  the  liners. 

Mr.  Levis.  Yes,  sir;  that  is  my  position. 

Mr.  jSIerritt.  You  are  willing  to  have  competition  provided  you 
can  compete? 

Mr.  Levis.  Yes,  sir. 

The  Chairman.  And  provided  the  tramps  would  be  subject  to  the 
same  conditions  and  limitations  as  the  line  steamers? 

Mr.  Levis.  I  would  not  object  to  that,  except,  as  I  stated  just 
now,  we  would  not  want  any  bill  to  become  a  law  which  would 
modify  or  repeal  the  present  marine  statutes  under  which  the  water 
lines  have  certain  exemptions  and  which  we  believe,  and  have  been 
recognized  by  countries  all  over  the  world  that  they  are  justly  en- 
titled to.  by  reason  of  the  conditions,  climatic  conditions,  and  others, 
under  which  they  operate  upon  the  seas. 

The  Chairman.  You  realize  there  are  some  very  grave  terminal 
questions  in  regard  to  shipping.  There  are  some  disputes  with 
reference  to  port  charges,  whether  those  charges  are  against  cargoes 
or  against  vessels;  that  there  are  some  grave  questions  as  to  the 
terminals  owned  and  operated  and  controlled  by  railroad  com- 
panies, and  that  there  is  a  clash  of  interest  as  between  shipping 
lines  and  the  rail  terminals.  You  realize  there  is  a  large  field  there 
wherein  there  ought  to  be  some  sort  of  coordination  or  regulation. 
Would  you  object  to  giving  that  power  of  coordination  and  regu- 
lation to  the  Interstate  Commerce  Commission? 

Mr.  Levis,  I  would  not  except  to  the  extent,  speaking  for  our 
steamship  lines,  that  we  would  not  desire  to  place  under  the  juris- 
diction of  the  Interstate  Commerce  Commission  the  power  to  say 
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that  otlier  steamship  lines  could  come  in  and  occupy  our  terminals, 
and  I  will  explain  my  objection  in  this  way — I  think  I  touched 
upon  the  matter  Friday.  We  can  not  determine  when  we  will 
have  an  excess  of  steamers  at  any  one  of  our  ports  and  require  100 
l^er  cent  or  may  be  more  of  our  facilities.  We  planned  and  built 
our  terminals  at  our  principal  ports  to  take  care  of  what  we  con- 
sidered, as  nearly  as  we  could  determine,  our  maximum  require- 
ments. We  have!  found,  time  and  again,  since  then,  and  that  has 
only  been  a  few  years  ago,  when  we  bought  property  and  built  our 
own  terminals  at  Charleston  and  Jacksonville,  especially,  that  we 
had  underestimated  our  maximum  requirements.  We  have  heavy 
investments  at  our  ports  where  we  have  constructed  our  terminals. 
We  do  not  think  it  would  be  fair  to  let  some  steamship  lines  organ- 
ize and  undertake  to  operate  a  service  to  and  from  those  ports  and 
use  our  termirials,  even  at  what  might  be  considered  a  fair  rental 
basis. 

As  I  stated  Friday,  we  have  an  application  at  the  moment  to 
permit  a  steamer  line  to  use  our  terminals  at  Wilmington.  I  have 
no  doubt  but  what  we  will  have  the  same  application  so  far  as 
Charleston  is  concerned  a  little  later  on,  I  know  we  will  if  this 
bill  is  passed  and  we  are  made  subject  to  the  Interstate  Commerce 
Commission.  That  line  does  not  operate  from  Xew  York,  but  it 
does  operate  from  a  port  in  the  eastern  territory,  and  to  open  our 
terminals  to  them  would  result  in  what?  Enabling  them  to  come 
in  and  draw  traffic  from  the  territoiy  from  which  we  draw  through 
New  York  in  competition  with  us  to  Charleston,  and  thus  operate 
their  line  at  a  very  small  expense  so  far  as  terminals  are  concerned, 
without  any  risk  of  investment,  and  withdraw  whenever  they  saw 
fit,  and  in  the  meantime  reduce  the  movement  of  traffic  via  our  line. 
With  the  railroad  situation  it  is  different.  The  railroad  transporta- 
tion unit  is  a  car.  If  they  find  their  terminals  becoming  congested, 
they  can  stop  their  trains,  park  the  cars,  if  you  please,  and  feed 
them  into  the  terminals  in  such  numbers  as  can  be  handled.  Take 
the  maximum  car  to-day,  if  you  please,  and  the  maximum  capacity, 
we  will  say,  is  100  tons,  although  the  100-ton  cars  do  not  usually 
carry  such  commodities  as  are  discharged  in  terminals  or  warehouses, 
but  a  steamship  carries  anywhere  from  2,000  to  7,000  tons.  When 
she  sails  from  a  port,  for  illustration,  from  Xew  York  to  Galves- 
ton, when  she  gets  to  Galveston  she  must  have  terminal  room  or 
space  so  that  she  can  discharge,  otherwise  what  is  the  result?  She 
has  to  lay  in  stream  until  sufficient  space  is  provided,  and  in  the 
interim  the  monthly  expenses  of  that  steamer  are  going  on.  With 
the  railroad,  the  engineers,  the  conductors,  and  other  members  ojf 
the  crew  are  not  employed  by  the  month,  but  are  employed  by  the 
trip  or  on  mileage  basis.  The  steamship  crews,  especially  the  offi- 
cers, are  employed  bf  the  month,  whether  the  steamer  is  operating 
or  not,  and  the  other  members  of  the  crews  are  employed  for  the 
round  trip. 

The  Chairman.  Are  you  familiar  with  the  report  made  by  Prof. 
C.  O.  Kuggles  on  "  Terminal  Charges  at  United  States  Ports,"  pre- 
pared under  auspices  of  the  United  States  Shipping  Board  and 
made  in  February  of  this  year  ? 

Mr.  Levis.  No,  sir ;  I  have  not  seen  it. 
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The  Chairman.  Let  me  read  you  from  that  report : 

The  strategic  position  in  wliich  some  private  interests  have  found  themselves 
within  tlie  last  few  years  has  enabled  them  to  extort  unreasonable  prices  for 
the  use  of  port  facilities.  What  this  has  meant  at  the  various  ports  only  a 
careful  comparison  of  present  charges  with  those  for  former  years  could  show. 
As  has  already  been  said,  information  on  prewar  rates  is  not  available,  but  it 
is  clear  that  the  maximum  and  efficient  use  of  all  port  facilities  is  dependent 
upon  a  fair  and  equitable  schedule  of  charges  honestly  administered.  The 
character  of  service  at  any  port  depends  upon  a  large  variety  of  factors.  It 
would  require  a  careful  investigation  in  each  port  to  disclose  the  significant 
features  in  each  case.  But  the  big  problem  in  all  ports  is  the  same.  First, 
adeq\iate  facilities  should  be  provided  to  care  for  the  volume  of  traffic  offered ; 
second,  private  interests  should  not  be  permitted  to  utilize  port  facilities  to 
their  own  advantage ;  and,  third,  there  should  be  complete  coordination  among 
rail  carriers,  themselves,  and  between  rail  carriers,  on  the  one  hand  and  water 
carriers  on  the  other. 

Would  you  be  in  favor  of  that  general  recommendation? 

Mr.  Levis.  Broadly  speaking,  yes;  but  there  would  be  exceptions  to 
that.  Speaking  of  the  port  charges  on  the  Atlantic,  from  Virginia 
ports  to  Jacksonville,  inclusive,  the  port  charges,  or,  we  will  sa}-. 
the  terminal  charges  of  the  rail  lines,  are,  I  believe,  uniform  at  all 
the  ports,  Norfolk,  Wilmington,  Charleston,  Savannah,  Brunswick, 
and  Jacksonville.  On  the  19th  of  August  there  was  a  hearing  con- 
ducted at  New  Orleans,  La.,  under  which  it  was  proposed  to  unify 
the  wdiarfage  and  terminal  charges,  as  far  as  they  might  be,  at  the 
Gulf  ports.  I  have  not  learned  of  what  conclusive  action,  if  any,  was 
taken.  Necessarily,  there  will  be  some  slight  differences  in  the 
Gulf,  owing  to  State  laAvs,  and  I  have  in  mind  at  the  moment.  New 
Orleans.  I  understand  there  is  a  tonnage  charge  imposed  there  by 
the  State  of  something  like  one-half  cent  a  ton.  or  something  of  that 
kind,  which  does  not  prevail  at  the  Alabama  ports  or  at  the  Texas 
ports.  At  the  Texas  ports,  so  far  as  I  am  informed,  Houston,  Gal- 
veston, and  Texas  City,  the  terminals  on  the  water  front  are  owned 
largely  by  private  interests.  The  terminal  charges  are  practically 
the  same.  OA  the  Atlantic  coast,  at  the  South  Atlantic  ports;  that 
is,  commencing  at  Charleston,  S.  C,  and  going  through  to  Jackson- 
ville, Fla.,  the  terminal  charges  as  fixed  by  the  coastwise  steamship 
lines  are  uniform  with  but  slight  exception ;  and  that  is,  as  I  recall, 
covering  the  cost  of  unloading  cars  that  are,  as  we  express  it,  shunted 
onto  our  wharves,  having  arrived  at  the  local  ports  and  placed  on 
our  wharves  for  discharge  and  reshipment  therefrom. 

We  are  now — I  say  "  we."  I  mean  the  coastwise  lines — engaged  in 
unifying  those  charges,  and  it  will  be  done  as  the  applications  which 
we  have  filed  with  the  proper  governmental  body  are  granted,  and 
we  have  no  doubt  that  they  will  be. 

•  At  New  York  and  Boston  the  terminal  charges  of  the  coastwise 
lines  are  identical  on  identical  traffic.  There  are  some  variations  in 
the  terminal  tariffs  as  between  the  coastwise  lines  for  the  reason 
that  one  coastwise  line,  for  instance,  will  handle,  we  will  say,  in  the 
case  of  the  Old  Dominion  Steamship  Co.,  Central  Freight  Associa- 
tion territory  traffic,  which  is  in  direct  competition  with  the  all-rail 
lines,  and  necessarily  they  are  identical  ancl  are  influenced  by  those 
of  the  all-rail  lines.  I  could  go  on  through  and  give  you  many  other 
illustrations  of  that  character. 

The  Chairman.  It  is  a  fact,  is  it  not,  that  some  of  the  rail  lines 
owning  terminal  facilites  at  Atlantic  ports  will  refuse  to  accept  cargo 
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freight  from  vessels  where  that  cargo  freight  is  destined  for  inland 
transportation  over  another  line? 

Mr.  Levis.  I  have  not  learned  of  a  case  like  that.  I  do  know  that 
under  the  terminal  tariff  rates  the  railroad  companies  have  con- 
tracted with  importers  to  put  their  steamer  cargoes  into  their  termi- 
nals for  storage  with  the  understanding  that  the}^  should  have  the 
preference  on  the  outbound  movement.  I  have  not  known  of  any 
instance  where  they  refused  to  permit  steamers  to  dock  at  their 
terminals  unless  they  would  agree  to  give  them  all  of  the  competi- 
tive traffic  moving  out  over  their  terminals.  I  do  not  say  such  has 
not  occurred,  but  I  do  not  know  of  such  action. 

The  Chairman.  My  question  is  based  on  this  statement  in  Prof. 
Kuggles's  report  this  year,  February,  1919. 

Mr.  Levis.  Yes,  sir. 

The  Chairman  (reading)  : 

It  has  been  pointed  out  that  in  some  instances  one  road  will  not  accept  in 
switch  movement  freight  destine<^l  for  export  over  its  piers,  nor  will  it  permit 
a  ship  to  discharge  cargo  on  its  piers  which  is  destined  for  points  on  other 
railroads. 

Mr.  Levis.  I  do  not  know  any  su-ch  instance.  I  do  know  that  the 
terminal  tariffs  of  the  roads  on  the  Atlantic  coast  provide  for  a 
switch  movement  between  the  terminals  of  the  various  lines  at  those 
ports. 

The  Chairman.  If  this  is  a  statement  of  fact,  you  believe  some 
regulation  is  necessary? 

Mr.  Levis.  Yes;  a  limited  regulation. 

The  Chairman.  But  regulation  enough  to  eliminate  that  discrimi- 
nation. 

Mr.  Levis.  Not  altogether;  no.  I  should  say  that  if  the  Southern 
Railway,  for  instance,  who  have  large  terminals  at  Norfolk  could 
secure  ships  bringing  cargoes  to  Norfolk,  the  owners  of  which  cargoes 
would  favor  the  Southern  Railway  with  their  traffic,  that  they  should 
not  be  forced  to  accept  any  traffic  which  might  be  brought  in  there 
and  placed  in  their  terminals  to  be  carried  over  other  lines,  because 
the  terminal  charges  from  Norfolk  to  Jacksonville  are  not,  as  a  gen- 
eral rule,  profitable  in  and  of  themselves,  they  were  made  primarily 
to  attract  traffic  through  those  terminals  for  the  rail  lines. 

The  Chairman.  Here  is  another  statement  in  this  report : 

But  where,  for  any  reason,  complete  coordination  of  all  terminal  facilities 
does  not  obtain  it  ought  to  be  secured.  It  is  only  in  this  way  that  all  port 
facilities  can  be  utilized  to  their  maximum  capacity  and  efhciency.  There  ought 
to  be  complete  freedom  of  movement  of  traffic  within  a  port  from  any  railroad 
terminal  to  any  pier,  and  vice  versa.  In  conmienting  upon  the  situation  at  the 
port  of  New  York,  the  Interstate  Commerce  Commission  has  said  it  is  necessary 
that  the  great  terminals  at  that  port  be  made  practically  one  and  that  the 
separate  interests  of  the  individual  carriers  so  long  an  insuperable  obstacle  to 
any  constructive  plan  of  terminal  development  be  subordinated  to  the  public 
interest.      (47  I.  C.  C,  64.3,  733.) 

Mr.  Levis.  Speaking  of  the  port  of  New  York,  I  should  say  that 
that  Avould  be  practicable  at  such  larger  terminals  as  the  Bush  Ter- 
minal, the  New  York  Dock  Co.,  and  the  Brookljm  Eastern  District 
Terminal  in  Brooklyn  and  on  Staten  Island,  where  they  permit  for- 
eign steamers,  largely  speaking,  or  in  the  majority  of  instances  you 
might  sav  they  are  foreign  steamers,  to  receive  and  discharge  cargoes, 
especially  the  inbound  cargoes  have  I  reference  to.     Being  foreign 
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it  must  be  removed  within  a  certain  period  of  time  or  it  goes  into 
general  order  under  the  United  States  customs. 

In  other  words,  they  are  in  a  position  to  and  do  force  the  prompt 
removal-  of  that  traffic  from  their  terminals.  The  coastwise  lines,, 
such  as  the  Clyde  Steamship  Co.,  with  which  I  am  connected,  that 
operates  steamers  on  regular  schedules  just  as  a  railroad  schedule  is 
operated,  receive  freight  daily  from  local  shippers  and  from  con- 
necting lines.  We  must  keep  our  terminals  open  and  free  from  any 
traffic  other  than  our  own  in  order  to  be  able  to  take  care  of  it.  If 
our  terminals  were  thrown  open  under  a  common  usage,  as  I  under- 
stand that  gentleman  proposes,  what  would  be  "the  result?  We 
would  probably  be  able  to  berth  a  Clyde  steamer  at  Pier  No.  36,  North 
River,  on  one  trip,  but  Avhen  the  next  steamer  got  in  from  Jackson- 
ville or  Charleston,  where  would  we  berth  it?  That  terminal  would 
probably  be  full  of  freight  and  we  would  have  no  space  to  discharge 
the  freight  in,  or  we  would  have  received  freight  outbound  and  not 
have  sufficient  room  to  discharge  it.  The  result  Avould  be  what? 
We  Avould  have  to  take  that  steamer  to  some  other  pier  in  the  city 
and  discharge  the  freight  and  then  take  her  back  to  Pier  No.  36  and 
load  the  freight.  In  the  meantime  it  would  be  a  difficult  proposition 
to  let  the  public  know^  just  where  they  were  going  to  come  to  get  their 
freight,  and  get  it  promptly. 

The  Chairman.  That  is  the  local  situation  at  New  York? 

Mr.  Levis.  That  is  the  local  •  situation  in  New  York.  The  same 
situation  prevails  in  Boston,  Mass.,  and  at  Philadelphia,  and,  I  should 
say,  at  Baltimore.  So  far  as  New  York  is  concerned,  nearly  all  of 
the  piers  on  the  North  and  East  Rivers,  and  those  are  the  rivers  on 
which  the  coastwise  lines  have  their  piers,  are  owned  by  the  city  of 
New  York. 

The  Chairman,  It  may  be  that  we  might  have  to  come  to  some 
such  plan  as*was  indicated  by  Commissioner  Clark,  I  think,  and  have 
municipal  ownership  of  terminal  facilities. 

Mr.  Levis.  We  have  that,  generally  speaking,  in  New  York  City 
to-day. 

The  Chairman.  They  have  municipal  docks  in  most  of  the  cities 
now? 

Mr.  Levis.  Yes,  sir.  The  city  of  New  York  owns  nearly  all  of  the 
docks  on  the  North  and  East  Rivers  and  they  lease  the  docks  to  the 
various  companies  for  their  use. 

Mr.  JSIerritt.  Under  the  conditions  which  you  name  as  to  the 
terminals  of  the  Clyde  and  other  liners  that  run  on  schedule,  the 
same  result  would  be  produced,  would  it  not,  by  having  the  New 
York  Central  trains,  one  run  into  Forty-second  Street,  one  to  run 
into  Thirty-second  Street,  and  the  next  one  to  stop  at  the  Harlem 
River? 

Mr.  Levis.  That  would  be  so  far  as  the  L.  C.  L.  traffic  is  con- 
cerned. It  would  not  make  the  same  difference  with  the  carload 
traffic,  because  they  could  put  those  cars  at  the  various  points  and 
hold  them. 

Mr.  Merritt.  The  consignee  of  freight  of  one  of  your  steamers — 
it  might  be  perishable  freight— would  Avant  to  know  accurately  where 
to  go  to  get  it? 

Mr.  Levis.  Yes,  sir.  As  a  matter  of  fact,  the  Clyde  is  a  large 
carrier  of  perishable  freight,  citrus  fruits,  especially  from  Florida. 
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We  wire  from  Jacksonville  the  day  the  steamer  sails  to  New  York  a 
list  of  all  the  perishable  freight  on  the  manifest.  We  notify  the 
freight  receivers  and  they  catalogue  the  freight  to  show  wdiere  it  will 
arrive,  when  and  be  offiered  for  sale.  Our  domestic  coastwise  lines 
are  different  from  other  water  lines  and  both  are  different  from  the 
railroads.  No  set  of  rules  that  would  fully  cover  a  railroad  situa- 
tion could  be  in  many  ijistances  made  applicable  to  steamer-shipped 
transportation. 

The  Chairman.  You  appreciate  that  if  there  is  to  be  coordina- 
tion between  rail  and  water  lines  some  agency  of  the  Government 
has  got  to  do  the  coordinating? 

Mr.  Levis.  Mr.  Chairman,  has  not  the  Intei-state  Commerce  Com- 
mission at  the  moment  jurisdiction  over  the  coordination,  or,  you 
might  say,  the  interchange  and  working  relations  as  between  water 
lines  and  rail  lines? 

The  Chairman.  Where  you  have  a  through  route,  rail  and  w^ater? 

Mr.  Levis.  Yes,  sir. 

The  Chairman.  That  is  the  only  place  where  they  have  it? 

Mr.  Levis.  And  they  have  also  authority  to  fix  the  divisions. 
They  have  the  right  to-day  to  formulate  working  arrangements,  be- 
tween w^ater  lines  and  rail  lines. 

Mr.  Sanders  of  Louisiana.  Are  you  familiar  with  the  system  that 
prevails  at  the  port  of  New  Orleans  ?  ^ 

Mr.  Levis.  I  am  not  so  familiar  with  the  port  of  New  Orleans  as 
I  am  with  other  ports,  but  in  a  measure  I  Iniow  something  about  the 
conditions  there.  I  understand  that  either  the  State  of  Louisiana 
or  the  city  of  New  Orleans  owns  all  of  the  terminals  in  New  Orleans 
east  of  the  Mississippi  River  and  they  charge  the  steamers  going 
into  the  port  of  New  Orleans  on  a  tonnage  basis,  based  upon  the  days 
that  the  steamers  are  in  ]Dort  or  on  the  days  that  they  utilize  the 
space  on  these  terminals  for  the  accumulation  or  delivery  of  freight. 

Mr.  Sanders  of  Louisiana.  You  have  the  facts  a  little  bit  wrong. 
The  port  of  Ncav  Orleans  is  under  the  control  of  a  State  board,  the 
jurisdiction  of  which  does  not  stop  upon  the  east  bank  of  the  river, 
but  extends  to  both  banks;  it  is  not  codistance  wdth  the  boundaries 
of  the  city  of  New  Orleans.  It  extends  into  the  counties  below 
New  Orleans  and  into  the  counties  above,  and  all  of  the  pier  rights 
are  owned  by  the  State  and  operated  by  the  State  board,  and  all  of 
the  interchange  of  freight  from  road  to  road  is  accomplished  by  a 
l>elt  road  that  is  owned  by  the  city.  They  are  both  publicly  owned. 
•  Mr.  Levis.  That  is  within  the  city  of  New  Orleans. 

Mr.  Sanders  of  Louisiana.  No;  it  is  within  the  port  limits  of 
the  port  of  New  Orleans.  As  I  say,  it  extends  to  the  adjoining 
counties  on  each  side. 

Mr.  Levis.  The  reason  I  made  the  remark  I  did  as  to  the  ter- 
minals east  of  the  Mississippi  River  being  owned  by  the  city  or 
the  State  or  the  State  board  which  you  have  mentioned  is  that  I 
had  in  mind  the  terminals  of  the  Southern  Pacific  Railroad  at 
Algiers.  I  do  not  understand  that  they  are  owned  by  the  city  or 
the  State. 

Mr.  Sanders  of  Louisiana.  The  Southern  Pacific  Railroad  Co. 
■owns  some  terminals  on  the  west  shore  and  the  Illinois  Central 
•owns  some  terminals  on  the  eastern  bank,  but  they  own  them  con- 
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ditioned  upon  the  right  of  the  State  to  take  them  over  at  any  time ; 
they  do  not  own  them  in  fee  simple. 

Mr.  Levis.  I  am  not  so  familiar  with  the  port  of  "New  Orleans  as 
I  am  with  the  other  ports,  as  I  said. 

Mr,  Sanders  of  Louisiana.  In  other  words,  the  entire  port  facili- 
ties are  owned  and  controlled  by  the  public,  and  private  interests 
have  no  rights  or  control? 

Mr.  Levis.  No,  sir. 

The  Chairman.  If  there  are  no  other  questions,  we  thank  you. 
Mr.  Levis,  for  presenting  your  views  to  the  committee. 

Mr.  Levis.  I  thank  you.  Mr.  Chairman  and  gentlemen  of  the  com- 
mittee. 

The  Chairimax.  We  will  hear  Mr.  Law^,  who  represents  the  Alaska 
Steamship  Co. 

STATEMENT  OF  MR.  FEANK  A.  LAW,  REPRESENTING  THE  ALASKA 
STEAMSHIP  CO.  AS  COUNSEL,  WASHINGTON,  D.  C. 

Mr.  Law.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  wish 
first  to  thank  j^ou  for  this  opportunity  to  voice  the  protest  of  the 
Alaska  Steamship  Co..  which  I  represent,  against  the  proposal  of 
the  pending  bill  to  transfer  the  regulatory  jurisdiction  over  Alaska 
water  lines  from  the  United  States  Shipping  Board  to  the  Interstate 
Commerce  Commission,  and  to  urge,  in  the  public  interest,  that  the 
jurisdiction  of  the  Shipping  Board  over  those  lines  as  it  exists  to- 
day be  not  distui-bed. 

In  brief,  the  reasons  for  this  protest  and  appeal  are,  first,  that 
the  shipper  will  not  be  benefited  by  the  proposed  change,  because 
the  state  of  the  law  and  regulations  of  the  Interstate  Commerce 
Commission  are  such  that  if  that  body  acquires  jurisdiction  under 
the  provisions  of  the  pending  bill  vastly  higher  rates  than  are  now 
charged  by  the  water  lines  will  be  inevitable,  thereby  creating  a 
burden  on  Alaska  commerce  that  it  may  not  be  able  to  stand;  and. 
second,  because  there  is  gi'ave  danger  that  the  great  cannery  busi- 
ness of  Alaska,  which  constitutes  a  large  portion  of  the  transporta- 
tion carried  by  the  American  water  lines,  may  pass  to  the  Canadian 
steamship  lines  via  Prince  Rupert,  and  to  the  connecting  Canadian 
transcontinental  rail  lines,  both  of  Avhich  lines  are  owned  by  the 
Canadian  Government. 

I  will  consider  this  last  ])hase  of  the  subject  first.  At  present  a  very 
lai-ge  portion  of  the  traflic  between  Pacific  coast  ports  and  Alaska  is 
incident  to  the  salmon  and  other  fish  industry.  That  industry  is  now 
chiefly  served  by  the  American  lines,  which  annually  carry  south- 
bound to  Seatle  about  lOO.OOO  tons  or  more  of  fish,  and  carry  north- 
bound to  the  canneries  about  an  equal  quantity  of  merchandise  and 
supplies.  This  tonnage  produces  a  large  connnerce  which  benefits 
the  cannery  men,  the  American  merchants,  the  American  laboring 
man,  and  the  American  financial  institutions,  as  well  as  the  American 
water  and  rail  lines,  and  gives  lucrative  employment  to  thousands  of 
our  countrymen. 

The  danger,  sir,  is  great,  for  reasons  that  Avill  be  pointed  out  as  I 
go  along,  that  if  the  Alaskan  water  lines  are  placed  under  the  juris- 
diction of  the  Intei'state  Commerce  Commission  as  proposed  in  the 
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pending  bill,  this  action  will  open  the  way  for  the  transfer  of  this 
enormous  business,  which  is  now  essentially  American,  to  the  Cana- 
dians, with  the  consequent  loss  of  the  same  to  the  American  lines  and 
to  the  people  of  America  now  benefited  by  it ;  and  should  this  happen, 
it  will  probably  mean  that  the  American  water  lines  may  be  driven 
out  of  the  Alaska  trade  altogether.  What  this  would  mean  to  the 
Government's  plans  for  the  development  of  Alaska  can  be  conjectured. 
Some  of  the  reasons  underlying  these  dangers  are  pointed  out  by 
Mr.  John  H.  Bunch,  general  freight  and  passenger  agent  of  the  Alaska 
Steamship  Co.,  in  a  paper  dated  August  18,  1919,  in  which  he  says, 
in  part : 

Alaska,  whilo  a  part  of  continental  North  America,  is  not  a  part  of  continental 
United  States  but  to  all  intents  and  purposes  is  as  definitely  separated  from 
the  United  States  proper  by  water  as  Hawaii  or  the  Philippines,  which  are  ex- 
cluded from  the  provisions  of  the  bill.  Even  if  Alaska  is  ever  connected  with  the 
United  States  by  rail  that  rail  line  will  lie  in  foreign  territory.  Alaska  is  an 
American  possession  and  should  be  developed  by  and  for  the  benefit  of  American 
citizens.  American  institutions,  and  American  labor,  in  which  it  i.s  absolutely  de- 
pendent on  Amei-ican  coastwise  shippin.c;.  Alaska  and  all  conditions  in  Alaska 
sire  very  different  from  conditions  in  the  States,  especially  in  the  older  eastern 
part  of  the  country.  If  these  different  conditions  are  not  recognized,  but,  on 
the  contrary,  rules  that  can  very  well  be  enforced  on  such  old-established  rail- 
roads as  the  Baltimore  «&  Ohio  or  New  York  Central,  are  enforced  on  water- 
transportation  lines  to  and  from  Alaska,  and  alonp:  its  coa.st  and  on  the  rivers 
in  the  interior,  it  will  mean  hardships  and  almost  certain  disaster  for  the  Alaska 
people  and  transportation  lines. 

Climatic  conditions  and  other  reasons  make  a  considerable  portion  of  the 
Alaska  business  a  seasonal  business.  The  salmon  canning  business,  which 
amounts  to  many  millions  of  dollars  in  the  commerce  of  Alaska,  is  a  seasonal 
business.  The  first  two  canneries  were  built  in  Alaska  in  1 878,  and  in  that  year 
packed  8,159  ca.ses.  One  is  still  operating.  The  original  buildings  were  burned, 
but  one  was  immediately  rebuilt  and  has  operated  continuously.  The  develop- 
ment of  the  industry  was  .slow  until  1900,  then  more  rapid.  'In  the  cannery  in- 
dustry Alaska  is  divided  into  three  districts.  Statistics  show  the  number  of 
canneries  operating  in  1878,  1900,  and  1918  as  follows : 


Southeast- 
em  Alaska. 


Central 
Alaska. 


Western 
Alaska. 


Total. 


1878 :.... 

1909 

1918 

Number  of  cases  packed  as  follows 

1878 

1900 

1918 


2 
16 

75 

8,159 

456, 639 

3,385,740 


492, 223 
1,404,238 


599, 277 
1,887,591 


2 
42 
1.35 

8,159 
1,548,139 

6,677,569 


Six  million  six  hundred  and  seventy-seven  thousand  five  hundred  and  sixtj- 
nine  cases  at  70  pounds  per  case  amounts  to  2.33,715  tons.  At  $7.85  per  case, 
which  we  understand  was  the  average  price  for  1918  pack,  the  value  of  the 
product  amounted  to  $49,080,132.15.  From  1878  to  1918,  inclusive,  Alaska  has 
produced  a  total  of  70,271,270  cases  of  salmon. 

Through  all  these  years  of  growth  of  the  industry  the  carriers  and  the  can- 
nery men  have  been  able  to  agree  and  work  together  harmoniously  without 
outside  interference  or  regulation. 

Nearly  all  of  the  canneries  are  located  at  out-of-the-way,  irregular  ports,  and 
must  be  .served  by  special  arrangements.  New  emergencies  are  constantly 
arising  which  can  not  be  foreseen,  but  which,  if  not  met  and  taken  care  of 
instantly,  will  mean  loss  and  wa.ste.  Under  the  shipping  act,  which  does  not 
undertake  to  regulate  business  on  irregular  routes,  we  can  meet  these  condi- 
tions and  are  doing  so  fairly  and  impartially  and  .satisfactorily  and  witliout 


1758 


RETUKX   OF   THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 


discrimination.  Under  the  interstate  act  this  would  be  impossible.  There- 
fore, entirely  aside  from  the  fact  that  that  condition  would  hurt  water  carriers 
serving  Alaska  it  would  also  mean  either  crippling  or  destroying  the  cannery 
industry.  It  would  most  certainly  force  transfer  of  the  business  to  cannery- 
owned  ships  operating  as  private  carriers,  or  to  the  Canadian  Line,  which  would 
mean,  of  course,  curtailment  or  abandonment  of  service  by  American  water 
lines. 

This  seems  self-evident.  The  canneries  are  peculiarly  located.  They  must 
have  special  service.  At  present  under  the  shipping  act  they  can  be  served 
without  discrimination  or  injury  to  anyone  and  in  a  manner  fairly  satisfactory 
to  themselves  and  the  carriers.  Under  regulations  which  will  not  permit  can- 
neries or  other  industries  at  irregular  ports  to  make  satisfactory  transportation 
arrangements,  whifh  we  believe  will  be  the  case  under  the  interstate  act,  those 
who  can  will  be  obliged  to  provide  their  own  private  transportation  and  those 
who  can  not  will  have  to  quit  or  go  to  the  Canadian  Line.  That  canneries  can 
operate  with  their  own  private  ships  is  no  theory  or  dream,  as  a  considerable 
portion  of  the  business  is  so  handled  at  the  present  time,  and  has  been  since  its 
inception. 

The  further  fact  that  the  pending  Esch-Pomerene  bills  take  no  jurisdiction 
over  traffic  between  Alaska  and  British  Columbia— which  is  clear  from  section 
1  thereof — opens  wide  the  way  for  realization  of  a  scheme  which  we  believe 
is  still  alive  with  the  Grand  Trunk  Pacific  Railway  to  control  and  monopolize 
the  traffic  of  the  fisheries  business  of  Alaska,  routing  the  bulk  of  the  traffic 
through  Prince  Rupert  and  handling  same  with  its  own  Canadian  vessels  and 
by  means  of  operation  of  American  ships  to  such  extent  as  may  be  necessary, 
such  ships  operating,  as  we  believe,  under  dummy  American  companies  but 
being  owned  by  the  Grand  Trunk  Pacific  Railway. 

The  fisheries  business  of  Alaska  is  a  very  large  portion  of  the  total  business 
of  the  Territory  and  is  a  permanent  and  growing  business.  The  traffic  it  fur- 
nishes the  American  steamer  lines  operating  to  Alaska  is  a  very  substantial 
portion  of  their  business.  Let  it  be  taken  away  from  them  by  the  Canadian 
Line,  and  other  business  will  be  taken,  too,  and  the  shippers  and  public  of 
Alaska  will  be  injured  by  being  forced  to  pay  the  American  lines  higher  rates 
to  make  up  for  the  lessened  volume  of  business  due  to  loss  of  a  large  portion  of 
it  to  a  foreign  line,  or  the  American  lines  will  be  forced  out  of  business. 

Let  me  further  explain  the  situation  as  to  canned  salmon,  as  it  is  important. 
The  shipping  act  a^Dplies  to  regular  port  or  route  business. 

That  is,  port-to-port  business. 

Most  of  the  canneries,  as  stated  before,  are  located  at  irregular  ports,  not 
subject  to  Shipping  Board  jurisdiction.  The  Canadian  steamers  are  also  free 
from  Shipping  Board  jurisdiction.  Therefore,  so  far  as  rate  regulation  is 
concerned  on  traffic  to  and  from  irregular  ports  we  are  free  to  meet  to  Seattle, 
and  do  meet,  the  lower  rates  Canadian  steamers  offer  to  Prince  Rujtert.  The 
proposed  amendment  to  which  we  are  objecting  assumes  no  jurisdiction  over 
traffic  between  Alaska  regular  or  irregular  ports  and  P^'ince  Rupert,  but  does 
assume  jurisdiction  over  traffic  of  i-egular  and  irregular  Alaska  ports  between 
such  and  Seattle.  And  as  by  section  8  of  the  bill  the  American  lines  must  file 
their  rates  with  the  Interstate  Commerce  Commission  before  engaging  in  trans- 
portation, the  effect  will  be  to  prevent  fair  competition  between  those  lines  and 
the  Canadian  line,  which  is  at  liberty  to  make  spot  contracts  or  advance  quota- 
tions, unhampered  by  regulations  forbidding  it,  and  thus  the  hands  of  American 
lines  will  be  effectually  tied  and  the  Canadian  steamers  or  Canadian-owned 
American  steamers  will  be  given  a  free  hand  in  making  any  reduced  rates  they 
please  from  Alaskan  ports  to  Prince  Rupert  in  order  to  secure  the  transcon- 
tinental rail  haul  from  Prince  Rupert  for  the  Grand  Trunk  Pacific  Railway. 

The  shipper  is,  therefore,  much  better  off  muler  the  present  situation,  which 
gives  him  the  benefit  of  competitive  rates  to  Seattle,  than  he  will  be  when  the 
American  lines  are  required,  as  they  will  be  luider  the  interstate  act.  to  file 
their  rates  on  30  days'  notice,  and  will  be  unable  to  change  any  rate  until  it  has 
been  in  effect  80  days,  and  then  only  on  30  days'  notice.  The  Canadian  line  will 
have  only  to  keep  track  of  the  rates  the  American  lines  file  and  then  cut  them 
at  their  pleasure.  True,  there  will  still  exist  a  sort  of  one-sided  competitive 
condition,  but  it  will  only  force  the  business  to  Prince  Rupert  and  through 
Canada. 

But  this  is  not  all,  or  not  as  far  as  the  mischief  can  easily  go.  Suppose  what 
we  have  here  suggested  is  accomplished  and  the  American  lines  are  put  out  of 
business,  even  only  as  far  as  the  canneries  a'e  concerned,  how  long  will  the 
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Canadian  line  maintain  the  low  rates  to  Prince  Rupert  with  which  they  put 
the  American  lines  out  of  business?  How  soon  will  they  raise  the  rates  and 
how  high  will  they  raise  them,  being  subject  to  no  regulation  and  having  uo 
competition  and  practically  no  fear  of  any?  And  how  much  will  they  discrimi- 
nate, if  they  please,  in  giving  some  canneries  lower  rates  than  others?  What 
a  chance  to  give  a  big  canneryman  low  rates  and  a  smaller  operator  higher 
rates,  resulting  in  gobbling  of  the  smaller  by  the  larger !  And  all  without  rate 
regulation. 

It  is  certainly  unnecessary  for  us  to  point  out  how  far-reaching  in  its  effects 
such  a  condition  would  be.  It  is  not  only  the  steamship  and  cannery  owners 
who  will  be  affected.  This  salmon  is  American  fish,  American  commerce.  In 
the  operation  of  the  American  canneries  in  Alaska  and  the  operation  of  Ameri- 
can steamers  to  handle  the  traffic  is  involved  the  livelihood  of  thousands  of 
American  families  in  Washington,  Oregon.  California,  and  Alaska.  The  big 
wharves  and  warehouses  of  the  Port  of  Seattle,  and  other  Seattle  wharves, 
handle  the  hundred  thousand  tons  and  over  of  salmon  that  come  from  south- 
eastern Alaska,  giving  employment  to  hundreds  of  Seattle  citizens  and  sup- 
porting hundreds  of  Seattle  homes.  The  railroads  opei-ating  out  of  Seattle 
participate  in  the  carriage  of  this  product  to  various  markets  of  consumption. 
The  merchants  of  Seattle  and  other  Puget  Sound  and  Pacific  coast  cities,  and 
of  eastern  cities  as  well,  furnish  the  supplies  that  go  into  the  pack.  The 
American  banks  handle  the  finances.  Even  if  no  one  cares  for  the  American 
steamship  lines  for  their  own  sake,  they  should  at  least  be  considere<l  for  the 
part  they  play  in  the  game  out  of  which  so  many  other  interests  make  profit. 

This  southeastern  Alaska  cannery  business,  amounting  in  1918  to  3,385,740 
cases,  <»r  118,500  tons,  with  nearly  as  many  tons  of  northbound  supplies  and 
equipment,  is  what  the  Grand  Trunk  Pacific  Railway  wants.  Placing  the 
water  carriers  of  Alaska  under  the  interstate  act  will  lie  a  very  great  and  posi- 
tive help  to  them  in  getting  the  business,  and  witli  it  tlie  fn^sli-rtsli  l)usiness  niul 
much  of  the  merchandise  traffic. 

Mr.  Chairman,  I  know  of  no  demand  by  merchants  or  others  en- 
gaged in  the  Alaska  trade  for  the  transfer  of  jurisdiction  over  water 
lines  engaged  in  that  trade  from  the  Shipping  Board  to  the  Interstate 
Commerce  Commission.  The  shippers  and  the  water  lines  appear  to 
be  satisfied  with  the  existing  law  on  that  subject,  enacted  in  Septem- 
ber, 1916  (39  Stats.,  726). 

If  I  correctly  apprehend  it,  the  present  policy  of  tlie  Government 
is  to  foster  and  encourage  the  development  of  the  American  shipping 
industry  and  the  operation  of  American  water  lines.  The  importance 
of  the  operation  of  American  water  lines  in  the  Alaskan  trade  has 
already  been  pointed  out,  and  the  danger  of  the  transfer  to  Canada 
of  the  vast  cannery  commerce  of  Alaska,  in  the  event  those  lines  are 
transferred  to  the  jurisdiction  of  the  Interstate  Commerce  Commis- 
sion, and  possibly  of  the  withdrawal  of  the  American  lines  if  the 
provisions  of  the  pending  bill  are  enacted,  has  been  adverted  to. 

The  Alaska  water  lines  now  face  a  very  serious  action  of  the 
Interstate  Commerce  Commission  in  its  order  requiring  a  uniform 
bill  of  lading,  which  at  present  only  affects  their  interstate  or 
through  traffic.  The  pending  bill  provides  that  water  transporta- 
tion within  coastwise  limits  and  to  adjacent  foreign  countries  shall 
be  subject  to  the  terms  of  the  interstate-commerce  act.  The  two 
amendments  heretofore  passed  to  the  interstate-commerce  act,  known 
as  the  Cummins  amendment,  provide  in  substance  that  all  carriers 
subject  to  the  act  shall  be  liable  for  the  full  value  of  any  loss  or 
damage  to  goods  in  transportation.  If  the  present  bill  passes, 
these  provisions  of  the  interstate-commerce  act  would  apply  to  all 
M^ater  carriers  in  coastwise  trade.  The  Interstate  Commerce  Com- 
mission recently  promulgated  an  order  prescribing  the  forms  of 
bills  of  lading  to  be  issued  by  water  carriers  operating  in  connection 
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with  and  forming  a  through  route  with  rail  carriers,  and  the  com- 
mission expressly  held  that  as  to  such  water  carriers  the  effect  of  the 
Cummins  amendment  was  to  deprive  them  of  the  exemptions  and 
limitations  prescribed  by  the  Harter  Act  of  February  13,  1903  (27 
Stats.,  445),  and  the  limitation  of  liability  statute  and  the  act  of 
Congress  exempting  vessel  owners  from  liability  for  fire  damage 
or  for  loss  of  jewelry  or  other  precious  stones,  etc. 

Suit  has  recently  been  instituted  in  the  Federal  court  in  New  York 
to  enjoin  the  enforcement  of  this  order  of  the  commission,  upon  the 
ground  that  the  Cummins  amendment  was  not  intended  to  and  does 
not  apply  to  water  carriers,  even  where  the  carriage  is  under  a 
through  arrangement  between  water  carrier  and  rail  carrier ;  and  the 
Federal  court  has  issued  a  temporary  injunction  under  the  prayer 
of  the  complaint.  Whether  the  order  of  the  commission  in  that  case 
was  correct  or  not — and  this  may  not  be  determined  slwrt  of  an  opin- 
ion by  the  Supreme  Court  of  the  United  States — unquestionably  if 
tlie  pending  bill  passes  all  coastwise  water  carriers  will  be  subject 
to  the  terms  of  the  interstate-commerce  act  and  will  be  liable  to  the 
full  extent  prescribed  by  the  Cummins  amendment. 

It  is  probably  correct  to  say  that  all  maritime  nations  of  the  world 
have  statutes  analogous  in  principles  to  the  provisions  of  the  limita- 
tion of  liability  act,  being  Revised  Statutes,  sections  4282-4287,  and 
providing  for  exemptions  from  liability  for  water  carriers  different 
from  those  prevailing  on  land.  England  has  a  similar  statute,  and 
under  their  law  railroad  companies  carrying  goods  partl}^  by  rail 
and  partly  by  water  have  the  benefit  of  the  exemptions  of  the  stat- 
utes Avith  respect  to  the  w^ater  carriers. 

The  Sujereme  Court  has  held  that  the  limitations  of  the  liabilities 
of  steamship  owners,  although  embodied  in  acts  of  Congress,  have 
become  a  part  of  the  great  body  of  maritime  laws  as  recognized  and 
administered  in  our  courts  (Butler  case,  130  U.  S.,  537),  and  that 
the  provisions  of  these  statutes  are  in  entire  conformity  to  the  gen- 
eral maritime  law  of  Europe.  The  rule  of  adjustment  and  appor- 
tionment of  loss  and  damage  to  cargo  in  case  of  jettison,  and  of 
other  sacrifices  or  expenditures  made  to  avert  a  total  or  greater  loss 
as  a  result  of  a  sea  peril,  known  as  general  average,  and  including 
expenditures  incurred  in  salvage  operations,  whereby  these  losses  are 
apportioned  equitably  upon  all  interests  benefited  thereby  (and  not 
upon  the  ship  alone)  is  also  a  part  of  this  body  of  maritime  law;  and 
water  rates  and  marine  insurance  premiums  are  computed  upon  the 
basis  of  liability  as  limited  by  those  laws.  This  bill,  by  imposing  the 
full  liability  of  the  Cummins  amendments  upon  shipowners  in  the 
coastwise  trade,  will  repeal  those  old  acts  of  Congress  and  wipe  out 
the  rule  of  general  average  as  to  the  coastwise  trade.  One  immediate 
result  will  be  an  increase  in  rates  sufficient  to  cover  this  increased  lia- 
bility of  the  shipowner,  and  consequently  neither  the  shippers  noi' 
shipowners  Avill  be  benefited.  In  practice  the  shipowners  cover  this 
additional  liability  by  insurance  and  add  the  premium  to  the  rate. 

Under  the  present  law  the  shipper  has  the  option  to  carry  the  risk 
of  loss  or  damage  from  sea  peril  or  to  cover  the  risk  by  insurance; 
but  under  the  operation  of  this  bill  he  will  have  no  such  option,  as  the 
cost  of  insurance  Avill  be  added  to  his  rate.  These  sea  perils  are 
inseparable  from  water  transportation — the  experience  of  the  past 
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shows  that  no  degree  of  care  will  avoid  them— and  somebody,  either 
the  shipowner  or  the  shipper,  must  r-;  rr}'  that  risk.  It  lias  been 
found  in  the  past  by  all  maritime  people  that,  all  things  considered, 
it  is  l)est  for  the  shipper  to  carry  that  risk  and  protect  it  by  marine 
insurance;  and  the  whole  structure  of  marine  insurance  and  pre- 
miums has  been  built  up  on  that  basis.  Unless  it  can  be  shown  that 
some  obvious  advantage  or  benefit  will  result  to  the  shipper,  this  set- 
tled practice,  which  is  world-wide,  should  not  be  upset. 

There  are  a  number  of  protective  and  indemnity  associations  in 
operation  which  aiford  a  very  satisfactory  and  economic  form  of 
mutual  insurance  against  loss  or  damage  to  cargo  as  well  as  other 
risk.  If  this  bill  passes,  coastwise  vessels  will  not  be  accepted  to 
membership  in  these  associations,  because  of  their  liability  for  full 
loss,  w^hereas  ocean  carriers  have  only  the  limited  liability.  There 
are  not  enough  coastwise  vesels  in  existence  to  form  separate  mutual 
insurance  associations  and  get  the  benefits  of  a  wide  average  of 
losses  which  these  associations  must  have  in  order  to  be  successful. 

Mr.  Chairman,  at  the  present  time,  wdien  this  country  is  exerting 
itself  to  the  utmost  to  build  up  a  merchant  marine  and  to  encourage 
investments  in  shipping,  it  would  seem  to  be  very  inopportune  for 
Congress  to  impose  upon  shipowners,  especially  those  operating  in 
Alaskan  waters,  these  additional  risks  and  liabilities,  particularly  in 
view^  of  the  fact  that  the  necessity  of  complying  with  the  require- 
ments of  the  seamen's  bill  and  maintaining  the  high  scale  of  wages 
now  prevailing  in  coastwise  trade  makes  investments  in  that  line 
of  trade  extremely  unattractive. 

In  addition  to  these  general  objections  there  are  special  conditions 
surrounding  the  Alaska  trade  which  will  make  the  bill  operate  with 
particular  harshness  against  the  American  lines  serving  in  those 
waters.  In  the  first  place,  a  large  portion  of  the  Alaska  traffic,  par- 
ticularly the  southbound  traffic,  consists  of  cannery  products.  Most 
of  the  canneries  are  located  off  the  regular  steamer  routes,  and  in 
order  to  serve  them  detours  are  made  by  the  steamers  all  the  way 
from  15  or  20  miles  to  as  much  as  100  miles,  and  in  some  instances 
150  miles  off  the  regular  routes.  The  service  required  at  the  can- 
neries is  irregular  and  seasonal.  The  supplies  and  labor  for  the 
canneries  go  north  in  the  spring,  and  the  cannery  products  come 
south  in  the  fall.  Some  service  during  the  summer  season  is  required 
at  some  of  the  canneries,  but  not  all  of  them.  It  has  been  found  in 
the  past,  both  by  the  steamship  companies  and  the  owners  of  the 
canneries,  that  this  traffic  can  be  handled  in  a  manner  most  satis- 
factory to  both  under  special  contracts  made  by  each  cannery  with 
some  particular  steamship  line  providing  for  the  requirements  of  that 
particular  cannery.  No  rate  schedule  could  be  fixed  by  either  the 
Interstate  Commerce  Commission  or  by  the  Shipping  Board  that 
Avould  be  applicable  to  all  these  canneries,  because  of  the  infrequent 
and  irregular  service  needed,  and  also  because  of  the  location  of  the 
countries  off  the  regular  routes  and  the  variations  in  the  distance 
of  the  detours  required  to  serve  the  different  canneries  and  the  vary- 
ing amount  of  tonnage  offering  on  each  voyage. 

During  last  year  the  Shipping  Board  had  a  formal  investigation  of 
steamship  rates  and  practices  in  Alaska,  including  the*  service  pro- 
vided for  these  various  canneries,  and  in  the  report  and  decision 
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handed  down  by  the  examiner,  this  practice  of  handling  the  cannery 
traffic  by  special  contracts  adapted  to  meet  the  requirements  of  eacK 
cannery  was  found  to  be  satisfactory  to  the  cannery  men  as  well  as 
to  the  steamship  owners  and  in  the  interest  of  the  general  public. 

If  this  pending  bill  should  pass  and  the  steamship  lines  should  be 
required,  as  they  would  be,  to  file  a  regular  rat«  schedule  covering- 
service  at  these  different  canneries,  it  would  be  extremely  difficult, 
if  not  impossible,  to  provide  the  services  as  needed  and  meet  the  re- 
quirements of  the  situation  of  the  different  shippers. 

As  already  pointed  out,  the  American  vessels  compete  with  Cana- 
dian vessels  for  this  cannery  trade.  The  Grand  Trunk  Pacific  Rail- 
way Co.  operates  steamers  out  of  Prince  Rupert,  and,  of  course,  has 
a  much  shorter  water  carriage  from  the  canneries  to  Prince  Rupert 
than  the  American  vessels  have  in  order  to  place  the  cannery  products 
within  the  reach  of  the  American  railway  lines  on  Puget  Sound.  The 
American  vessels  have  heretofore  been  able  to  control  the  larger 
part  of  this  tonnage,  mainly  because  the  cannery  companies  are 
financed  by  American  banks,  and  it  is  more  convenient  for  them 
to  assemble  the  cannery  products  at  an  American  port.  If,  however, 
the  American  vessels  are  materially  handicapped  in  meeting  the 
competition  of  the  Canadian  boats  for  this  traffic,  the  trade  will  be 
lost  both  to  the  American  vessels  and  the  American  railroads  and  to 
the  American  mercantile  houses.  Whether  the  commission  could 
control  the  rates  to  be  charged  by  the  Canadian  lines  on  the  carriage 
between  Prince  Rupert  and  Alaskan  canneries  and  would  thereby 
prevent  a  discrimination  against  American  vessels,  I  am  not  prepared 
to  sa}^,  but  there  would  still  remain  the  further  question  of  the  risks 
and  liabilities  assumed  by  the  American  vessel  owner,  and  which, 
so  far  as  we  can  see,  would  not  apply  to  the  Canadian  vessels. 

To  illustrate:  If,  under  the  proposed  act  an  American  vessel 
loaded  with  cannery  products  in  Alaska,  bound  for  Puget  Sound, 
encountered  a  storm  and  was  lost  on  the  voyage  home,  the  vevSsel 
owner  would  be  liable  to  the  owner  of  the  goods  for  the  full  value 
of  the  goods  lost,  under  the  provisions  of  the  Cummins  amendment, 
irrespective  of  whether  the  loss  resulted  from  any  fault  of  the  ves- 
sel or  not.  Under  the  Canadian  law,  if  a  vessel  sailing  between 
Prince  Rupert  and  an  Alaskan  point,  was  lost  under  similar  circum- 
stances, the  vessel  ow-ner,  at  least  in  Canada  where  his  assets  are 
located,  would  not  be  liable  for  the  loss.  In  order  to  protect  this 
liability,  it  would  be  necessary  for  the  American  vessel  to  charge  a 
higher  rate  of  freight  than  would  be  necessary  on  the  part  of  the 
Canadian  vessel.  For  it  must  be  perfectly  obvious  to  all  parties  in- 
terested in  this  shipping  that  the  passage  of  this  pending  bill  will 
force  all  coastwise  vessels  engaged  in  the  American  trade  to  increase 
their  rates  to  an  amount  sufficient  to  cover  the  cost  of  full  insurance 
against  this  cargo  loss  imposed  by  the  proposed  law;  whereas,  Cana- 
dian vessels,  in  their  own  courts,  at  least,  will  not  be  so  liable. 

The  suggested  laAv  will  therefore,  inevitably  require  raising  of 
Alaskan  rates.  The  risks  of  navigating  those  w^aters  are  very  great, 
and  no  company  could  continue  in  trade  unless  its  earnings  were  in- 
creased to  such  an  extent  as  would  enable  it  to  cover  these  addi- 
tional liabilities  by  full  insurance.  lender  the  present  law,  shippers 
either  carry  the  risk  themselves  or  cover  by  insurance  at  their  dis- 
cretion.    If  the-  law  is  changed  with  the  passage  of  the  pending 
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bill,  the  shipowner  will  be  compelled  to  carry  insurance  and  add  it 
to  the  rate,  and  the  shipper  will  be  compelled  in  this  indirect  Avay  to 
pay  insurance  whether  Jie  wishes  to  or  not,  because  it  will  be  in- 
cluded in  his  rate. 

At  the  present  time,  these  American  steamship  companies  cover 
a  part  of  their  insurance  against  cargo  loss  or  damage  by  member- 
ship in  various  associations  providing  mutual  insurance  for  their 
members,  to  which  I  have  referred.  This  is,  in  many  Avays,  the 
most  satisfactory  and  by  far  the  cheapest  insurance  they  can  pro- 
cure. The  association  is  made  up  of  thousands  of  vessels  sailing  in 
various  parts  of  the  world,  so  that  each  member  gets  the  benefit  of 
a  general  average  of  losses.  The  losses  of  all  members  are  pooled 
and  each  member  pays  a  proportion  of  each  loss  on  its  tonnage. 
The  risks  of  navigation  in  Alaska  are  much  greater  than  the  average 
throughout  the  world,  and  these  American  vessels  are  greatly  bene- 
fited by  partnership  in  these  associations,  by  reason  of  the  fact  that 
the}'  get  the  benefit  of  the  general  average  throughout  the  world 
rather  than  having  to  stand  particular  losses  on  their  own  vessels 
in  the  dangerous  waters  of  Alaska.  If  this  bill  passes,  however,  and 
the  vessel  owners  are  burdened  with  the  additional  risks  resulting 
from  the  Avithdrawal  of  any  protection  to  them  from  the  Harter 
Act,  the  Limitation  of  Liability  Act,  and  the  doctrine  of  general 
average,  they  will  not  be  accepted  for  partnership  in  these  worldwide 
associations,  and  their  insurance  as  a  whole  will  l)c  very  greatly  in- 
creased by  that  fact. 

Under  the  present  law,  when  a  disaster  occurs  at  sea  and  it  becomes 
necessary  to  jettison  or  throw  overboard  a  part  of  the  cargo  in  order 
to  save  the  balance  from  total  loss,  or  it  becomes  necessary  for  a  ves- 
sel to  put  into  a  port  of  refuge  and  incur  expenses  in  order  to  avoid 
a  total  loss,  the  losses  are  adjusted  on  the  principle  of  general  aver- 
age and  charged  against  the  interests  saved  by  the  sacrifices  made. 
The  water  rates  and  insurance  premiums  the  world  over  are  com- 
puted with  this  principle  in  mind.  If  this  bill  passes,  all  of  tliese 
losses,  in  so  far  as  coastwise  traffic  is  concerned,  will  be  tlirown  upon 
the  shipowner,  at  least  as  to  American  vessels.  It  is  very  doubtful 
if  Congress  has  the  power  to  impose  this  liability  upon  Canadian 
A  essels  operating  between  a  Canadian  and  American  port,  or  at  least 
the  power  to  provide  for  the  efficient  enforcement  of  such  a  lialjility 
against  the  Canadian  owners  of  a  Canadian  vessel  engaged  in  that 
ti'affic.  Besides,  the  bill  contains  no  provision  giving  jurisdiction 
to  the  Interstate  Connnerce  Commission  over  Canadian  lines  operat- 
ing between  an  Alaskan  port  and  Prince  Rupert. 

I  respectfully  urge,  therefore,  first,  that  there  is  no  sufficient  rea- 
son for  legislation  that  will  deprive  the  Alaska  water  lines  of  the 
benefits  of  the  whole  body  of  the  maritime  laws  with  respect  to  coast- 
wise transportation ;  second,  that  this  is  an  inopportune  time  for  any 
legislation  imposing  additional  burdens,  risks,  and  expense  upon 
steamship  owners  operating  in  Alaskan  waters;  third,  that  such 
legislation  will  handicap  American  owners  in  competing  with  Can- 
adian vessels  in  the  Alaska  trade,  and  will  necessitate  rates  by 
American  owners  that  will  prove  a  great  burden  upon  Alaskan  ship- 
pers; and  fourth,  that  a  large  part  of  the  Alaska  traffic — that  is, 
most  of  the  cannery  business — is  in  the  nature  of  tramp  service  and 
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can  not  be  subjected  to  hard-antl-fuHt  ^^chedules.  either  of  rates  or 
service,  and  is  best  served  by  private  contract  subject  only  to  the 
general  requirement  that  the  rates  shall  be  fair,  just,  and  reasonable. 

Mr.  Chairman,  the  Alaska  Steamship  Co.  has  the  largest  fleet  of 
steamers  operating  in  the  Alaskan  trade.  It  has  l)een  operated  in 
the  spirit  of  a  pioneer  line,  and  has  l)een  largely  instrumental  in  the 
upbuilding  and  development  of  Alaska  and  of  its  commeivo.  It 
ga\e  extensive  and  prompt  service  in  the  carrying  and  delivery  of 
rhe  mails  to  and  from  that  territory.  Its  policy  has  lieen  to  render 
the  best  possible  service  at  the  lowest  rates  consistent  with  economical 
and  safe  conduct  of  its  business;  but,  like  the  other  American  steam- 
ship line  now  engaged  in  Alaska  transportation,  it  is  now  operating 
rmder  very  discouraging  circumstances. 

Some  two  years  ago  the  great  Treadwell  mines  at  Douglas  were 
almost  completely  destroyed,  and  the  slowing  up  of  these  mining  op- 
erations there  reduced  the  population  of  Juneau  and  its  vicinity  ^o 
that  from  that  and  other  causes  a  popidation  of  alx)ut  10,000  is  now 
M round  4,000  persons.  During  the  past  two  years  the  war  brought 
about  the  loss  of  many  of  Alaska's  population,  who  were  lured  away 
by  the  high  wages  given  in  the  States  or  Avere  taken  to  serve  in  the 
Army.  The  high  cost  of  materials  and  labor  have  combined  to  sto]) 
most  of  the  placer  mining  in  Alaska  during  the  same  i)eriod.  and 
Ihe  reduction  in  this  work  has  also  caused  the  loss  of  p<jpulation 
tliere.  The  population  of  Nome  some  years  ago  could  be  counted  in 
the  thousands  during  the  placer  mining  season,  but  during  the  pres- 
ent season  it  was  scarcely  more  than  500  persons. 

All  these  causes  combined  have  greatly  reduced  the  trade  with 
Alaska,  and  added  to  them  is  the  fact  that  but  little  work  has  been 
done  on  the  Government  railroad  during  the  present  season,  so  that 
business  from  that  source  for  the  water  lines  has  dwindled  from 
many  thousands  of  tons  to  hundreds.  The  great  reduction  in  traf- 
fic due  to  the  various  causes  mentioned,  has  been  accompanied  by 
jnuch  higher  operating  costs  for  the  steamship  lines,  due  to  the 
higher  wages  paid,  the  higher  cost  of  materials  and  repairs,  and 
especially  the  higher  cost  of  fuel  oil  with  which  our  steamers  are 
operated.  Prior  to  September  1  last  our  company  had  a  contract 
for  fuel  oil,  entered  into  five  years  previously,  at  72  cents  a  barrel. 
Wlien  the  contract  terminSted,  September  1  last,  the  company  was 
obliged  to  pay  $1.85  a  barrel  for  fuel  oil,  and  this  one  item  of  in- 
creased expense  for  the  year  will  amount  to  more  than  the  com- 
pany's earnings  in  the  Alaskan  trade  in  the  preceding  year. 

Added  to  the  increased  cost  of  operation  is  the  fact  that  tlie 
Post  Office  Department  did  not  award  mail  contracts  to  the  Alaskan 
Avater  carriers  last  year,  as  had  been  done  in  prior  years.  The  de- 
partment, to  force  down  the  cost  of  carrying  the  mails,  has  been 
since  August,  1918,  sending  all  but  first-class  mail  to  and  from 
Alaska  as  freight,  the  first-class  mail  being  sent  as  express  matter. 
Carrying  the  mail  as  freight  is,  of  course,  a  very  inefficient  and  less 
safe  method  of  carrying  it  than  formerl}',  when  it  had  the  benefit  of  a 
])rivate  mail  room  and  of  a  mail  clerk  to  look  after  it  on  the  ship 
and  to  speed  its  delivery  in  Alaska.  The  methods  made  necessary 
by  the  change  in  carrying  the  mail  have  caused  great  delays  to  the 
business  men  of  Alaska  in  the  transaction  of  their  business  and 
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have  been  the  subject  of  repeated  protests  from  Alaska's  population 
because  of  its  bad  effect  on  business  and  its  discourag-ement  to  their 
business,  but  these  protests  have  been  without  avail  in  bringing  about 
a  change  in  the  policy  of  the  department. 

Of  course,  the  carrying  of  the  mail  as  freight  is  much  less  costly 
to  the  department  than  formerly,  when  a  private  mail  room  was 
utilized  for  the  mails,  which  were  in  charge  of  a  mail  clerk,  and  the 
change  has  added  another  element  of  loss  to  the  steamship  lines; 
and  as  a  result  of  all  the  discouraging  conditions  mentioned  our 
company  during  the  10  months  which  preceded  Jime  30,  1919,  oper- 
ated in  the  Alaskan  trade  at  a  loss.  Fortunately,  three  of  its  steam- 
ere  have  been  operating  outside  of  Alaska,  and  the  profits  from 
their  services  enabled  the  company  to  show  a  slight  net  profit  from 
all  its  operations  during  that  period. 

The  discouragements  mentioned  will  be  greatly  added  to  if  tlie 
line  is.  now  placed  under  the  jurisdiction  of  the  Interstate  Coiii- 
]nerce  Conmiission,  whose  ruling  I  have  referred  to  will  deprive  the 
water  carriei-s  of  the  benefit  of  the  various  limitation  of  liability 
laws  to  which  allusion  has  been  made. 

The  other  American  Pacific  coast  line  operating  to  Alaska  is 
in  liarmony  with  the  position  taken  by  our  company,  and  in  the 
interest  of  the  large  American  trade  in  Alaska  that  is  threatened 
by  the  proposed  legislation,  and  in  the  interest  of  its  shippers  and 
its  shipping  as  well,  I  earnestly  appeal  to  you  not  to  commit  the 
gi'eat  mistake  of  including  Alaska  in  the  proposed  law,  but  to  ex- 
pressly except  it  from  the  provisions  of  the  bill.  Placing  the  Alaska 
water  lines  under  the  jurisdiction  of  the  Interstate  Commerce  Com- 
mission will  add  another  discouragement  to  the  many  I  have  men- 
tioned, and  such  action  may  prove  to  be  the  knock-out  blow  to 
America's  commerce  with  that  Territory,  a  result  this  committee,  I 
am  sure,  will  not  desire  to  happen. 

Mr.  Sanders  of  Indiana.  Mr.  Law.  I  Avould  like  to  get  clearly  in 
my  mind  what  complications  your  company  has  in  the  coastwide 
trade  between  }>oints  in  Alaska  and  points  on  the  coast  of  the  Ignited 
State. 

Mr.  Laav.  We  operate  between  Seattle  and  Tacoma  and  the  ports 
ol"  Alaska,  and  the  complications  so  far  as  the  Canadian  lines  are 
concerned  groAv  chiefly  out  of  traffic  of  the  irregular  ports  Avhere 
the  canneries  are  located. 

Mr.  Sanders  of  Indiana.  Do  the  Canadian  boats  operate  between 
Canadian  points  and  points  in  the  United  States? 

Mr.  Law.  Yes;  between  British  Columbia  and  Seattle  and  between 
British  Columbia  and  Alaska. 

Mr.  Sanders  of  Indiana,  Do  the  Canadian  boats  operate  between 
Canadian  points  and  points  in  the  United  States? 

Mr.  Law.  There  is  one  ship  operating  up  there,  the  Tillanwok, 
which  I  understand  sails  under  the  name  of  an  American  corpora- 
tion, but  it  is  believed  that  it  is  owned  b}^  the  Grand  Trunk  Pacific, 
and  it  does  operate  between  Seattle,  Prince  Rupert,  and  the  canneries 
at  the  present  time,  carrying  northbound  freight  to  them  from 
Seattle  and  the  cannery  products  southbound  to  Prince  Rupert;  and 
it  is  feared  that  if  this  bill  becomes  a  law  other  ships  will  be  added 
in  the  interest  of  the  Canadian  lines  under  a  "  dummy  "  corporation 
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to  operate  between  Seattle  and  the  canneries  and  thus  aid  in  divert- 
ing the  cannery  business  to  Prince  Rupert. 

Mr.  Sanders  of  Indiana.  All  of  the  lines  which  actually  operate 
between  points  in  the  United  States  and  points  in  Alaska  would  come 
within  the  provisions  of  any  law  we  passed? 

Mr.  Law.  I  am  not  prepared  to  say  as  to  that,  but  if  you  except 
Alaska,  as  we  ask  to  be  done — and  I  think  we  have  given  reasons 
that  are  very  compelling  as  to  why  Alaska  should  be  excepted  from 
this  legislation — it  will  greatly  strengthen  the  American  lines  in 
competing  with  the  Canadian  lines  for  the  great  cannery  traffic. 
You  see  there  is  no  railroad  running  between  tlie  United  States 
and  Alaska.  The  competitive  feature  between  rail  and  water  lines 
which  inclines  some  people  to  the  legislation  as  it  has  been  proposed 
here  does  not  exist  so  far  as  Alaska  is  concerned,  because  there  is 
no  competing  rail  line  between  the  United  States  and  Alaska.  Only 
the  water  lines  operate  there,  and  probably  there  will  never  be  a 
rail  line,  or,  if  there  should  be,  it  will  have  to  run  through  Canadian 
territory. 

Mr.  Sanders  of  Indiana.  As  I  recall  it,  our  general  maritime  law 
provides  that  coastwise  trade  must  be  by  American  vessels. 

Mr.  Law.  That  is  correct. 

Mr.  Sanders  of  Indiana.  Is  that  in  effect  now? 

Mr.  Law.  Oh,  yes ;  as  to  Alaska  that  is  in  effect. 

Mr.  Sanders  of  Indiana.  I  thought  that  was  suspended  part  of 
the  time  during  the  war. 

Mr.  Law.  Not  as  to  Alaska.  Alaska  was  expressly  excepted  from 
that  provision. 

Mr.  Webster.  Mr.  Chairman,  I  have  before  me  a  letter  written  by 
Hon.  Thomas  Riggs,  jr.,  governor  of  the  Territory  of  Alaska  and 
ex-offiicio  chairman  of  the  Alaska  Territorial  Shipping  Board,  which 
bears  directly  upon  the  subject  we  are  now  considering. 

The  Chairman.  I  have  the  identical  letter  and  I  would  be  glad 
to  have  you  offer  it  and  present  it  in  evidence.  You  might  read  it, 
because  I  think  it  will  be  of  interest  at  this  point. 

Mr.  Webster   (reading)  : 

Tekritoky  of  Alaska, 

Office  of  Governor, 
Juneau,  August  IJf,   1919. 
Hon.   J.   Stanley  Webster, 

Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Congressman:  The  Alaska  Territorial  Shipping  Board  requests 
me  to  write  you  its  approval  of  the  proposal,  contained  in  Senate  bill  1256, 
to  vest  in  the  Intex'state  Commerce  Commission  the  entire  regulation  of  the  rates 
and  practices  of  both  rail  and  water  carriers  of  interstate  commerce,  including 
so-called  all-water  traffic  now  subject  to  regulation  by  the  United  States  Ship- 
ping Board. 

The  subject  is  of  vital  importance  to  this  Territory.  You  know  that  all  our 
commerce  with  the  world  is  by  means  of  ocean  transportation,  which  is  very 
sensitive  to  exterior  influence  and  subject  to  constant  changes  and  irregularities, 
requiring  careful  regulation  in  the  interest  both  of  the  carriers  and  the  public. 
The  Territorial  Shipping  Board  now  finds  it  necessary  to  apply  to  one  tribunal 
for  the  regulation  of  all-water  traffic  to  Alaska,  such  as  that  originating  in 
Puget  Sound  ports,  and  to  another  tribunal  as  to  traffic  from  points  inland 
carried  by  rail  to  Pacific  coast  ports  and  thence  by  water  to  Alaska.  This 
division  of  authority  is  positively  distressing,  and  must  continue  to  be  so. 

Our  board  is  also  of  the  opinion  that  the  Interstate  Commerce  Commission  is 
better  organized  for  this   work,   more  especially   for   the  regulation   of   rates 
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and  practices  of  carriers,  than  the  United  States  Shipping  Board  is  now,  or 
is  ever  likely  to  become,  because  of  its  more  limited  field  and  necessarily 
limited  authority. 

I  am  advised  by  Mr.  Mau,rice  D.  Leehey,  of  Seattle,  special  counsel  for  this 
board,  that  recently  while  in  Washington  he  expressed  to  you  his  personal 
approval  of  this  proposed  legislation,  but  we  now  would  convey  you  the  senti- 
ment of  the  board  as  expressed  by  its  resolution  unanimously  adopted.  We 
hope  it  will  be  speedily  enacted  into  law,  and  we  shall  appreciate  your  interest 
in  expediting  action  upon  this  measure  whenever  it  comes  before  your  com- 
mittee for  consideration.  We  are  writing  you  at  the  suggestion  of  our  Mr. 
Leehey,  who  has  told  us  of  your  deep  interest  in  Alaska  and  your  kindly  desire 
to  be  called  upon  wlienever  you  can  be  of  service.  We  shall  certainly  avail 
ourselves  of  your  generous  offer  whenever  an  occasion  may  arise,  and  we  are 
glad  to  know  that  you  will  at  all  times  consider  the  interests  of  the  Territory 
in  the  many  subjects  which  will  fall  under  your  observation  in  the  busy  routine 
of  your  congressional  life. 

Yours,  very  sincerely, 

Thomas  Riggs,  Jr., 
Governor  and  ex-officio  Chairman, 
Alaska  Territorial  Shipping  Board. 

The  Chairman.  I  will  state  that  Senate  bill  1256,  referred  to  in 
the  letter,  is  identical  with  House  bill  4378. 

Mr.  Law.  Yes,  sir. 

The  Chairman.  This  letter  of  Gov.  Riggs  would  seem  to  indicate 
that  he  felt  that  one  governmental  agency  ought  to  be  given  control. 
What  is  your  view  about  that,  Mr.  Law  ? 

Mr.  Law.  My  own  personal  view  is  that  the  Shipping  Board  is 
much  better  qualified,  because  of  the  fact  that  it  has  only  to  do  with 
water  transportation,  to  look  after  the  regulation  of  water  carriers. 
I, think  it  knows  more  on  that  subject,  would  be  more  in  sympathy 
with  the  needs  of  the  shipping  inclustry,  and  that  better  results,  so 
far  as  Alaska  is  concerned,  I  am  sure,  for  the  public  and  for  the 
shippers  will  result  if  the  present  jurisdiction  of  that  board  is  con- 
tinued. I  have  pointed  out  to  you  the  dangers  of  the  loss  of  Ameri- 
can trade  there.  I  have  also  pointed  out  why  it  will  be  necessary  to 
raise  rates  in  order  to  cover  the  insurance  that  will  be  required  if  we 
go  under  the  Interstate  Commerce  Commission  under  the  terms  of 
the  pending  bill,  and  those  two  features  are  features  that,  it  seems 
to  me,  have  not  been  considered  by  the  Territorial  shipping  board. 
I  do  not  think  they  realize  that  the  water  lines  have  been  operating 
for  months  there  at  a  loss  under  existing  conditions,  and  I  do  not 
think  they  realize  what  will  follow  if  the  jurisdiction  is  changed  to 
the  Interstate  Conmierce  Commission  and  these  additional  expenses 
are  put  upon  the  water  carriers;  and  I  believe  that  if  they  under- 
stood it  as  Avell  as  the  officials  connected  with  the  water  carriers 
understood  it  and  understand  it  they  would  not  be  asking  this  com- 
mittee to  transfer  the  Alaska  shipping  to  the  jurisdiction  of  the 
Interstate  Commerce  Commission. 

The  Chairman.  When  the  coal  fields  are  developed  and  the  rail- 
roads are  constructed  up  there  will  your  line  haul  coal  ? 

Mr.  Law.  When  the  railroad  is  constructed  to  Bering  River;  yes, 
sir ;  I  believe  so. 

The  Chairman.  It  has  already  reached  the  Matanuska. 

Mr.  Law.  If  it  ever  does  come  down  to  the  sea,  if  the  coal  is  ever 
brought  down  there,  our  line  may  be  one  of  those  that  will  handle  it. 

The  Chairman.  I  thought  the  main  purpose  of  building  the  line 
was  to  bring  the  coal  to  the  sea. 
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Mr.  Law.  Well,  the  Bering-  Eiver  coal  field  is  within  78  miles  of 
the  coast  and  the  Matnnuska  field  is  185  miles  from  the  coast,  over 
very  difficult  grades.  Now  if  the  Bering  River  coal  field  is  opened, 
as  ma}'  be  expected,  and  particularly  if  it  is  opened  before  the 
Matanuska  field  is  developed,  that  coal  can  be  placed  in  the  market 
at  probably  $1  a  ton  cheaper  than  the  coal  from  the  Matanuska 
field,  and  as  a  result  of  that  fact,  it  looks  to  me  as  though  there 
is  not  much  probability  of  the  Matanuska  field  being  very  largely 
developed,  unless  it  proves  to  be  true  that  the  coal  there  is  of  a 
much  better  grade  than  tlie  coal  in  the  Bering  River  field. 

The  Chairman.  xVt  any  rate,  there  is  likely  to  be  an  increase  in 
the  traffic  between  the  Sound  and  Alaska  by  reason  of  the  coal  de- 
velopment. 

Mr.  Law.  Yes;  we  hope  so. 

The  Chairman.  Do  you  understand  that  this  bill  has  reference 
to  steamship  lines  other  than  those  having  a  regular  route  and 
regular  sailing? 

Mr.  Law.  Yes,  sir;  that  is  my  understanding  of  the  bill. 

The  Chairman.  You  think  it  would  apply  to  the  fugitive  requests 
for  shipment  of  salmon  at  all  these  little  inlets  on  the  coast? 

Mr.  Law.  Yes,  sir. 

The  Chairman.  Without  any  fixed  date  of  arrival  or  departure. 

Mr.  Law.  I  believe  so,  under  the  terms  of  the  bill. 

The  Chairman.  Your  vessels  now  are  summoned  into  these  inlets 
by  wireless  or  some  other  means,  are  they  not? 

Mr.  Law.  As  we  are  called  in  there;  yes. 

The  Chairman.  And  that  would  not  be  a  regular  port  of  call. 

Mr.  Law.  No,  sir. 

The  Chairman.  And  I  did  not  assume  that  this  bill  would  reach 
an  instance  of  that  kind. 

Mr.  Law.  We  read  it  that  way,  sir. 

The  Chairman.  Possibly,  because  you  are  rather  hostile  to  the 
trend  of  the  legislation. 

Mr.  Law.  Of  course,  if  the  bill  were  limited  to  regular  routes, 
if  it  contained  an  express  provision  so  limiting  the  commission's 
jurisdiction,  as  the  jurisdiction  of  the  Shipping  Board  is  so  ex- 
pressly limited  by  the  existing  law,  it  would  be  more  clear  that 
Congress  does  not  intend  to  include  within  the  commission's  juris- 
diction, the  irregular  ports  to  which  I  have  alluded;  but  there  is 
that  provision  in  the  pending  bill  which  will  govern  the  American 
lines  but  would  not  apply  to  the  Canadian  lines  in  respect  of 
business  between  Alaska  and  Canadian  points,  which  declares  that 
before  a  water  carrier  shall  operate  in  transportation,  it  must  file 
its  rates  and  schedules  with  the  commission,  and  this,  coupled  with 
the  board  jurisdiction  over  coastwise  water  transportation  proposed 
to  be  conferred  on  the  commission,  without  limiting  such  jurisdiction 
to  the  regular  routes,  as  in  the  Shipping  Board  law,  w^ould  neces- 
sarily apply  to  all  business  on  the  regular  routes,  and  the  irregular 
routes  as  well  of  the  American  lines. 

The  Chairman.  Do  some  of  these  canneries  own  their  own  vessels? 

Mr.  Law.  Yes,  sir. 

The  Chairinfan.  They  would  not  be  under  the  operation  of  this 
bill  anyhow. 
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Mr.  Law.  No;  their  o^Yn  vessels  are  private  carriers,  but  that  is 
only  a  small  part  of  the  cannery  trade  of  southeastern  Alaska. 

The  Chairman.  If  a  provision  could  be  inserted  in  the  bill  that 
would  eliminate  from  its  operation  the  risks  or  hazards  at  sea,  leav- 
ing those  risks  and  hazards  for  adjustment  under  maritime  law, 
would  that  obviate  your  objection? 

Mr.  Law.  That  would  help  some,  if  there  be  also  added  a  provis- 
ion to  show  expressl.v  that  jurisdiction  is  limited  to  regular  routes, 
as  is  the  Shipping  iJonrd  jui'isdiction  by  existing  law:  those  two 
features  would  help  very  materially. 

Mr.  Hamilton.  What  are  your  Alaskan  ports? 

Mr.  Law.  Ketchikan,  Skagway,  Seward,  Ellamar.  Nome — Mr. 
Bunch,  the  traffic  manager,  is  present  and  he  can  tell  you  all  of  them, 
and  I  would  be  very  glad  if  you  would  allow  Mr.  Bunch  to  say  a 
word. 

The  Chairman.  Very  well;  he  may  reply  to  Mr.  Hamilton's  ques- 
tion. 

STATEMENT  OF  MR.  JOHN  H.  BUNCH,  GENERAL  FREIGHT  AND 
PASSENGER  AGENT,  THE  ALASKA  STEAMSHIP  CO.,  SEATTLE, 
WASH. 

The  Ciiairmak.  Give  your  name  and  address. 

Mr.  Bunch.  John  H.  Bunch,  general  freight  and  passenger  agent, 
Seattle,  Wash. 

Mr.  Hamilton.  I  presume  you  heard  my  question? 

Mr.  Bunch.  We  operate  on  practically  all  routes  to  Alaska. 

Mr.  Hamilton.  What  is  the  name  of  your  company? 

Mr.  Bunch.  The  Alaska  Steamship  Co.  Alaska,  as  to  transporta- 
tion routes,  is  divided  into  three  sections.  We  call  them  the  south- 
eastern Alaska  route,  the  southwestern  Alaska  route,  and  the  Bering 
Sea  route.  In  southeastern  Alaska  the  regular  ports  are,  Ketchikan, 
Wrangell,  Petersburg,  Douglas,  Juneau,  Haines,  and  Skagway. 
Southwestern  Alaska,  Cordova,  Valdez,  Latouche  and  Seward,  and 
in  the  summer  season  we  run  through  to  Cook  Inlet  and  Anchorage, 

Mr.  Hamilton.  Where  would  the  Bering  coal  come? 

Mr.  Bunch.  It  would  come  to  Katalla  or  Cordova,  in  all  prob- 
ability Cordova. 

Mr!  Hamilton.  What  is  the  seaport  terminus  of  the  railroad 
being  constructed  to  the  mines? 

Mr.  Bunch.  The  Government  railroad? 

Mr.  Hamilton.  No;  I  do  not  mean  to  Matanuska;  I  mean  the 
other  railroad,  the  Bering  railroad. 

Mr.  Bunch.  There  is  no  other  railroad  being  constructed.  The 
road  is  constructed  to  the  Copper  River  and  a  branch  from  it  would 
go  to  the  Bering  field. 

Mr.  Law.  My  statement  Avas  that  when  the  Bering  coal  fields  are 
in  operation  the  railroad  would  probably  be  extended  over  there. 

Mr.  Hamilton.  I  understood  you  to  say  that  this  railroad  was  78 
miles  long  and  partly  constructed. 

Mr.  Law,  That  is  what  it  will  be  when  constructed.  It  only  has 
to  be  constructed  about  38  miles  from  the  Copper  River  to  the  mines. 

Mr.  Hamilton.  There  has  been  no  extension  beyond  the  Copper 
River  ? 
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Mr.  Laav.  Xo,  sir. 

Mr.  Hamilton.  It  remains  where  it  was  several  years  ago? 

Mr.  Law.  Yes;  the  same  phice.  There  has  not  been  a  inile  con- 
structed since. 

Mr.  Hamilton.  How  far  north  have  they  ootten  with  the  other 
road?     Up  10  the  Matanuska  fields? 

Mr.  BuN'CH.  That  is  the  Government  road:  it  is  beinir  built  now 
by  the  Alaskan  Engineering  Commission. 

Mr.  Hamilton.  fioAv  far  north  have  they  gotten? 

Mr.  Bunch.  T  do  not  really  know.  I  think  practically  hito  the 
edge  of  the  ^Nlatanuska  tield. 

Mr.  Hamilton.  Have  they  been  doing  anything  on  the  i-ailroutl 
during  the  last  year  or  so? 

Mr.  Bunch.  They  did  last  year,  but  I  think  very  little  this  year 
because  of  the  h\ck  of  appropriations. 

Mr.  Hamilton.  The  ultimate  destination  of  that  railroad  is  Fair- 
banks ? 

Mr.  Bunch.  That  is  where  it  is  projected. 

Mr.  Hamilton.  If  it  ever  reaches  its  destination? 

Mr.  Bunch.  Yes,  sir. 

May  I  say  a  few  words  on  my  own  account? 

The  Ch.\irman.  Yes.  sir;  certainly. 

Mr.  Bunch.  I  want  to  refer  to  Mr.  Webster's  letter  from  ^Ir. 
Kiggs.  I  have  Imown  Mr.  Riggs  personally  for  a  good  many  years, 
for  V2  years  or  more,  and  I  think  a  great  deal  of  him.  I  think  he 
has  had  some  bad  advice.  I  should  like  to  tell  you  a  very  short 
story  explaining  how  I  think  this  legislation  will  work  out.  if  1 
may. 

The  Chairman.  Certainly;  proceed. 

Mr.  Bunch.  A  lady  and  her  little  son  and  a  maid  are  tniveling  by 
train  in  a  compartment  or  section,  and  the  lady  is  very  busy  reading, 
holding  a  newspaper  in  front  of  her,  and  paying  no  attention  to 
the  child  who  is  crying  for  something.  Pretty  soon  he  bursts  out 
into  very  violent  crying,  and  the  mother  pays  enough  attention  not 
to  look  around  the  paper  but  just  to  say:  **  Jane,  give  that  child  what 
he  want^."     Jane  says.  '*  I  did.  nuim ;  it  was  a  wasp." 

That  is  what  Mr.  Eiggs  will  get  and  what  the  people  of  Alaska 
will  get  when  the  Interstate  Conmierce  Commission  gets  control  of 
water  transportation.     It  will  not  work  out  satisfactorily. 

Besides  that.  I  should  like  to  read  a  few  conclusions  that  I  reached 
after  reading  the  first  part  of  the  hearings  that  have  been  conducted 
here  and  then  I  will  be  through  with  Avhat  I  have  to  say,  luiless 
you  gentlemen  want  to  ask  some  other  questions.  I  should  like  to 
say  in  comiection  with  what  Mr.  Law  has  said  as  to  the  company 
operating  without  a  profit  that  it  is  an  actual  fact  that  since  the  1st 
of  September  last  year,  at  the  time  the  price  of  fuel  oil  was  raised 
about  150  per  cent,  the  Alaska  Steamship  Co.  has  operated  at  a 
loss  every  minute,  every  hour,  and  every  day  since  that  date  and  is 
operating  that  way  now  in  Alaska,  notwithstanding  the  fact  that 
the  rates  have  twice  been  raised.  The  first  raise  in  the  rates  was 
protested  by  the  Alaskan  people,  and  the  Shipping  Board  had  very 
extensive  hearings  on  those  rates  with  the  result  that  they  were 
upheld  by  the  examiner's  report. 
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Mr,  Hamilton.  How  iiiany  ships  have  you  employed? 
Mr.  Bunch.  We  liave  14  ships,  about  35,000  tons.  Eleven  of  them 
are  now  engaged  in  the  Alaska  service  and  three  are  occupied  out- 
side of  Alaska.  They  are  the  only  ones  that  are  making  any  money 
and  are  enabling  the  company  to  show  a  very  slight  profit,  instead 
of  showing  in  the  last  six  months  $150,000  to  $250,000  loss. 

Mr.  Hamilton.  The  salmon  business  does  not  come  to  your  ships 
from  the  regular  ports  of  entry  ? 

Mr.  Bunch.  Some  few  of  the  canneries  are  located  at  regular 
ports.  There  are  several  canneries  at  Ketchikan,  Wrangel.  Petei*s- 
burg,  and  Cordova,  but  the  principal  salmon  business  comes  from 
out-of-the-way  ports.  The  shipping  act  definitely  excludes  irreg- 
ular port  business,  while  the  proposed  act  simply  says  nothing  on 
that,  and  the  implication  therefore  is  that  it  covers  all  business. 
'\^^lile  this  business  is  handled  by  irregular  service,  the  businass  is 
there  each  year  and  is  covered  by  contraxits  made  at  the  beginning  of 
the  year,  so  that  the  cannery  men  may  know  that  they  will  have 
service. 

Mr.  Hamilton.  At  what  time  does  the  canning  season  open? 
Mr.  Bunch.  We  commence  moving  supplies  northbonnd  in  Feb- 
ruary. 

Mr.  Hamilton.  I  mean  the  canning  of  the  fish. 
Mr.  Bunch.  In  Juna. 

Mr.  HAMiiiTON.  That  is  about  the  time  that  the  salmon  begin  to 
run? 

Mr.  Bunch.  Yes,  sir. 

Mr.  Hamilton.  And  the  season  ends  when  ? 
Mr.  Bunch,  in  August. 

Mr.  Hamilton.  June,  July,  and  all  of  August? 
Mr.  Bunch.  Probably  not  all  of  August,  no.     The  time  of  the 
run  varies.     Sometimes  the  fish  come  earlier  or  later.     They  have 
to  get  the  fish  during  the  run. 

The  Chairman.  Proceed.  It  is  alx)ut  time  for  us  to  recess,  and 
you  may  submit  that  paper  and  have  it  printed  as  a  part  of  your 
hearing. 

Mr.  Bunch.  It  will  only  take  about  five  minutes  or  less. 
The  Chairman.  Well,  then  we  will  wait. 

Mr.  Bunch.  I  have  only  a  very  few  words,  because  I  deal  almost 
entirely  with  Mr.  Commissioner  Clark's  testimony. 
The  Chairman.  Very  well ;  proceed. 

Mr.  Bunch.  In  reading  over  the  hearings  up  to  part  3,  which  I 
believe  is  as  far  as  they  have  been  put  in  print,  I  am  very  glad  to 
see  that  the  main  thing  which  we  advocate  has  been  advocated  by 
others;  and  I  sincerely  hope  the  committee  can  be  impressed  with 
the  correctness  of  our  view,  which  is.  in  a  word,  do  not  put  water 
transportation  under  the  interstate  act. 

In  referring  to  "this  question"  I  mean  the  extension  of  the  inter- 
state act  to  cover  water,  or  more  strictly,  ocean  transportation,  and 
the  transfer  of  jurisdiction  over  ocean  carriers  and  regulation  of 
fx^ean  rates  from  the  Shipping  Board  to  the  Interstate  Commerce 
Commission,  It  is  my  firm  belief  that  if  this  is  put  into  effect  it 
will  be  a  gi'eat  stride  toward  the  complete  obliteration  of  American 
coastwise  shipping,  and  that  complete  obliteration  will  duly  follow 
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in  not  a  very  long  time.  That  is  an  awful  thing  to  contemplate  and 
predict,  and  a  most  fearful  thing  to  accomplish.  Maybe  I  am  crazy, 
but  just  the  same  if  you  pass  this  portion  of  the  bill  knd  I  live  to  be 
75  years  old  I  expect  to  see  the  United  States  slip  back  from  the 
position  of  the  second  largest  maritime  Nation  of  the  world  to  the 
smallest  and  most  insignificant. 

Of  course,  I  know  that  it  is  useless  for  me  to  stand  here  and  nuike 
such  talk  without  promptly  coming  througli  with  something  in  the 
way  of  reasons  to  support  such  views.  But  absolute  advance  proof  is 
impossible  on  eith.er  side  of  the  question  ^is  to  whether  the  proposed 
legislation  will  be  beneficial  or  detrimental.  The  best  that  can  be 
done  is  to  give  explanations  and  reasons  for  thinking  this  way  or 
that  way.  No  case  can  be  cited  as  to  what  has  heretofore  happened, 
because,  as  to  the  interstate  act  applying  to  port  to  port,  all-water 
traffic,  there  has  been  none  heretofore.  Something  is  now  proposed 
which  is  new  and  untried.  The  question  must  be  decided  on  the 
judgment  of  this  committee  and  Congress.  You  gentlemen  occupy 
a  position  I  do  not  envy.  I  would  much  prefer  being  here  talking 
for  one  side  of  the  question  than  to  be  in  your  place  and  under  the 
responsibility  of  deciding  in  favor  of  or  against.  While  it  sounds 
very  extravagant  to  say  such  a  thing,  you  may  be  deciding  the  fate 
of  the  Nation. 

When  we  first  heard  of  this  proposed  legislation  we  were  very 
much  affected  because  we  felt  that  it  would  be  a  very  serious  blow 
to  our  port-to-port  water  business  to  and  from  and  in  Alaska  to 
have  same  placed  under  the  interstate  act.  We  still  think  so.  It 
was  a  particular  wallop  to  me  personally  because  I  have  for  quite 
some  time  been  trj^ing  to  con\'ince  our  people  that  we  should  enla'rge 
and  get  into  other  coastwise  routes  besides  Alaska,  especially  between 
the  tw'o  coasts,  and  possibly,  sooner  or  later,  into  the  foreign  trade, 
and  I  think  we  had  about  reached  a  point  where  they  were  ready 
to  let  me  try  it.  But  now  I  must  crawl  into  a  hole  and  keep  real 
still,  at  least  until  this  legislation  is  decided.  After  that,  if  the 
bill  becomes  a  law,  I  can  not  recommend  putting  a  few  millions  of 
dollars  into  a  steamship  line  knowing  that  we  would  have  nothing 
to  say  as  to  the  rates  we  could  charge  and  very  little  as  to  the  wages 
we  w^ould  be  called  on  to  pay ;  and  I  would  not  expect  them  to  pay 
any  attention  to  me  if  I  should  make  any  such  recommendations. 

However,  as  representing  the  Alaska  Steamship  Co.,  it  is  not  the 
general  application  of  this  proposed  law  that  I  Avant  especially  to 
talk  about,  but  it  is  the  exception  of  Alaska  from  its  provisions.  In 
my  opinion  there  is  no  justification  for  placing  any  coastAvise  water 
traffic  under  the  interstate  act,  but  aside  from  how  you  may  finally 
decide  on  that  question,  there  is  every  justification  and  many  strong 
reasons  for  excepting  Alaska.  Mr.  Law  has  referred  to  and  ex- 
plained a  good  many  of  them  in  his  quotation  from  the  memorandum 
I  made  him  and  otherwise.  It  is  not  right  for  me  to  repeat  them, 
thereby  taking  up  your  time  now,  and  taking  up  space  in  the  report 
of  the  hearings.  So,  if  you  please,  I  will  proceed  to  a  discussion, 
as  short  as  I  can  make  it,  of  the  bill  and  statements  that  have  been 
made,  principally  b,y  Mr.  Commissioner  Clark,  and  others  in  their 
appearances  before  the  committee. 

Mr.  Clark  seems  to  have  been  the  first  to  appear.  I  was  not  pres- 
ent to  hear  him,  but  have  read  the  report.    The  bill  we  are  discussing 
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contains  18  sections.  Mr.  Clark  talked  on  the  bill,  section  by  sec- 
tion, in  consecutive  order  from  first  to  last,  except  that  he  made  no 
reference  to  section  14  or  to  one  very  vital  thing  it  does  in  this  bill. 
He  did  refer  to  some  of  the  provisions  of  section  14,  but  as  though 
they  were  part  of  section  13.  In  going  along  and  discussing  the 
bill  he  referred  to  every  section  by  number  except  sections  2  and  14. 
The  omission  of  reference  to  section  2  is  immaterial.  The  omission 
of  reference  to  section  14  and  discussion  of  the  effect  thereof  is  very 
material.  Section  14  of  the  bill  provides  "That  the  first  four  para- 
graphs of  section  15  of  the  commerce  act  be  amended  to  read  as 
follows."  I  will  not  quote  the  five  or  six  pages  of  matter,  but  wish 
to  point  out  to  the  committee  that  in  addition  to  the  changes  ex- 
plained by  Mr.  Clark,  section  14  of  the  bill  in  being  substituted  for 
the  first  four  paragraphs  of  section  15  of  the  commerce  act  as  it  now 
stands,  cancels  and  sets  aside  acts  of  congress  on  navigation  and 
commerce  which  have  been  in  effect  from  20  to  70  years^  by  omitting 
the  following  w^ords,  which  appear  in  the  third  paragraph  of  sec- 
tion 15  of  the  commerce  act  as  it  now  stands : 

*  *  *  nor  shall  the  commission  have  the  right  to  establish  any  route, 
classification,  rate,  fare,  or  charge  when  the  transportation  is  wholly  by  water, 
and  any  transportation  by  water  affected  by  this  act  shall  be  subject  to  the 
laws  and  regulations  applicable  to  transportation  by  water. 

The  last  22  words  are  the  important  ones.  Included  in  the  act  at 
present  they  are  the  salvation  of  water  carriers  who  are  subject  in  any 
degree  to  the  act,  and  omitted  from  it  water  carriers  will  have  no 
show.  The  acts  of  Congress  which  section  14  supersedes  were  referred 
to  by  Mr.  Law  as  the  Harter  Act,  1893,  and  limited  liability  acts, 
about  1851. 

It  will  surely  be  some  turning  over  of  old  laws  and  usages.  And  it 
will  certainly  put  American  coastAvise  shipping  on  a  basis  entirely 
different  from  all  other  shipping.  Then  the  question  naturally  arises, 
what  will  it  do  to  American  coastwise  shipping?  There's  the  rub,  as 
Hamlet  woidd  say.  Anyway,  we  Avould  certainly  be  justified  in  ex- 
pecting some  effect  on  a  big  scale  from  such  a  big  and  radical  action. 
It  seems  reasonable  to  argue  that  if  you  cut  away  half  or  more  of  the 
fabric  of  a  ship  j-ou  will  pretty  soon  have  a  wrecked  ship.  If  you  cut 
away  half  or  more  of  the  Constitution  of  this  country  a^ou  will  pretty 
soon  haA-e  a  wrecked  country.  By  the  same  analogy,  if  you  cut  away 
half  or  more  of  the  established  laws  and  usages  of  shipping  you  will 
pretty  soon  have  a  wrecked  shipping. 

I  can  not  prove  that  this  will  happen,  but  let  us  assume  for  a  mo- 
ment that  I  can  proA^e  in  advance  that  it  Avill  happen,  and  that  you 
then  say,  "Well,  suppose  it  does.  We  have  plenty  of  railroads  to 
hajidle  the  business  AA'ithout  any  coastwise  shipping."  Then  I  only 
Avant  to  remind  you  that  but  for  our  coastwise  shipping  Ave  Avould  have 
had  absolutely  no  ships  w^ith  Avhich  to  get  our  men  and  war  material 
across  the  Atlantic  Avhen  we  Avent  to  war  Avith  Germany,  and  that  it 
AYOuld  be  a  catastrophe  Avorth  thinking  about  to  have  another  foreign 
or  World  War  OA'ertake  us  and  find  us  Avith  no  ships  at  all,  not  even  a 
coastAvise  fleet. 

But  particularly  I  Avant  to  remind  3'ou  that  there  is  no  railroad 
paralleling  the  Avater  lines  between  Seattle  and  Alaska,  and  in  my 
very  humble  opinion  there  never  will  be.    But  there  is  a  foreign  State 
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lying  between  our  northwesternniost  State  and  Alaska,  and  there  are 
foreign  steamer  lines  operating  between  that  foreign  territory  and 
Alaska,  both  of  which  Avill  be  very  glad  of  the  opportunity  the  pas- 
sage of  this  bill  will  give  them  to  appropriate  the  commerce  of  Alaska, 
or  a  good  big  portion  of  it. 

I  go  back  to  some  of  the  points  covered  by  Mr.  Clark.  On  page  9 
he  refers  to  rail  and  Avater  traffic  via  New  Orleans  and  Galveston.  I 
am  sure  he  must  refer  to  conditions  which  obtained  prior  to  passage, 
of  the  shipping  act,  and  if  he  does,  his  explanation  is  misleading.  I 
think  the  railroad-owned  steamers  to  which  he  referred  were  with- 
drawn from  the  route  by  necessities  of  the  war.  But  if  not  withdrawn, 
and  if  they  continued  to  operate,  thev  would  have  been  required  in 
June,  1917,  by  ordei-  of  the  Shipping  Board,  to  file  their  port-to-port 
rates  between  New  York  and  New  Orleans  and  Galveston,  and  there- 
after to  operate  under  tariffs  filed  with  the  Shipping  Board  in  accord- 
ance Avith  the  shipping  act.  If  they  were  withdrawn  but  have  re- 
turned, or  do  return,  they  found  themselves,  or  will  find  themselves, 
on  their  return,  in  the  same  position  of  being  required  to  operate  un- 
der tariffs  filed  with  the  Shipping  Board  in  accordance  with  law, 
which  is  a  very  different  situation  from  that  described  by  Mr.  Clark. 
Under  the  situation  he  described,  which  I  am  confident  dates  back  to  a 
time  prior  to  June.  1917,  the  water  rate  was,  or  probably  could  be  a 
confidential  unfiled  rate,  but  now  the  water  rate  must  be  filed  and 
posted  and  not  deviated  from  in  accordance  with  the  shipping  act, 
and  the  rail  rate  beyond  New^  Orleans  or  Galveston  must  be  filed  and 
posted  and  not  deviated  from  in  accordance  with  the  interstate  act. 

However,  no  such  condition  ever  existed  or  ever  can  exist  as  to 
Alaska.  Transportation  to  and  from  Alaska  is  wholly  by  water. 
Of  course  shipments  from  New  York  or  Chicago  or  other  rail-line 
points  in  the  United  States  must  move  to  Seattle  by  rail,  but  beyond 
our  Northwestern  frontier  the  transportation  is  wholly  by  water. 
And  so  far  as  the  Alaska  Steamship  Co.  is  concerned,  and  I  believe 
the  same  is  true  of  the  Pacific  Steamship  Co.,  our  competitor  in  serv- 
ing Alaska,  we  have  always  kept  or  tried  to  keep  our  Interstate  Com- 
merce Commission  proportional  rates  exactly  the  same  as  our  all- 
water  rates,  but  during  the  past  several  years,  during  which  time  we 
have  been  obliged  to  make  advances  in  our  rates,  we  have  usually 
been  from  two  to  six  months  behind  time  in  bringing  our  Interstate 
Commerce  Commission  proportional  rates  up  to  the  port-to-port 
rates  on  account  of  delay  and  loss  of  time  in  securing  permission 
from  the  Interstate  Commerce  Commission. 

Mr.  Clark  also  made  some  references  to  the  status  of  tramp  steam- 
ers his  views  agreeing  pretty  closely  with  the  shipping  act,  such  posi- 
tion being,  in  my  opinion,  the  extremity  of  unfairness.  If  several  of 
you  gentlemen  should  come  out  here  and  seize  and  hold  me  so  that  I 
would  be  helpless  to  defend  myself,  or  should  tie  me  hand  and  foot, 
and  then  extend  to  everybody  the  privilege  of  coming  and  beating 
and  kicking  and  robbing  me,  you  would  be  doing  to  me  just  what 
legislation  does  to  regular  lines  when  it  requires  them  to  operate  on 
filed  rates  and  allows  tramps  to  come  in  and  cut  rates  and  take  busi- 
ness at  their  pleasure.  Amongst  railroads  a  parallel  case  would  be  to 
regulate  the  strong  roads  and  let  the  competing  weak  roads  go  after 
the  business  without  regulation. 
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On  pages  21  and  22  Mr.  Clark  discussed  section  6  of  this  act  and 
also  the  Panama  Canal  act.  He  stated  that  under  the  terms  of  the 
Panama  Canal  act  the  commission  was  obliged  to  require  the  divorce- 
ment of  rail  and  water  carriers,  but  that  it  is  his  observation  that 
the  shipping  public  has  received  no  benefit  from  such  divorcement, 
but  that  so  far  as  the  Great  Lakes  is  concerned,  the  net  results  was  a 
less  satisfactory  and  liberal  water  service,  an  increase  in  rates,  and 
finally  the  substantial  abandonment  of  the  service  between  Lake  Erie 
ports  and  Lake  Michigan  ports.  He  also  referred  to  another  similar 
case  on  Chesapeake  Bay.  In  other  words  it  seems  that  an  act  of 
Congress,  directed  against  transportation,  but  designed  and  intended 
to  benefit  the  public,  worked  in  just  exactly  the  opposite  direction. 
That  is  just  the  way  we  think  this  measure  will  work  only  on  a  larger 
and  more  complete  scale.  This  company  purchased  and  is  now  oper- 
ating two  of  the  lake  ships  that  were  put  out  of  business  on  the  Lakes 
by  the  Panama  Canal  act.  And  now  it  looks  as  though  lightning  is 
going  to  strike  again  in  the  same  place. 

On  page  38  in  referring  to  various  plans  for  dividing  the  country 
into  regions  and  regulating  rail  rates  by  regions  Mr.  Clark  favored 
one  control.  He  may  be  right  as  to  railroads.  I  have  nothing  to 
offer.  They  are  located  within  the  boundaries  of  the  country  and  are 
where  they  are  permanently  and  have  to  stay  and  will  stay  there  re- 
gardless of  what  you  do  to  them.  AVith  watej  lines  it  is  different  as 
has  been  proved  by  Mr.  Clark's  testimony  as  to  the  lake  lines  and 
the  Panama  Canal  act.  Sufficiently  oppressive  laws,  or  even  the  un- 
certainty and  fear  of  such  laws  will  put  water  transportation  out  of 
business.  I  do  not  understand  that  anyone  is  obliged  to  put  or  keep 
money  in  ships  and  I  do  not  believe  that  anyone  will  do  so  unless 
they  can  make  a  fair  profit  in  their  operation. 

So  taking  it  all  in  all  this  question  of  wiping  out  several  acts  of 
Congress  of  many  years  standing,  and  the  usages  and  practices  of 
marine  transportation  that  have  been  evolved  through  the  centuries, 
which  are  recognized  and  upheld  by  all  maritime  nations,  and  revo- 
lutionizing our  coastwise  shipping  by  trying  to  regulate  it  as  rail- 
roads are  regulated  by  a  railroad  control  body  is  a  very  serious  and 
momentous  one.  For  my  part  I  think  you  would  do  better  to  amend 
the  interstate  act  so  as  to  limit  its  application  to  strictly  and  solely 
rail  transportation,  not  even  giving  it  jurisdiction  of  the  water  part 
of  through  rail  and  water  rates,  and  leave  the  regulation  of  watei- 
rates  to  a  water  transportation  control  body  rather  than  take  the  step 
that  this  bill  proposes. 

At  the  bottom  of  page  73  Mr.  Clark  refers  to  the  Government  rail- 
road in  Alaska,  which  he  says  is  subject  to  the  interstate  act.  The 
Alsakan  Engineering  Commission  issues  the  tariffs  of  the  Govern- 
ment railroad  in  Alaska,  issuing  them  in  the  form  required  by  the 
Interstate  Commerce  Commission  tariff  rules  and  showing  Inter- 
state Commerce  Commission  numbers,  which  is  supposed  to  be  an 
indication  that  they  are  filed  with  the  Interstate  Commerce  Commis- 
sion as  required  by  the  act.  I  Imow  this  to  be  true  because  I  have  seen 
many  of  the  tariffs.  Yet  it  is  my  understanding  that  the  tariffs  are 
not  filed  with  the  commission.  This  has  no  bearing  on  the  case,  and 
I  only  mention  it  because  Mr.  Clark  referred  to  the  Government  rail- 
road in  Alaska,  to  call  his  attention,  and  the  committee's  as  well,  to 
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the  fact  that  if  my  information  is  correct,  the  Government  railroad 
is  not  complying  with  the  law,  and  the  commission  is  not  enforcing  it. 
One  more  reference  to  Mr.  Clark's  testimony  and  I  will  be  through 
with  such  references.  On  page  81,  commencing  near  the  bottom  of 
the  page,  and  pages  82,  83,  84,  85,  and  86,  in  the  exchanges  between 
Mr.  Clark  and  Mr.  Sims  you  were  getting  very  close  to  truth  and 
facts  as  to  competition  between  rail  and  water  transportation.  I 
hope  you  will  study  these  pages  very  carefully  when  you  make  j'our 
decision.  I  will  only  refer  particularly  to  page  84.  At  the  top  of 
the  page  Mr.  Clark  said : 

Judge  Sims,  if  the  railroads  were  not  permitted  to  compete  with  the  water 
cari-iers  and  the  water  carriers  were  to  resume  operations  under  the  same 
laws  that  obtained  at  that  time,  the  water  carriers  would  charge  all  they  could 
get  for  the  freight  and  get  it  away  from  the  railroads. 

Now,  gentlemen,  do  not  overlook  the  fact  that  water  carriers  can 
not  resume  operations  under  the  same  laws  that  obtained  at  the  time 
coast  to  coast  service  was  discontinued.  If  they  resume  to-day,  they 
will  be  under  the  shipping  act,  which  did  not  exist  when  thej'  dis- 
continued service,  and  which  requires  filing  of  tariflFs. 

About  the  middle  of  the  page  Mr.  Clark  said : 

We  do  not  advocate  any  attempt  or  effort  to  destroy  the  water  lines. 

Mr.  Sims  then  hit  the  nail  on  the  head  when  he  interposed  with 
this : 

I  am  not  talking  about  the  purposes  of  the  commission. 

Truly,  it  may  not  be  the  purpose  of  the  commission  to  destroy 
coastwise  shipping  any  more  than  it  was  the  purpose  of  the  Panama 
Canal  act  to  destroy  certain  lake  shipping. 

I  am  glad  to  note  that  Mr.  Rich,  on  page  363,  and  Mr.  Fulbright, 
on  page  405,  are  opposed  to  transferring  jurisdiction  over  water  car- 
riers to  the  Interstate  Commerce  Commission,  and  I  hope  there  will 
be  others. 

Mr.  Law.  Mr.  Chairman,  I  have  a  protest  from  the  Alaska  Steam- 
ship Co.  which  I  should  like  to  file  with  the  committee,  to  be  made  a 
part  of  the  record. 

The  Chairman.  Very  well ;  it  will  be  incorporated  in  the  hearings. 

The  protest  submitted  by  Mr.  Law  follows : 

AtTGUsT  25,  1919. 
Hon.  John  J.  Esch, 

Chaiifnan  Interstate  and  ForeUjn  Commerce  Committee, 

House  of  Representatives. 

Sir:  The  Alaska  Steamship  Co.  hereby  respectfully  protests  Mgainst  the  enact- 
ment of  the  provisions  in  bill  H.  R.  4378,  known  as  the  Esch  bill,  whose  effect 
will  be  to  abolish  the  jurisdiction  of  the  United  States  Shipping  Board  over 
rates,  etc.,  of  the  American  water  lines  operating  in  the  Alaskan  trade  and  to 
transfer  such  jurisdiction  to  the  Interstate  Commerce  Commission,  and  urges 
that  should  your  committee  come  to  the  conclusion  that  the  change  in  the  law 
as  proposed  should  be  made  as  to  other  coastwise  water  lines  there  should  be  an 
express  exception  from  such  provisions  of  the  Alaska  water  lines. 

There  are  special  reasons  applying  to  Alaska  that  justify  and  should,  in  the 
public  interest,  require  th;!t  the  existing  jurisdiction  of  the  Shipping  Board 
over  the  Alaska  water  lines  be  not  disturbed,  some  of  which  will  now  be  men- 
tioned. 

First.  A  very  large  portion  of  the  trafRc  between  Pacific  coast  ports  and 
those  of  Alaska  is  incident  to  the  salmon  and  other  fish  industry.  That  indus- 
try is  now  chiefly  served  by  the  American  lines,  which  annually  bring  to  Seattle 
abo\it  100,000  tons  of  fish.     This  tonnage  produces  a  large  commerce  which 
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benellts  American  iiierclumts  and  transportation  lines  and  gives  lucrative  ern- 
ploynient  to  many  thousands.  There  is  grave  danger,  for  i-easons  that  will  now 
be  pointed  out,  that  if  the  Alaska  water  lines  are  placed  under  the  jui'isdic- 
tioii  of  the  Interstate  Commerce  Commission,  as  proposed  in  the  said  pending 
hill,  it  will  lay  the  way  open  for  the  transfer  of  this  enormous  fish  traffic  to 
Canadians  and  to  the  loss  of  that  industry  to  the  American  lines  and  American 
inei'chants,  with  the  iwssible  effect  of  driving  the  American  water  lines  out  of 
the  Alaskan  trade  altogether. 

Some  of  the  reasons  underlying  this  danger  are  pointed  out  by  Mr.  John  H. 
Bunch,  general  freight  and  passenger  agent  of  the  Alaska  Steamship  Co.,  in  a 
l)aper  dated  Augu.st  18.  1919,  as  follows: 

'•Alaska,  while  a  part  of  continental  North  America,  is  not  a  part  of  conti- 
nental United  States,  but  to  all  intents  and  purposes  is  as  definitely  separated 
from  the  United  States  proper  by  water  as  Hawaii  or  the  Philippines,  which 
are  excUuled  from  tlie  iirovisions  of  the  bill.  Even  if  Alaska  is  ever  connected 
with  the  United  States  liy  rail,  that  rail  will  lie  in  foreign  territory-  Alaska  is 
an  American  possession  and  sliould  be  developed  by  and  for  the  benefit  of 
American  citizens.  American  institutions,  and  American  labor,  in  which  it  is 
absolut»^ly  dependent  on  American  coastwise  shipping.  Alaska  and  all  condi- 
tion.s  in  Alaska  are  very  different  from  conditions  in  the  States,  especially  in  the 
older  eastern  pai-t  of  the  country.  If  these  different  conditions  are  not  recog- 
nized but,  on  the  contrary,  rules  that  can  very  will  be  enforced  on  such  old- 
estaldished  railroads  as  the  Baltimore  &  Ohio  or  New  York  Central,  are  en- 
foi-ced  on  water  transpoi-tation  lines  to  and  from  Alaska  and  along  its  coast  and 
on  file  rivers  in  the  interior  it  will  mean  hardships  and  almost  certain  disaster 
for  the  Alaska  people  and  transportation  lines. 

"  Climatic  conditions  and  other  reasons  make  a  considerable  portion  of  the 
Alaska  business  a  seasonal  business.  The  salmon-canning  buiness,  which 
amounts  to  many  millions  of  dollars  in  the  commerce  of  Alaska,  is  a  seasonal 
liusiness.  The  first  two  canneries  were  built  in  Alaska  in  1878  and  in  that 
year  packed  8,159  cases.  One  is  still  operating.  The  original  buildings  were 
burned,  but  one  was  immediately  rebuilt  and  was  operated  continuously.  The 
develojiment  of  the  industry  was  slow  until  1900,  then  more  rapid.  In  the 
cannery  industry  Alaska  is  divided  into  three  districts.  Statistics  show  the 
number  of  canneries  operated  in  1878,  1900,  and  1918,  as  follows: 


Southeast^ 
em  Alaska. 

Centra! 
Alaska. 

Western 
Alaska. 

Total. 

1878 

2 

\l 

8,159 

456,639 

3,385,740 

2 

1900 

14 
29 

12 
31 

42 

1918 

135 

Number  of  cases  paeked  as  follows: 

1S78 

8,159 

1900 

492, 2i'3 
1,404,238 

599, 277 
1,887,591 

1,548,130 

1918 

6,677,569 

"  Six  million  six  hundred  and  seventy-seven  thousand  live  hundred  and  sixt.v- 
nine  cases  at  70  pounds  per  case  amounts  to  233,715  tons.  At  $7.35  per  rase. 
which  we  understand  was  the  average  price  for  1918  pack,  the  value  of  the  prod- 
uct amounted  to  $49,080,1.32.15.  From  1878  to  19IS.  inclusive,  Ala.ska  has  pro- 
duced a  total  of  70.271.270  cases  of  salmon. 

"Through  all  these  .vears  of  growth  of  the  industry  the  carriers  and  the  can- 
nerymen  have  been  able  to  agree  and  work  together  harmoniously  without  <nit- 
side  interference  or  regulation. 

"  Nearly  all  of  the  canneries  are  located  at  out-of-the-way  irregular  ports  and 
must  be  served  by  special  arrangements.  New  emergencies  are  constantly  aris- 
ing which  can  not  be  foreseen,  but  which  if  not  met  and  taken  care  of  instantly 
will  mean  loss  and  waste.  Under  the  shipping  act,  which  does  not  undertake 
to  regulate  business  on  irregular  routes,  we  can  meet  these  conditions  and  are 
doing  so  fairly  and  impartiallj-  and  satisfactorily  and  without  discrimination. 
Under  the  interstate  act  this  would  be  impossible.  Therefore,  entirely  aside 
from  the  fact  that  that  condition  would  hurt  water  carriers  serving  Alaska, 
it  would  also  mean  either  crippling  or  destroying  the  cannery  industry.  It 
would  most  certainly  force  transfer  of  the  business  to  canne^'y-owned  ships  oper- 
ating as  private  carriers,  or  to  the  Canadian  line,  which  would  mean,  of  cour.'«e, 
curtailment  or  abandonment  of  service  bv  American  commercial  lines. 
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"  This  seems  self-evident.  Tlie  canneries  are  peculiarly  located.  They  mu.st 
have  special  service.  At  present  under  the  shipping  act  they  can  be  served  with- 
out discrimination  or  injury  to  anyone  and  in  a  manner  fairly  satisfactory  to 
themselves  and  the  carriers.  Under  regulations  which  will  not  permit  canneries 
or  other  industries  at  irregular  ports  to  make  satisfactory  transportation  ar- 
rangements, which  we  believe  will  l)e  the  case  under  the  interstate  act,  those 
who  can  will  be  obliged  to  provide  their  own  private  transportation  and  those 
who  can  not  will  have  to  quit  or  go  to  the  Canadian  line.  That  canneries  can 
operate  their  own  private  ships  is  no  theory  ov  dream,  as  a  considerable  portion 
of  the  business  is  so  handled  at  the  present  time  and  lias  lieen  since  its  inception. 

"  The  further  fact  that  tlie  pending  Ksch-PonuM'one  l»ills  take  no  .iui-isdiction 
over  traftic  between  Alasksi  and  I'ritish  Columbi;i  (whicli  is  clear  from  section  1 
tliereof )  opens  wide  the  way  for  realization  of  a  scheme,  which  we  believe  is 
still  alive  with  the  Grand  Trunk  Pacific  Railway  to  control  and  monopolize 
the  traffic  of  the  fisheries  1)usiness  of  Alaska,  routing  the  bulk  of  the  traffic 
through  Prince  Rupert,  and  handling  some  of  its  own  Canadian  vessels,  and 
by  means  of  operation  of  American  ships  to  such  extent  as  may  be  necessai'y, 
such  ships  operating,  as  we  believe,  under  dunnny  American  companies,  but 
being  owned  by  the  Grand  Trunk  Pacific  Railway. 

"  The  fisheries  business  of  Alaska  is  a  very  lai'ge  portion  of  the  total  business 
of  the  Territory,  and  is  a  permanent  and  growing  business.  The  traffic  it 
furnislies  the  American  steamship  lines  operating  to  Alaska  is  a  very  sub- 
stantial portion  of  their  business.  Let  it  be  taken  away  from  them  by  the 
Canadian  line  and  other  business  will  be  taken,  too,  and  the  shippers  and 
public  of  Alaska  will  be  injured  by  being  forced  to  pay  the  American  lines 
higher  rates  to  make  up  for  the  lessened  vohnue  of  liusiness,  due  to  loss  of  a 
large  portion  of  it  to  a  foreign  line,  or  the  American  lines  will  be  forced  out 
of  business. 

"  Let  me  further  explain  the  situation  as  tf>  canned  salmon,  as  it  is  impor- 
tant. The  shipping  act  applies  to  regular  port  or  route  business.  Most  of  the 
canneries,  as  stated  before,  are  located  at  irregular  ports,  not  subject  to 
Shipping  Board  jurisdiction.  The  Canadian  steamers  are  also  free  from 
Shipping  P>oard  jiu'isdiction.  Therefore,  as  far  as  rate  regulation  is  concerned 
on  traffic  to  and  from  irregular  ports,  we  are  free  to  meet  to  Seattle,  and  do 
meet,  the  lower  rates  Canadian  steamers  offer  to  Prince  Rupert.  The  pro- 
posed amendment  to  which' we  are  objecting  assumes  no  jurisdiction  over  traffic 
between  Alaska,  regular  or  irregular  ports,  and  Prince  Rupert,  but  does  assume 
jurisdiction  over  traffic  of  regular  and  irregular  Alaska  ports  between  such 
ports  and  Seattle ;  and  as  by  section  S  of  the  bill  the  American  lines  nuist 
file  their  rates  with  the  Interstate  Commerce  Commission  before  engaging  in 
transportation,  the  effect  will  be  to  prevent  fair  competition  between  those  lines 
and  the  Canadian  line,  which  is  at  liberty  to  make  spot  contracts  or  advance 
quotations,  unhampered  by  regulations  forbidding  it,  and  thus  the  Imnds  of 
American  lines  will  be  effectually  tied,  and  the  Canadian  steamers  or  Canadian- 
owned  American  steamers  will  be  given  a  free  liand  in  making  any  reduced 
rates  they  please  from  Alaskan  ports  to  Prince  Rupert  in  order  to  secure  the 
transcontinental  rail  haul  from  Prince  Rupert  for  the  Grand  Trunk  Pacific 
Railway. 

"  The  shipper  is,  thei-efore,  much  better  off  under  the  present  situation,  which 
gives  him  the  benefit  of  competitive  rates  to  Seattle  under  the  interstate  act, 
than  he  will  be  when  the  American  lines  are  required,  as  they  will  be  under 
the  interstate-commerce  act.  to  file  their  rates  on  30  days'  notice,  and  will  be 
unable  to  change  any  rate  until  it  has  been  in  effect  30  days,  and  then  only 
on  30  days"  notice.  The  Canadian  line  ^^ill  have  only  to  keep  track  of  the  rates 
the  American  lines  file  and  then  cut  them  at  their  pleasure.  True,  there  will 
"still  exist  a  sort  of  one-sided  competitive  condition,  but  it  will  only  force  the 
business  to  Prince  Rupert  and  through  Canada. 

"  But  this  is  not  all,  or  not  as  far  as  the  mischief  can  easily  go.  Suppose 
what  w<>  have  here  suggested  is  accomplished  and  the  American  lines  are  put 
out  of  business,  even  only  as  far  ns  the  canneries  ai*e  concerned,  how  long  will 
tlie  Canadian  line  maintain  the  low  rates  to  Prince  Rupert  with  which  they 
put  the  American  lines  out  of  business?  How  soon  will  they  raise  the  rates, 
and  how  high  will  they  rai.se  them,  being  subject  to  no  regulation  and  having 
no  competition  and  practically  no  fear  of  any?  And  how  much  will  they  dis- 
criminate, if  they  please,  in  giving  some  canneries  lower  rates  than  others? 
What  a  chance  to  give  a  big-cannery  man  low  rates  and  a  smaller  oiierator 
liigher  rates,  resulting  in  gobbling  of  the  smaller  by  the  larger!  And  all  with- 
out rate  regulation  ! 
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■'  It  is  certainly  unnecessary  for  lis  to  point  out  how  iar-reacbing  its  effects 
such  a  condition  ayouIcI  be.  It  is  not  only  the  steanisliip  and  cannery  owners 
who  wil!  he  affected.  Tliis  sahnon  is  American  fish,  American  commerce.  In 
the  operation  of  the  Americai;i  canneries  in  Alaska  and  the  operation  of  Amei*- 
ican  steamers  to  handle  the  traffic  is  involved  the  livelihood  of  thousands  of 
American  families  in  Washington,  Oregon,  California,  and  Alaska.  The  big 
wharves  and  warehouses  of  the  port  of  Seattle  and  other  Seattle  wharves 
handle  the  hundred  thousand  tons  and  over  of  salmon  that  comes  from  south- 
eastern Alaska,  giving  employment  to  hundreds  of  Seattle  citizens  and  support- 
ing hundreds  of  Seattle  homes.  The  i-ailroads  operating  out  of  Seattle  par- 
ticipate in  the  carriage  of  this  product  to  various  markets  of  consumption. 
The  merchants  of  Seattle  and  other  Puget  Sound  and  Pacific  coast  cities,  and 
of  eastern  cities  as  well,  furnish  the  supplies  that  go  into  the  pack.  The  Amer- 
ican banks  handle  the  fhiances.  Even  if  no  one  cares  for  the  American  steam- 
ship lines  for  their  own  sake,  they  should  at  least  be  considered  for  the  part 
they  play  in  the  game  out  of  which  so  many  other  interests  make  profit. 

"  This  southeastern  Alaska  cannery  business,  amounting  in  1918  to  3,385,740 
cases,  or  118,500  tons,  with  nearly  as  many  tons  of  northbound  supplies  and 
equipment,  is  what  the  Grand  Trunk  Pacific  Railway  wants.  Placing  the 
water  carriers  of  Alaska  under  the  interstate  act  will  be  a  very  great  and  posi- 
tive help  to  them  in  getting  the  business,  and  with  it  the  fresh-fish  business  and 
mucli  of  the  merchandise  traffic. 

"  The  Government  is  making  vast  expenditures  in  the  construction  of  its 
railroad  in  Alaska,  but  as  the  ocean  terminus  of  the  railroad,  at  Seward  or 
Anchorage,  Alaska,  is  1,500  to  1,800  miles  from  Seattle  by  ocean,  its  successful 
operation  and  the  development  of  Alaska  thereby  must  in  the  last  analysis 
depend  on  ocean  transportation  between  the  Territory  and  the  parent  country. 
Congress  should  be  most  careful  to  avoid  legislation  which  would  discourage 
or  make  impossible  the  successful  operation  of  steamship  lines  in  Alaskan 
waters,  but,  on  the  other  hand,  should  do  everything  in  its  power  to  encourage 
their  operation." 

Second.  We  know  of  no  demand  by  merchants  or  others  engaged  in  the 
Alaskan  trade  for  the  transfer  of  jurisdiction  of  the  water  lines  engaged  in 
that  trade  from  the  Shipping  Board.  Those  concerned,  including  the  water 
lines,  appear  to  be  satisfied  with  the  existing  law  on  that  subject,  which  was 
enacted  September  7,  1916  (39  Stats.,  728).  At  the  time  of  the  enactment  of 
That  law  the  question  of  conferring  upon  the  board  jurisdiction  over  water  lines 
therein  prescribed,  or  placing  it  in  the  Interstate  Commerce  Commission,  we 
understand,  had  consideration,  .but  the  evidence  adduced  at  the  hearings  indi- 
cated a  strong  sentiment  in  favor  of  tlie  creation  of  the  Shipping  Board  to  regu- 
late interstate  common  carriers  by  water.  The  reasons  advanced  by  the  advo- 
cates of  this  policy  were  that  it  was  feared  the  Interstate  Commerce  Commis- 
sion might  proceed  too  rapidly  with  regulation,  thus  hampering  rather  than 
promoting  water  transportation.  It  was  also  felt  that  the  rigid  detailed  regula- 
tion of  railways,  as  effected  through  the  commission,  would  not  be  appropriate 
for  water  carriers  in  view  of  the  essential  difference  between  rail  and  water 
transportation.  It  was  not  deemed  wise  to  impose  upon  the  commission  the 
added  duty  of  regulating  water  carriers  when  it  was  already  overburdened  with 
w^ork  incident  to  its  supervisory  control  of  railroads.  The  regulation  of  water 
carriers  is  a  serious  matter  and  requires  more  liberal  rules  and  procedure  than 
are  generally  countenanced  by  the  Interstate  Commerce  Commission. 

If  we  correctly  apprehend  it,  the  present  policy  of  the  Government  is  to 
foster  and  encoui'age  the  development  of  the  American  shipping  industry  and 
the  operation  of  American  lines.  The  importance  of  encouraging  the  operation 
of  American  lines  in  the  Alaskan  trade  has  already  been  pointed  out ;  and  the 
danger  of  transfer  to  Canada  of  the  vast  fisheries  business  of  Alaska,  in  the 
event  those  lines  are  transferred  to  the  jurisdiction  of  the  Interstate  Commerce 
Commission,  and  possibly  of  the  withdrawal  of  the  American  lines,  if  the 
pending  provisions  of  the  Esch  bill  are  enacted,  has  been  adverted  to. 

The  Alaska  water  lines  now  face  a  very  serious  action  of  the  Interstate  Com- 
merce Commission,  in  its  order  requiring  a  uniform  bill  of  lading,  which  at 
present  only  affects  their  interstate  or  through  traffic.  The  pending  bill  pro- 
vides that  water  transportation  within  coastwise  limits  and  to  adjacent  foreign 
countries  shall  be  subject  to  the  terms  of  the  interstate-commerce  act.  The 
two  amendments  heretofore  passed  to  the  interstate-commerce  act,  known  as 
the  Cummins  amendment,  provide  in  substance  that  all  carriers  subject  to  the 
act  shall  be  liable  for  tlie  full  value  of  any  loss  or  damage  to  goods  in  trans- 
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portiition.  If  the  present  bill  passes,  these  provisions  of  the  interstate-com- 
rierce  act  would  apply  to  all  water  carriers  in  coastwise  trade.  The  Inter- 
state Commerce  Commission  recently  promulgated  an  order  prescribing  the 
forms  of  bills  of  lading  to  be  issued  by  water  carriers  operating  in  connec- 
tion with  and  forming  a  through  route  with  rail  carriers,  and  the  commission 
expressly  held  that  as  to  such  water  carriers  the  effect  of  the  Cummins  amend- 
ment was  to  deprive  them  of  the  exemptions  and  limitations  prescribed  by 
the  Harter  Act  of  February  13,  1903  (27  Stats.,  445),  and  the  limitation  of 
liability  statute  and  the  acts  of  Congress  exempting  vessel  owners  from 
liability  for  fire  damage  or  for  loss  of  jewelry  or  other  precious  stones,  etc. 

Suit  has  recently  been  instituted  in  the  Federal  Court  in  New  York  to  en- 
join the  enforcement  of  this  order  of  the  conjuiission,  upon  the  ground  that  the 
Cunuuins  amendnienc  was  not  intended  to  and  does  not  apply  to  water  car- 
riers, even  where  th-,'  carriage  is  under  a  through  arrangement  between  watei 
carrier  and  rail  carrier;  and  the  Federal  court  has  issued  a  ten\porary  in- 
junction under  the  prayer  of  the  complaini.  Whetlier  the  order  of  the  c<»ni- 
mi.ssion  in  that  case  was  correct  or  not  (and  this  may  not  be  determined  short 
of  an  opinion  by  the  Supreme  Court  of  the  United  States),  unquestionably  if 
the  ixMiding  bill  passes  all  coastwise  water  carriers  will  be  subject  to  the  terms 
of  the  interstate  conuuen-e  act  and  will  be  liable  to  the  full  extent  prescribed  by 
the  'lunnnins  amendment. 

Il  is  probably  correct  to  say  that  all  maritime  nations  of  the  world  have 
statutes  analogous  in  principle  to  the  pi-ovisions  of  the  limitation  of  liability 
act,  being  llevised  Statutes,  sections  4282-4287.  and  providing  for  exemptions 
from  liability  for  water  carriers  different  from  those  prevailing  on  laiul.  Eng- 
land has  a  similar  statute,  and  under  rheir  law  railroad  companies  carrying 
goods  partly  by  rail  and  partly  by  water  have  the  benefit  of  the  exemptions  of 
the  statutes  with  respect  to  the  water  carriers. 

Tl-e  Supreme  Ctuirl  has  Ix^ld  that  the  limitations  of  the  liabilities  of  steam 
ship  ownei-s,  although  embodied  in  acts  of  Congress,  have  become  a  part  of  the 
sreat  body  of  maritime  law  as  recognized  and  administered  in  our  courts 
<!P>utler  case,  130  U.  S.,  527),  and  that  the  provisions  of  these  statutes  are 
in  entire  conformity  to  the  general  mai'itime  law  of  Europe.  The  rule  of  ad- 
justment and  appor"ti<»nment  of  loss  and  damage  to  cargo  in  case  of  jettison,  and 
of  other  sacrifices  or  expenditures  made  to  avert  a  total  or  greater  loss  as  a 
result  of  a  sea  pei-il,  known  as  general  average,  and  including  expenditures  in- 
ruri-ed  in  salvage  operations,  whereby  these  losses  are  apportioned  equitably 
upon  all  interests  benefited  thereby  (and  not  upon  the  ship  alone)  is  also  a  part 
of  this  body  of  maritinif  law  ;  and  W'ater  rates  and  marine  insurance  premiums 
are  computed  upon  the  basis  of  lialnlity  as  limited  by  those  laws.  Tliis  bill, 
\>y  imiiosing  the  full  liability  of  the  Cummins  amendments  upon  shipowners 
ill  the  coastwise  trade  will  repeal  those  old  acts  of  Congress  and  wipe  out  the 
iiile  of  general  average  as  to  the  coastwise  trade.  One  immediate  result  will 
l>p'  an  increalse  in  rates  sufficient  to  cover  this  increased  liability  of  the  ship- 
o\\n\er,  and  consequently  neither  the  shippers  nor  shipowmers  will  be  benefited. 
In  practice  the  shipowners  cover  this  additional  liability  by  insurance  and  add 
the  premium  to  the  rate.  Under  the  present  law  the  shipper  has  the  option  to 
cany  the  risk  of  loss  or  damage  from  se:<  perils  or  to  cover  the  risk  by  in.sur- 
ance-,  but  under  the  operation  of  this  bill  he  will  have  no  such  option,  as  the 
cost  of  insurance  will  be  added  to  his  rate.  These  sea  perils  are  ins(>i)arable 
fi-om  water  transportation — the  exjierience  of  the  past  shows  that  no  degree  of 
care  will  avoid  them— and  somebody,  either  the  shipowner  or  the  shipper,  must 
ciirry  that  risk.  It  has  been  found  in  the  past  by  all  maritime  people  that,  all 
things  considered,  it  is  best  for  the  shipper  to  carry  that  risk  and  protect  it  by 
marine  insurance;  and  the  whole  structure  of  marine  insurance  and  pre- 
miums has  been  built  upon  that  basis.  Unless  it  can  be  shown  that  some 
obvious  advantage  or  benefit  will  result  to  the  shipper,  this  .settled  practice, 
whicli  is  world-wide,  should  not  be  upset. 

There  are  a  number  of  protective  and  indemnity  associations  in  operation 
which  afford  a  very  satisfactoi'y  and  economic  form  of  mutual  insurance  against 
loss  oi-  damage  to  cargo  as  ^^  ell  as  other  risks.  If  this  bill  passes,  coastwise  ves- 
sels will  not  be  accepted  to  membership  in  these  associations,  because  of  their 
liability  for  full  loss,  whereas  ocean  carriers  have  only  the  limited  liability. 
There  are  not  enough  coastwise  vessels  in  existence  to  form  separat«»  nuitual 
insurance  associations  and  get  the  benefits  of  a  wide  average  of  losses  which 
these  associations  must  have  in  order  to  be  successful. 

At  the  present  time,  when  this  country  is  exerting  itself  to  the  utmost  to 
build  up  a  merchant  marine  and  to  encourage  investments  in  shipping,  it  would 
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seem  to  be  very  inopportune  for  Congress  to  impose  upon  shipowners,  especially 
those  operating  in  Alaskan  waters,  these  additional  risks  and  liabilities,  par- 
ticularly in  vie\\-  of  the  fact  that  the  necessity  of  complying  with  the  require- 
ments of  the  seamen's  bill  and  maintaining  the  high  scale  of  wages  now  pre- 
vailing in  the  coastwise  trade  makes  investments  in  that  line  of  trade  ex- 
tremely unattractive. 

In  addition  to  these  general  objections  there  are  special  conditions  surround- 
ing the  Alaska  trade  which  will  make  the  bill  operate  with  particular  harsh- 
ness against  the  American  lines  operating  in  those  waters.  In  the  first  place,  a 
large  portion  of  the  Alaska  traffic,  particularly  the  southbound  traffic,  consists 
of  cannery  products.  Most  of  the  canneries  are  located  off  the  regular  steamer 
routes,  and  in  order  to  serve  them  detours  are  made  by  the  steamers  all  the 
way  from  15  or  20  miles  to  as  much  as  100  miles,  and  in  some  instances  150 
miles  off  the  regular  routes.  The  service  required  at  the  canneries  is  irregular 
and  seasonal.  The  supplies  and  labor  for  the  canneries  go  north  in  the  spring 
and  the  cannery  products  come  south  in  the  fall.  Some  service  during  the 
summer  season  is  required  at  some  of  the  canneries,  but  not  all  of  them. 

It  has  been  found  in  the  past,  both  by  the  steamship  companies  and  tlie 
owners  of  the  canneries,  that  this  traffic  can  be  handled  in  a  manner  most 
satisfactory  to  both  under  special  contracts  made  by  each  cannery  with  some 
particular  steamship  line  providing  for  the  requirements  of  that  particular 
cannery.  No  rate  schedule  could  be  fixed  by  either  the  Interstate  Commerce 
Commission  or  by  the  Shipping  Board  that  would  be  applicable  to  all  these 
canneries,  because  of  the  infrequent  and  irregular  service  needed,  and  also 
because  of  the  location  of  the  canneries  off  the  regular  routes  and  the  varia- 
tions in  the  distance  of  the  detours  required  to  serve  the  different  canneries 
and  the  varying  amount  of  tonnage  offering  on  each  voyage. 

During  the  last  year  the  Shipping  Board  had  a  formal  investigation  of 
steamship  rates  and  practices  in  Alaska,  including  the  service  provided  for 
these  various  canneries,  and  in  the  report  and  decision  handed  down  by  the 
examiner,  this  practice  of  handling  the  cannery  traffic  by  special  contracts 
adapted  to  meet  the  requirements  of  each  cannery  was  found  to  be  satisfactory 
to  the  cannery  men  as  well  as  to  the  steamship  owners  and  in  the  interest  of 
the  general  public. 

If  this  pending  bill  should  pass  and  the  steamship  lines  should  be  required, 
as  they  would  be,  to  file  a  regular  rate  schedule  covering  service  at  these 
different  canneries,  it  would  be  extremely  difficult,  if  not  impossible,  to  provide 
the  services  as  needed  and  meet  the  requirements  of  the  situation  of  the  different 
shippers. 

As  already  pointed  out.  the  American  vessels  compete  with  Canadian  vessels 
for  this  caimery  trade.  The  Grand  Trunk  Pacific  Railway  Co.  operates  steam- 
ers out  of  Prince  Rupert,  and  of  course  has  .-i  much  shorter  water  carriage  from 
the  canneries  to  Prince  Riipert  than  the  American  vessels  have  in  order  to 
place  the  cannery  products  within  the  reach  of  the  American  railway  lines  on 
Puget  Sound.  The  American  vessels  have  heretofore  been  able  to  control  the 
larger  part  of  this  tonnage,  mainly  because  tlie  cannery  companies  are  financed 
bj'  American  banks,  and  it  is  more  convenient  for  them  to  assemble  the  can- 
nery products  at  an  American  port.  If,  however,  the  Ameiicau  vessels  are 
materially  handicapped  in  meeting  the  competition  of  the  Canadian  boats  for 
this  traffic,  the  trade  will  be  lost  both  to  the  American  vessels  and  the  American 
railroads,  and  to  American  mercantile  houses.  Whether  the  commission  could 
control  the  rates  to  be  charged  by  the  Canadian  lines  on  the  carriage  between 
Prince  Rupert  and  Alaskan  canneries,  and  would  thereby  prevent  a  discrimina- 
tion against  American  vessels,  we  are  not  prepared  to  say,  but  there  would 
still  remain  the  further  question  of  the  risks  and  liabilities  assumed  by  the 
American  vessel  owner,  and  which,  so  far  as  we  can  see,  would  not  apply  to 
the  Canadian  vessels.  To  illustrate :  If,  under  the  proposed  act,  an  American 
vessel  loaded  cannery  products  in  Alaska  bound  for  Puget  Sound  and  encoun- 
tered a  storm  and  was  lost  on  the  voyage  home,  the  vessel  owner  would  be 
liable  to  the  owner  of  the  goods  for  the  full  value  of  the  goods  lost,  under  the 
provisions  of  the  Cummins  amendment,  irrespective  of  whether  the  loss  re- 
sulted from  any  fault  of  the  vessel  or  not.  Under  the  Canadian  law.  if  a  ves- 
sel sailing  between  Prince  Rupert  and  an  Alaskan  point  was  lost  under  similar 
circumstances,  the  vessel  owner,  at  least  in  Canada  where  his  assets  are  located, 
would  not  be  liable  for  the  loss.  In  order  to  protect  this  liability,  it  would  be 
necessary  for  the  American  vessel  to  charge  a  higher  rate  of  freight  than  would 
be  necessary  on  the  part  of  the  Canadian  vessel.     For  it  must  be  perfectly 
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obvious  to  all  parties  interested  in  tliis  shipping  that  the  passage  of  this  pend- 
ing bill  will  force  all  coastwise  vessels  engaged  in  the  Alaskan  trade  to  increase 
their  rates  to  an  amount  sutticient  to  cover  the  cost  of  full  insurance  against 
this  cargo  loss  imposed  by  the  proposed  law ;  whereas,  Canadian  vessels,  in 
their  own  courts,  at  least,  will  not  be  so  liable. 

The  suggested  law  will,  therefore,  inevitably  require  raising  of  Alaskan 
rates.  The  risks  of  navigating  those  waters  are  very  great,  and  no  company 
could  continue  in  trade  unless  its  earnings  were  increased  to  such  an  extent 
as  would  enable  it  to  cover  these  additional  liabilities  by  full  insurance. 
Under  the  present  law,  shippers  either  carry  the  risk  themselves  or  cover 
by  insurance  at  their  discretion.  If  the  law  is  changed  with  the  passage  of 
the  pending  bill,  the  shipowner  will  be  compelled  to  carry  insurance  and  add 
it  to  the  rate,  and  the  shipper  will  be  compelled  in  this  indirect  way  to  pay 
insurance  whether  he  wishes  to  or  not,  because  it  will  be  included  in  his  rate. 

At  the  present  time,  these  American  steamship  companies  cover  a  part  of 
their  insurance  against  cargo  loss  or  damage  by  membership  in  various  asso- 
ciations providing  mutual  insurance  for  their  members,  referred  to  above.  This 
is,  in  many  ways,  the  most  satisfactory  and  by  far  the  cheapest  insurance  they 
can  pi'ocure.  The  association  is  made  up  of  thousands  of  vessels  sailing  in 
various  parts  of  tlie  world,  so  that  each  member  gets  the  benefit  of  a  general 
average  of  losses.  The  losses  of  all  members  are  pooled  and  each  member 
pays  a  proportion  of  each  loss  on  its  tonnage.  The  risks  of  navigation  in  Alaska 
are  much  greater  than  the  average  throughout  the  world,  and  these  .\merican 
vessels  are  greatly  benefited  by  partnership  in  these  associations,  by  reason 
of  the  fact  that  they  get  the  benefit  of  the  general  average  throughout  the 
world  rather  than  having  to  stand  particular  losses  on  their  own  vessels  in  the 
dangerous  waters  of  Alaska.  If  this  bill  passes,  however,  and  the  vessel  owners 
are  bvirdened  with  the  additional  risks  resulting  from  the  withdrawal  of  any 
protection  to  them  from  the  Harter  Act,  the  limitation  of  liability  act  and  the 
doctrine  of  general  average,  they  will  not  be  accepted  for  partnership  in  these 
worldwide  associations,  and  their  insurance  as  a  whole  will  be  very  greatly 
increased   by   that   fact. 

Under  the  present  law,  when  a  disaster  occurs  at  sea  and  it  becomes  neces- 
sary to  jettison  or  throw  ovei'board  a  part  of  the  cargo  in  order  to  save  the 
balance  from  total  loss,  or  it  becomes  necessary  for  a  vessel  to  put  into  a  port 
of  refuge  and  incur  expenses  in  order  to  avoid  a  total  loss,  the  los.ses  are  ad- 
justed on  the  principle  of  general  average  and  charged  against  the  interests 
saved  by  the  sacrifices  made.  The  water  rates  and  insurance  premiums  the 
world  over  are  computed  with  this  principle  in  mind.  If  this  bill  passes,  all  of 
these  los.ses,  in  so  far  as  coastwise  traffic  is  concerned,  will  be  thrown  upon  the 
shipowner,  at  least  as  to  American  vessels.  It  is  very  doubtful  if  Congi'ess  has 
the  power  to  impose  this  liability  upon  Canadian  vessels  operating  between  a 
Canadian  and  an  American  port,  or  at  least  the  power  to  provide  for  the  effi- 
cient enforcement  of  such  a  liability  against  the  Canadian  owners  of  a  Canadian 
vessel  engaged  in  that  traffic.  Besides,  the  bill  contains  no  provision  giving 
jurisdiction  to  the  Interstate  Commerce  Conniiission  over  Canadian  lines  operat- 
ing between  an  Alaskan  port  and  Prince  Rupert. 

It  is  respectfully  urged,  therefore,  first,  that  there  is  no  sufficient  reason  for 
legislation  that  will  deprive  the  Alaska  water  lines  of  the  benefits  of  the  whole 
body  of  the  maritime  law  with  respect  to  coastwise  transportation ;  second, 
that  this  is  an  inopportune  time  for  any  legislation  imposing  additional  burdens, 
risks,  and  expenses  upon  steamship  owners  operating  in  Alaskan  waters ;  and. 
third,  that  such  legislation  will  handicap  American  owners  in  competing  with 
Canadian  vessels  in  the  Alaska  trade,  and  will  necessitate  rates  by  American 
owners  that  will  prove  a  great  burden  upon  Alaskan  shippers;  and,  fourth, 
that  a  large  part  of  the  Alaska  traffic — that  is,  most  of  the  cannery  business — 
is  in  the  nature  of  tramp  service  and  can  not  be  subjected  to  hard-and-fast 
schedules,  either  of  rates  or  service,  and  is  best  served  by  private  contract 
subject  only  to  the  general  requirement  that  the  rates  shall  be  fair,  just,  and 
reasonable. 

AVe  submit  this  protest  in  the  hope  that  Alaskan  water  lines  will  be  elimi- 
nated from  the  transfer  of  jurisdiction  to  the  Interstate  Conuuerce  Commission, 
even  if  such  transfer  as  to  other  coastwise  lines  shall  be  determined  on,  because 
we  consider  this  feature  of  the  pending  bill  vital  to  our  interest,  and  that  its 
lias.sage  may  force  the  withdrawal  of  our  vessels  from  the  Alaska  trade,  which 
would  be  a  calamity  for  Alaska  and  its  people,  since  this  line  is  the  principal 
one  operating  in  Alaskan  waters,  and  includes  the  largest  fleet. 
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The  discussion  of  the  existing;  state  of  the  law,  and  the  legal  effect  of  the 
change  proposed  in  the  pending  bill  appearing  herein,  is  furnished  by  the  com- 
pany's counsel,  whilst  the  facts  appearing  upon  the  business  effect  of  the  pro- 
posed legislation  comes  from  its  officials. 
Very  truly,  yours, 

The  Alaska   Steamship  Co., 
By  W.  H.  Bogle, 

BuEDETT  Thompson  &  Law, 

Its  Attorneys. 

The  Chairman.  The  committee  thanks  both  you  gentlemen  for 
your  presentation. 

Mr.  Law.  We  are  indebted  to  the  committee  for  the  opportunity  to 
present  our  case. 

The  Chairman.  The  committee  will  now  take  a  recess  until  2 
o'clock  p.  m. 

Thereupon  the  committee  took  a  recess  until  2  o'clock  p.  m. 

AFTER  RECESS.  , 

The  committee  met  pursuant  to  the  recess  at  2  o'clock  p.  m. 

The  Chairman.  In  what  order  do  the  representatives  of  the  wire 
systems  desire  to  be  heard  ? 

Mr.  Stevens.  We  would  prefer  that  Mr.  MacKinnon  should  pre- 
sent the  first  aspect  of  our  case,  and  that  Mr.  Kingsbury  should 
follow,  and  then,  if  there  be  anything  I  can  add,  I  will  do  that 
afterwards.  It  may  be  that  nothing  will  need  to  be  said  by  me. 
AVe  would  like  to  have  Mr.  MacKinnon  start  the  hearing. 

STATEMENT  OF  MR.  F,  B.  MacKINNON,  PRESIDENT  OF  THE 
UNITED  STATES  INDEPENDENT  TELEPHONE  ASSOCIATION, 
WASHINGTON,  D.  C. 

Mr.  MacKinnon.  Mr.  Chairman,  in  speaking  for  the  independent 
companies,  I  wish  to  make  a  general  statement,  not  going  so  very 
much  into  detail  in  discussing  any  particular  provisions  of  the  bill 
l)efore  you  but  to  present  to  you  the  viewpoint  of  the  majority  of 
the  independent  companies  toward  this  legislation,  which  further 
includes  them  under  the  jurisdiction  of  the  Interstate  Commerce 
Commission.  A  very  careful  investigation  of  the  attitude  of  the 
companies  leads  us  to  this  conclusion:  That  the  companies  believe, 
first,  that  at  this  time,  under  the  conditions  under  which  they  are 
operating,  having  been  out  from  under  Government  control  and 
operation  but  a  month,  and  in  view  of  the  relations  which  are  being 
adjusted  between  them  and  their  subscribers,  between  themselves 
and  the  regulatory  bodies  having  jurisdiction  over  them,  such  as 
the  city  councils.  State  commissions,  and  the  Interstate  Commerce 
Commission,  the  industry,  and  therefore  the  public  service,  would  be 
furthered  by  having  any  legislation  changing  the  system  of  control 
postponed  until  this  period  of  adjustment  is  passed. 

Thev  also  are  of  the  opinion  that  when  this  legislation  is  taken  up. 
if  it  be  postponed  or  if  it  be  seriously  considered  at  this  time,  that 
it  be  given  consideration  under  a  separate  title  from  the  legislation 
affecting  the  railroads. 

The  telephone  business  is  a  distinct  business  from  the  railroad 
business  and  the  conditions  governing  and  surrounding  the  telephone 
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companies  at  this  time  are  different  from  those  surrounding  the  rail- 
road companies.  The  telephone  companies  do  not  find  themselves  in 
pressing  need  of  legislation  and  do  not  find  themselves  in  that  condi- 
tion where  a  major  ojjeration  is  needed.  They  find,  after  this  period 
of  Government  control,  that  they  will  be  biit  slightly  affected  by 
the  experiences  they  have  had,  provided  that  during  the  coming 
months  of  readjustment  the  regulatory  bodies  which  are  now  work- 
ing upon  their  problems  solve  those  problems  in  accordance  with  the 
principles  which  the  regulatory  bodies  have  indicated  they  are  going 
to  apply. 

In  view  of  the  fact  that  the  telephone  companies  have  not  been 
impaired  by  the  war  i^eriod.  the  companies  feel  that  they  are  there- 
fore not  in  need  of  the  same  treatment  that  the  railroad  companies 
are,  and  they  feel  that  anything  that  disturbs  their  present  movement 
toward  normal  is  something  that  would  be  detrimental  to  the  best 
interests  of  the  industry,  and  they  therefore  suggest  to  your  com- 
mittee that  at  this  time  no  amendments  be  made  to  the  Interstate 
Commerce  act  that  will  impose  a  new  system  of  procedure  upon  the 
telephone  companies  or  compel  them  to  adopt  any  new  forms  of  busi- 
ness in  handling  the  public  business. 

There  are.  in  the  United  States,  about  8.000  separate  organizations 
operating  telephone  companies.  Of  these  some  two-thii'ds,  we  esti- 
mate, are  corporations,  and  the  others  are  partnerships  or  individuals 
owning  small  independent  pro])erties. 

It  is,  of  course.  I  know,  common  knowledge  to  the  members  of  this 
committee  that  the  Interstate  Commerce  Commission  has  divided  the 
telephone  companies  into  four  classes  or  groups,  A.  B,  C,  and  D  com- 
panies, the  A  class  company  beino-  a  companv  whose  annual  operating- 
revenue  is  over  $250,000;  the  B  class,  from'  $50,000  to  $250,000;  the 
C  class  from  $10,000  to  $50,000;  and  the  D  class  those  below  $10,000. 

We  have  in  the  Independent  group  some  25  A  class  companies; 
105  B  class  companies;  in  round  numbers,  700  C  class  companies, 
and  somewhere  around  7,000  to  8,000  D  class  companies.  There  are 
few  of  our  companies  that  are  to  any  extent  engaged  in  interstate 
commerce.  The  only  interstate  commerce  in  which  they  take  a  part 
is  the  occasional  transmission  of  a  message  from  a  ])oint  in  a  vState 
to  a  point  without  that  State. 

The  telephone  business  is  of  itself  naturally  an  interstate  business. 
It  is  an  exchange  business.  The  rule  in  the  telephone  business  is 
the  reverse  of  that  in  the  railroad  business.  In  the  telephone  busi- 
ness 85  per  cent,  at  least,  and  in  a  great  many  localities.  95  per  cent 
of  the  business  is  purely  local  or  purely  interstate.  It  is  what  we 
call  exchange  business  as  distinguished  from  the  toll  business. 

The  Independent  companies  operate  some  15.000  exchanges,  or  to 
l;e  more  exact,  they  operate  exchanges  in  some  15.000  towns  or  com- 
munities. Many  of  those  exchanges  do  less  than  1  ])er  cent — some 
of  them  according  to  our  statistics  do  less  than  one -half  of  1  per  cent 
— of  business  going  outside  of  the  State.  The  result  is  simply  this, 
gentlemen,  that  the  telephone  business,  being  a  local  business,  the  in- 
terstate feature  of  it  is  the  minor  feature,  and  therefore  at  this  time 
the  companies  feel  that  it  would  not  be  wise  to  impose  upon  them, 
in  view  of  the  present  conditions,  new  regulations,  new  burdens 
of  regulation,  which  are  intended  to  govern  only  a  small  percentage 
of  their  business. 
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Our  companies,  as  you  all  know,  are  very  local  in  their  organiza- 
tion. Most  of  them  are  financed  locally  and  are  operated  by  local 
jueii.  Their  issues  of  stocks  and  bonds  are  sold  locally  and  the 
whole  operatiou  as  now  carried  on  involves  no  other  authority  than 
that  of  the  States  which  give  them  their  charters.  These  companies 
or  many  of  them  look  wdth  apprehension  upon  a  sug'gestion  that  they 
should  all  come  to  Washington  or  to  the  Interstate  Commerce  Com- 
mission to  receive  authority  to  issue  stocks  and  bonds  and  regulate 
their  securities. 

Many  of  cair  couipanies  ])erhaps  feel  that  some  different  sort  of 
legulation  or  control  sliould  be  worked  out  than  that  which  they 
now  have,  but  they  do  not  want  at  this  time,  if  they  can  avoid  it, 
any  further  conflict  of  jurisdiction  than  is  necessary.  They  have 
gone  through  a  period  of  a  year,  as  was  explained  to  this  committee 
in  June  of  this  year,  where  there  was  conflict  between  the  Federal 
and  the  State  authorities  Avhich  resulted  in  the  stopping  of  business. 
It  resulted  in  the  prevention  of  growth.  They  do  not  want  to  go 
through  another  such  period. 

Some  of  our  companies  operate  in  ])eculiar  situations,  and  while 
they  are  in  the  uiinority,  yet  their  condition  we  feel  at  some  time 
should  be  giA'en  careful  consideration  by  the  regulatory  bodies. 
Those  are  the  companies  which  o])erate  in  cities  which  are  on  State 
boundary  lines.  We  have  some  companies,  such  as  in  St.  Louis, 
Kansas  City,  Bristol,  Tenn.,  and  Texarkana  that  are  giving  local 
service  across  a  State  line.  They  are  subject  to  two  jurisdictions. 
There  is,  however,  no  discrimination  in  rates,  no  need  of  a  maximum 
and  a  minimuui  in  rates.  We  find  that  the  only  difficulty  there  is 
the  necessity  of  going  before  two  regulatory  bodies.  In  our  opinion 
that  problem  will  liave  to  be  worked  out.  but  it  is  uot  a  pressing- 
problem. 

There  is  not  before  us  at  this  tiuie — and  I  use  the  word  "us"  to 
mean  the  telephone  industry — there  is  not  before  us  at  this  time 
any  very  great  ])ressing  probleui,  providing  during  the  process  of 
readjustment  which  is  going  on  and  which,  thanks  to  this  committee, 
is  being  handled  by  a  provision  which  carried  our  rates  along  for  a 
period  of  four  months  from  the  1st  of  August,  continue  to  receive 
the  cooperation  of  the  regulatory  bodies.  We  do  not  know  how  long- 
that  period  of  readjustuient  will  last.  We  do  not  think  it  will  last 
very  long  after  this  period  that  the  committee  was  so  kind  as  to  aid 
us  in  securing.  After  that  j^eriod  of  readjustment  has  been  gone 
through  Vv'ith,  after  these  rates  are  stabilized,  w^e  feel  that  then  is 
the  time  for  the  whole  situation  to  be  carefully  considered. 

The  telephone  business,  in  our  opinion,  should  be  given  that  same 
earnest  stud}',  that  same  careful  consideration,  that  this  committee 
lias  been  giving  for  the  past  weeks  to  the  railroad  problem.  Our 
problem,  we  say,  is  not  pressing.  We  feel  we  should  not  become  in- 
volved in  this  operation  which  is  necessary  to  be  performed  on  the 
railroad  com.panies,  and  that  we  would  be  better  off.  the  industry 
Avould  be  better  off,  and  the  ]3roblem  could  be  solved  much  better 
if  the  committee  should  postpone,  at  this  time,  any  further  legisla- 
tion with  reference  to  teleplione  companies  and  take  up  at  a  later 
date  under  a  separate  title  the  matter  of  regulation  of  the  telei>hone 
industrv. 
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That,  gentlemen,  is  our  general  statement,  and  we  can,  perhaps, 
if  you  care  to,  go  into  some  details,  but  Mr.  Kingsbury  is  here  repre- 
senting tlie  American  Telephone  &  Telegraph  Co.,  and  will  discuss 
some  of  those  details  with  you.  So  far  as  the  Independent  companies 
are  concerned,  speaking  for  the  majority  of  them,  we  make  these  two 
points:  That  at  this  time  it  is  most  desirable  that  we  be  allowed  to 
readjust  ourselves  without  further  legislation;  and  that  when  the 
legislation  is  taken  up  it  be  taken  up  under  a  separate  title;  that  the 
legislation  affecting  the  telephone  companies  be  separated  from  that 
controlling  the  railroad  companies. 

The  Chairman.  Of  course,  you  have  three  more  months  of  adjust- 
ment under  the  act  returning  the  wire  systems. 

Mr.  MacKinnon.  Yes. 

The  Chairman.  I  do  not  know,  but  I  do  not  think  it  is  at  all  prob- 
able, in  my  opinion,  that  i-ailroad  legislation  can  be  completecl  and 
put  on  the  statute  books  within  that  period  of  three  months.  That 
being  the  case,  your  period  of  readjustment  would  have  expired  and 
you  would  have  your  rates  stabilized,  as  you  say. 

Mr.  MacKinnon.  Our  rates  will  have  been  stabilized,  Mr.  Chair- 
man, but  there  will  not  have  elapsed  a  sufficient  period  for  the  trying 
out  of  those  rates  under  the  new  conditions  which  have  come  from 
the  war.  We  do  not  refer  to  the  readjustment  as  being  only  during 
these  remaining  three  months,  but  for  a  period  sufficient  to  allow  the 
industry  to  demonstrate  the  reasonableness  of  whatever  new  condi- 
tions are  imposed  upon  them  by  the  regulatory  bodies. 

The  Chairman.  What  percentage  of  the  telephone  business  is 
intrastate? 

Mr.  MacKinnon.  As  I  have  stated,  at  least  85  per  cent,  and  in  some 
instances  95  per  cent;  and  in  some  instances  even  more  than  that.  It 
runs  up  to  99  per  cent  with  some  companies  doing  practically  no 
interstate  business.  Many  of  our  companies  engage  in  interstate 
business  only  as  agents  of  toll-line  companies,  although  under  the 
commerce  act  any  company  that  takes  part  in  the  transmission  of  a 
message  from  a  point  within  the  State  to  a  point  without  the  State 
is  engaged  in  interstate  commerce  and  under  the  jurisdiction  of  the 
commission. 

The  Chairman.  And  that  would  put  practically  all  toll  lines  under 
the  Interstate  Commerce  Commission's  jurisdiction? 

Mr.  MacKinnon.  Under  the  present  law,  it  puts  not  only  all  toll 
lines  but  all  local  lines  that  are  used  in  transmitting  messages.  The 
instrument  which  is  before  3011  on  the  desk  would  be  used  by  you 
in  interstate  commerce  if  you,  from  your  present  seat,  were  to  put 
in  a  call  to  Philadelphia,  and  it  would  then  become  an  instrument 
of  interstate  commerce. 

The  Chairman.  Do  you  feel  that  there  is  need  of  some  Federal 
regulation  with  reference  to  telephone  systems  ? 

Mr.  MacKinnon.  I  personally  feel  that  there  is.  I  feel  that  there 
are  certain  problems  in  the  telephone  business  that  need  the  central 
authority  that  can  be  given  only  by  Federal  regulation. 

The  Chairman.  What  are  those  objects  of  possible  Federal  regu- 
lation. 

Mr.  MacKinnon.  Of  course.  Federal  authority  naturally  must 
have  the  control  of  interstate  rates.    The  interconnection  of  toll  lines 
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with  exchange  lines;  the  handling  of  all  sorts  of  business.  But  it 
is  my  opinion,  JNIr.  Chairman,  that  it  is  almost  impossible  to  separate 
a  proper  regulation  by  one  body  and  have  a  regulation  by  another 
body.  That  is,  I  do  not  believe  you  can  have  proper  Federal  regula- 
tion and  at  the  same  time  have  proper  State  regulation.  In  my  own 
opinion,  speaking  only  for  myself,  there  will  have  to  be  one  regula- 
tory body.  My  reason  for  that  is  that  the  telephone  business  centers 
around  certain  traffic  centers,  and  into  those  traffic  centers  the  busi- 
ness of  a  community  pours.  We  have  large  traffic  centers,  such  as 
Pittsburgh,  Chicago,  St.  Louis,  and  small  traffic  centers,  such  as  a 
county  seat.  The  business  of  that  community,  of  which  the  city  is 
the  traffic  center,  should  be  handled  by  one  controlling  body,  because 
its  business  stops  just  like  the  water  in  a  watershed  in  the  moun- 
tains. There  is  a  point  outside  of  every  city  from  which  traffic  flows 
to  that  city  and  beyond  that  point  the  traffic  begins  to  flow  to  another 
large  traffic  center.  The  commercial  life  of  many  cities  extends  into 
a  several  adjacent  States.  Under  the  present  system  of  regulation 
the  various  State  commissions  regulate  that  traffic.  Under  a  proper 
system,  in  my  opinion,  that  traffic  should  be  regulated  by  a  body 
having  jurisdiction  over  the  entire  traffic  of  that  center. 

The  Chairman.  Would  it  be  possible  to  segregate  class  D  com- 
panies and  eliminate  them  from  the  operation  of  this  proposed  legis- 
lation— that  would  take  over  7,000  of  them? 

Mr.  MacKinnon.  I  doubt  very  much,  speaking  only  from  the 
practical  side,  Mr.  Chairman,  and  not  in  a  legal  way. 

The  Chairman.  I  would  like  to  get  the  information  from  the 
practical  side. 

Mr.  MacKinnon.  I  doubt  very  much  whether  that  would  work 
out  practically,  for  this  reason:  These  class  D  companies  which 
operate  some  iO,000  or  11,000  exchanges  are  the  toll  terminals  of  the 
larger  companies  which  operate  the  toll  lines  and  the  large  exchanges. 
You  have  to  be  able  to  regulate  both  ends  of  a  telephone  line  if  you 
are  going  to  regulate  the  service  given  at  either  end. 

The  Chairman.  It  would  exclude  all  the  hundreds  and  thousands 
of  farmers'  lines  which  probably  ought  not  to  be  put  under  regula- 
tion without  any  possible  compensating  advantage. 

Mr.  MacKinnon.  Of  course,  in  speaking  of  exchanges,  we  only 
refer  to  an  organization  or  a  point  where  there  is  a  switchboard. 
There  are  thousands  of  farm  lines  which  connect  with  exchanges 
but  which  we  do  not  regard  as  telephone  companies. 

Mr.  Montague.  If  85  ])er  cent  of  your  business  is  intrastate,  why 
do  you  want  the  Federal  Government  to  regulate  it — what  is  the 
necessity  ? 

Mr.  MacKinnon.  You  will  understand.  Governor,  that  in  my 
answer  to  the  chairman's  question  I  expressed  only  a  personal 
opinion. 

Mr.  Montague.  I  understand  that. 

Mr.  MacKinnon.  And  my  opinion  is  based  on  the  reason  I  gave. 
If  you  take,  for  instanre,  the  city  of  Washington,  and  if  the  city  of 
Washington  were  a  commercial  center  its  telephone  business  would 
extend  into  Richmond — not  into  Richmond,  but  into  Virginia  quite  a 
ways  until  it  reached  a  point  where  it  met  the  traffic  coming  out  or 
flowing  to  Ricliinond  and  it  would  also  extend  into  a  part  of  Mar}^- 
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land.  At  the  present  time  as  the  city  of  Washington  is  under  the 
jririsdi(  tion  of  the  Maryland  Public  Utilities  Commission,  the  Main- 
land Public  Utilities  Connnission  would  not  have  an}^  jurisdiction 
over  any  of  the  traffic  that  went  south  of  the  Potomac  River. 

Mr.  MoKTAGUE.  So,  if  you  look  at  it  in  another  aspect  85  per  cent 
is  not  intrastate. 

Mr.  MacKinnon.  Taken  as  a  whole,  it  is.  There  are  localities 
where  it  is  not.  Here  is  a  point :  We  have  the  Alexandria  plant  in 
Virginia.  Pursuing  our  illustration,  85  per  cent  at  least  of  the  busi- 
ness of  the  Alexandria  excliange  is  purely  local.  Quite  a  consider- 
able volume  of  it  will  flow  into  the  city  of  Washington,  but  it  is 
purely  local.  The  toll  bill  is  more  or  less  local.  The  amount  of  local 
business  that  will  flow  from  here  to  New  York  is  a  umch  smaller 
percentage  than  that  percentage  which  flows  from  here  to  Baltimore. 

Mr.  Montague.  Are  there  any  existing  hardships  which  you  labor 
under  by  reason  of  the  State  jurisdiction  being  apparently  para- 
mount ? 

Mr.  MacKinnon.  Only  in  such  instances  as  I  have  given  where  a 
city  is  so  located  geographically  as  to  prevent  the  business  in  that 
particular  locality  being  brought  under  one  jurisdiction.  There  is 
no  stress  or  reason  why  the  telephone  company  should  at  this  time. 

Mr.  Sanders  of  Indiana.  Is  there  any  question  about  the  constitu- 
tional power  to  continue  Federal  control  over  the  companies? 

Mr.  MacKinnon.  I  would  prefer  Mr.  Stevens  to  answer  that  ques- 
tion, if  3'ou  will  excuse  me. 

The  Chairman.  The  conunittee  will  now  be  glad  to  lioar  Mr. 
Kingsbury. 

STATEMENT  OF  MR.  N.  C.  KINGSBURY,  FIRST  VICE  PRESIDENT, 
AMERICAN  TELEPHONE  AND  TELEGRAPH  CO. 

Mr.  Kingsbury.  Mr.  Chairman  and  gentlemen:  Our  situation  is 
a  little  different  from  the  situation  of  the  independent  companies, 
as  set  forth  by  Mr.  McKinnon,  in  that  Ave  are  a  national  system, 
doing  business  in  every  State  in  the  United  States,  but  I  should 
agree  with  what  Mr.  McKinnon  has  said  in  regard  to  our  attitude 
towards  this  bill  which  you  are  considering.  I  want  to  explain  that 
our  attitude  is  not  an  unfriendly  or  antagonistic  attitude  toward  that 
bill.  I  have  read  the  discussions  and  the  testimony  given  before  this 
committee  with  a  good  deal  of  interest  and  the  expenditure  of  a 
good  deal  of  time.  I  remember  the  simile  used  by  Mr.  Thom  with 
respect  to  the  railroads — that  here  was  a  patient  on  the  operating- 
table,  and  by  the  provisions  of  the  bill  which  Mr.  Thom  was  advo- 
cating, it  was  suggested  by  one  member  of  the  committee  that  now 
that  the  operation  was  o^er  the  patient  was  to  be  sent  to  a  sanitarium. 
We  have  been  on  the  table,  our  diagnosis  is  not  quite  the  same  as 
rhat  of  the  railroad  companies:  we  have  been  subjected  to  not  quite 
the  same  operation,  and,  perhaps,  we  ought  not  to  be  sent  to  the 
same  sanitarium,  because  we  do  not  want  to  catch  any  of  the  railroad 
diseases. 

Mr.  MoNTAGT^E.  Sometimes  the  patient  dies  under  the  operation? 

Mr.  Kingsbury.  Yes,  sir.  The  bill  under  which  we  are  now  operat- 
ing and  which  you  gentlemen  reported  out  and  which  was  passed 
by  Congress,  so  far  as  we  have  gone  under  it,  is  working  fairly 
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well.  True,  only  a  few  of  the  State  commissioners  have  as  yet 
had  time  to  pass  on  our  rates.  Some  of  the  commissions  which 
liave  ah'eady  expressed  themselves  with  respect  to  those  rates, 
have  shown  that  the  four 'months'  period,  in  their  estimation,  is 
not  long  enough  for  a  real  study  of  those  rates,  and  in  several 
instances  we  have  been  given  an  extension  of  temporary  rates,  so 
called,  until  the  commission  can  get  at  it  and  find  out  just  what 
the  rates  should  be.  In  Georgia,  for  instance,  the  other  day  they  ex- 
tended the  rates  for  one  year.  I  assume  that  there  will  be  action 
by  other  commissions  along  that  same  line,  but  so  far  we  have  not 
been  seriously  hurt  by  those  commissions  who  have  acted  upon  our 
rates.  We  may  be  ultimately ;  I  do  not  knoAv,  but  I  am  glad  to  tes- 
tify here  that  so  far  the  State  commissions  are  showing  an  attitude 
of  painstaking  care  in  the  consideration  of  our  rates,  realizing  the 
tremendous  increase  in  expenses. 

I  am  somewhat  embarrassed.  I  do  not  know  just  where  we  ought 
to  go  with  respect  to  this  bill  and  the  bill  that  was  introduced  this 
morning  in  the  Senate.  If  Ave  are  to  consider  cai'efully  this  bill 
there  are  some  things  that  we  would  wish  to  call  to  the  particular 
attention  of  you  gentlemen  and  of  Congi-ess.  The  telephone  situa- 
tion is  an  exceedingly  complex  one.  I  have  had  brought  in  here  a 
map  which  I  should  like  to  call  to  your  attention  as  giving  you  a 
bird's-eye  view  of  the  qualitative  situation  in  the  country  with  re- 
spect to  telephone  exchanges.  Nobody  could  explain  such  a  thing 
without  some  kind  of  an  ocular  demonstration. 

I  do  not  know  whether  you  gentlemen  can  see  the  different  colors 
«f  these  pins.  Every  pin  on  that  map  represents  one  telephone 
exchange.  NeAv  York  City  is  represented  by  one  pin,  just  the  same 
as  the  smallest  exchange  in  the  ITnited  States,  so  that  the  map  is  a 
qualitative  map  and  not  a  quantitative  map,  so  far  as  exchanges,  sta- 
tions, and  development  go;  it  tells  the  kind  of  exchange  there  is  at 
each  point  in  the  United  States  Avhere  there  is  a  telephone  exchange. 

The  dark  blue  }:)ins  Avhich  you  see  all  through  here — [indicating] 
you  can  not  see  them :  you  can  see  them  here  [indicating]  where 
they  are  thicic — ;n-e  the  exchanges  of  the  Bell  system  where  there 
is  no  competition.  The  light  blue  pins  which  yon  see  in  strong  evi- 
dence throughout  the  Middle  West,  in  fact,  all  over  the  country, 
are  independent  exchanges  in  Avhich  no  Bell  company  has  any  inter- 
est whateA'er,  but  Avith  Avhich  the  toll  lines  of  the  Bell  companies 
connect.  In  other  words,  so  far  as  toll  business  is  concerned,  all 
exchanges  represented  bj'  these  light  blue  pins  are  connected  by 
the  toll  lines  of  the  Bell  system.  These  dark  red  pins  [indicating] — 
not  that  [indicating] — that  is  a  light  red  pin — but  these  dark  red 
pins  that  "appear  all  through  here  [indicating]  represent  exchanges 
where  a  Bell  company  ancl  an  independent  company  both  have  ex- 
changes; in  other  Avords,  where  there  is  competition.  The  light  red 
pins  which  are  more  A'isible  to  you,  represent  exchanges  Avhere  two 
independent  companies  ai'e  competing  Avith  each  other,  one  of 
Avhich  is  connected  with  a  Bell  system;  not  both,  but  one.  The 
yellow  pins  are  independent  exchanges  which  do  not  connect  with 
anything 

Now,  I  do  not  quite  agree  with  Mr.  MacKinnon's  analysis  with 
respect  to   interstate   and   intrastate   business.     It  is  true,   if  you 
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simply  take  the  standpoint  of  traflic,  that  in  our  system  perhaps  80 
per  cent  of  the  number  of  calls  originating  are  completed  within 
the  confines  of  one  State.  That  large  percentage,  of  course,  grows 
out  of  the  fact  that  people  talk  to  others  in  their  own  towns  more 
than  to  others  in  other  towns  or  within  their  own  States  more  than 
they  do  to  people  in  other  States;  but  the  plant  investment  of  our 
system,  in  fact  most  of  the  independent  system,  is  and  must  be  de- 
signed for  the  interstate  rather  than  the  intrastate  business.  We 
could  build  a  telephone  system  in  Washington  capable  of  handling 
transmission,  to  take  care  of  the  business  of  Washington  without 
any  difficulty  at  all,  but  you  would  be  shut  off  from  conmiunication 
between  points  as  near  as  Philadelphia  and  Xew  York.  I  think  you 
could  talk  to  Baltimore,  probably.  The  limit  of  transmission  is 
fixed  by  the  class  of  the  equipment  and  the  lines  which  are  built. 

If  T  had  had  time  I  should  have  liked  to  have  set  up  a  circuit, 
and  let  you  gentlemen  talk  over  that  circuit  here  in  Washington,  to 
several  points  scattered  around  the  city  of  Washington,  and  then 
extending  that  same  circuit,  using  the  same  instruments,  to  some 
other  point  outside  of  the  city  of  Washington,  and  I  could  have 
given  you  a  very  interesting  demonstration  of  what  it  w^ould  mean 
if  we  spent  money  enougli  to  build  a  plant  only  ca]mble  of  serving 
one  city.  So  every  instrument  we  have,  every  switchboard,  ever}'- 
line,  is  charged  with  interstate  traffic  and  must  be  built  with  refer- 
ence to  that  traffic,  and  it  must  be  paid  foi-  by  subscribers  with 
reference  to  that  traffic.  So,  it  is  not  quite  the  whole  story  to  simply 
state  that  80  or  85  or  90  per  cent  of  the  business  of  any  telephone 
company  is  intrastate  business  and  that,  therefore,  intrastate  poli- 
cies only  should  control  the  handling  of  that  business,  because  if 
that  were  true  you  would  have  no  national  system  whatever. 

There  are  5,139  dark-blue  pins  on  that  map;  11,870  light-blue  pins, 
representing  exchanges  Avith  which  our  toll  lines  connect,  independent 
exchanges;  there  are  1,539  yellow  pins,  representing  independent  e?f- 
changes  that  do  not  connect  with  our  lines.  There  are  809  dark-red 
pins,  representing  exchanges  where  there  are  two  competing  com- 
panies, one  of  which  is  a  Bell  company,  and  there  are  410  light-red 
pins,  representing  exchanges  where  there  are  two  inde]:)endent  tele- 
phone companies. 

Mr.  Merkitt.  The  dark-red  })ins — do  those  lines  connect  with  the 
Bell  sj'Stem? 

Mr.  Kingsbury.  In  some  instances  Ave  have  Avliat  we  call  qualified 
toll-line  contracts,  under  the  conditions  of  wliicli  the  competing  tele- 
phone companies  do  connect  with  our  toll  lines,  paying  a  differential 
for  that  privilege.  There  are  19,767  exchanges  on  that  map,  Avhich  is 
practically  correct,  although  it  has  not  been  corrected  up  to  later 
than  June  1,  1918. 

Now,  of  course,  that  represents  a  great  com])lexity  and  a  situation 
entirely  different  from  any  railroad  situation. 

There  has  been  a  great  deal  of  testimony  given  here  before  this 
committee  with  respect  to  the  possibility  and  value  of  creating  re- 
gional companies.  That  has  been  a  natural  evolution  in  our  system, 
and  we  already  have  those  regional  companies.  For  instance,  here 
[indicating]  is  the  New  England  Co.,  extending  within  this  line 
up  here  [indicating]  in  New  England.  Here  [indicating]  is  what  we 
call  the  eastern  group  of  companies,  extending  as  far  west  as  Pitts- 
burgh and  a  little  bit  over  into  Ohio,  taking  in  New  York  State,  New 
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Jersey,  Pennsylvania,  Maryland,  Delaware,  West  Virginia,  District 
of  Columbia,  and  Virginia.  Then,  there  is  the  southern  group,  taking 
in  this  whole  tremendous,  section  here  [indicating] ,  North  and  South 
Carolina,  Georgia,  Florida,  Alabama,  Mississippi,  Louisiana,  Ken- 
tucky, and  Tennessee.  Then,  there  is  the  central  group,  which  com- 
prises Michigan,  Wisconsin,  Ohio,  Indiana,  and  Illinois. 

Then  there  is  the  southwestern  group,  taking  in  Missouri,  Okla- 
homa, Arkansas,  Texas,  and  Kansas.  Then  there  is  the  northwestern 
group,  taking  in  Minnesota,  North  and  South  Dakota,  Iowa,  and 
Nebraska.  Then  there  is  the  Mountain  States  group,  taking  in 
Idaho,  Montana,  Wyoming,  Utah,  xVrizona,  New  Mexico,  and  Colo- 
rado. Then  there  is  the  Pacific  States  group,  taking  in  Nevada, 
California,  Washington,  and  Oregon. 

Those  groupings  have  been  the  natural  outcome  of  the  traffic  and 
business  tendencies  and  have  been  in  existence  for  some  years.  So 
far  as  these  regional  companies  are  concerned,  we  already  have  them. 
Now,  when  it  comes  to  the  question 

Mr.  Merritt  (interposing).  Please  tell  us  what  the  scope  of  the 
regional  companies  is;  it  is  not  one  company  that  runs  over  that 
region  ? 

Mr.  Kingsbury.  Yes,  sir;  in  most  instances;  one  Boll  company. 
In  the  New  England  group  there  happens  to  be  in  your  State,  sir,  a 
separate  company  in  Connecticut,  known  as  the  Southern  New  Eng- 
land Co.,  whereas  New  England,  so  far  as  the  Bell  system  is  con- 
cerned, is  operated  by  the  New  England  Telephone  Co.,  with  the 
exception  of  the  State  of  Khode  Island,  which  is  operated  by  the 
Providence  Telephone  Co.  In  the  eastern  group  there  is  the  New 
York  company,  the  Pennsylvania  company,  the  Chesapeake  &  Poto- 
mac Co.,  the  Delaw^are  &  Atlantic  Co.  Those  are  the  principal  com- 
panies. There  are  a  couple  of  subsidiary  companies.  In  the  south- 
ern group  there  are  two  companies,  the  Cumberland  Co.,  in  the 
judge's  territory,  and  the  Southern  Bell  Co.  Those  companies  have 
the  same  officers  and,  in  general,  the  same  directors.  In  the  central 
group  there  is  the^Michigan  company  and  the  Wisconsin  company, 
separate  corporate  organizations.  Then  Ohio,  Indiana,  and  Illinois 
are  operated  by  one  company,  the  Central  Union  Telephone  Co.  In 
the  northwestern  group  the  Iowa  and  Nebraska  companies  are  sepa- 
rate from  the  Northwestern  Telephone  Exchange  Co.,  as  j'ou  doubt- 
less know,  Mr.  Chairman.  In  the  Mountain  States  we  have  one  com- 
pany. This  whole  section  here  [indicating]  is  operated  by  one 
company,  and  the  same  is  true  of  the  Pacific  coast  group.  Does  that 
answer  your  question,  Mr.  Merritt? 

Mr.  Merritt.  Yes.  sir;  except  when  you  say  that  it  is  one  com- 
pany, so  far  as  the  Bell  company  is  concerned,  I  do  not  see  what  the 
relation  of  the  separate  telephone  companies  is  to  the  Bell  company. 

Mr.  Kingsbury.  They  have  no  corporate  relation  Avhatever.  In 
the  instance  of  the  light  blue  pins  they  connect  with  the  Bell  company. 
In  your  State  I  think  there  is  just  one  of  those  connecting  companies 
up  in  the  northwestern  part  of  the  State — I  have  forgotten  the  name 
of  it.  They  have  no  corporate  relation  whatever,  but  they  have 
connection  with  our  long-clistance  lines  under  the  same  terms  as  our 
own  companies  have. 

When  it  comes  to  rate  schedules — I  might  say  just  one  word  about 
the  matter  of  connecting  with  independent  companies.    I  think  you 
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will  agree  with  me  that  the  light  blue  hue  of  the  map  proves  con- 
clusively that  we  do  not  object  to  connecting  with  independent  com- 
panies. We  do  object,  however,  to  connecting  with  any  company 
that  does  not  keep  up  its  plant  so  that  it  is  capable  of  reasonable 
commercial  transmission;  and  in  all  the  connecting  contracts  which 
we  have  there  is  a  provision  which  permits  us  to  correct  transmission 
difficulties  if  the  physical  plant  is  not  kept  up  to  the  required  stand- 
ard, because  you  can  readily  see  that  if  there  was  some  little  com- 
pany in  Ohio  that  wanted  to  talk  to  San  Francisco  it  might  tie  up 
a  million  dollars  worth  of  property  and  with  ten  miles  of  poor  line 
defeat  absolutely  the  purpose  of  the  4,000  miles  of  good  line.  We 
have  to  look  out  for  that  or  we  would  lose  money  very  fast,  but  I 
will  say  that  the  independent  companies  in  general  keep  up  their 
lines  in  satisfactor}^  shape  so  that  we  now  have  little  difficulty  on 
that  account. 

The  Chairman.  Do  many  of  the  independent  companies  have 
copper  transmission  lines? 

Mr.  Kingsbury.  Yes,  sir;  a  majority  of  the  large  ones. 

The  Chairman.  How  about  the  small  companies  with  the  iron 
wires? 

Mr.  Kingsbury.  The  Yery  small  companies  have  ordinarily  a  good 
deal  of  iron  wire.  We  can  overcome  a  drop  in  transmission  due  to 
the  iron  wire  if  it  is  not  too  long,  because  our  transmission  is  kept 
up  to  a  point  where  there  is  practically  no  loss  in  transmission  for 
2,000  or  3,000  miles  so  we  get  the  full  force  of  the  original  trans- 
mission at  the  end  of  our  circuit  instead  of  at  the  beginning  of  the 
circuit.  In  that  way  we  can  overcome  a  deficiency  due  to  a  small 
amount  of  iron  wire. 

Mr.  Merritt.  You  might  give  us  a  technical  lecture? 

Mr.  Kingsbury.  No  ;  I  could  not  if  I  wanted  to. 

There  is  a  kind  of  traffic  different  from  that  described  by  Mr. 
MacKinnon.  He  spoke  about  traffic  between  centers  and  the  shed 
district  of  the  traffic  where  it  would  flow,  for  instance,  to  Eichmond 
and  then  to  Washington.  There  is  another  sort  of  traffic  which  is 
not  affected  by  such  commercial  localities  at  all.  For  instance, 
traffic  from  New  York  to  San  Francisco  goes  over  a  hundred  so- 
called  sheds  of  traffic  and  so,  of  course  there  is  traffic  from  New 
York  to  Omaha  or  possibly  New  York  to  Chicago,  a  great  many 
divisions  or  sheds  of  commercial  traffic  are  passed  in  that  sort  of 
traffic.    That  traffic  we  have  to  look  out  for. 

When  it  comes  to  connecting  with  the  small  companies  we  are 
perfectly  willing  to  do  it,  glad  to  do  it,  but  any  bill  compelling  us 
to  do  it,  in  our  opinion,  should  have  a  saving  clause  so  that  we  would 
not  have  to  tie  up  our  very  expensive  lines  to  lines  which  are  in- 
capable of  handling  the  long-distance  work.  That  is  the  only  sug- 
gestion that  we  offer. 

On  this  question  of  rates  and  the  filing  of  schedules 

Mr.  Merritt  (interposing).  Would  it  not  be  well  to  suggest  some 
definite  clause? 

Mr.  Kingsbury.  Yes.  sir.  Before  I  answer  the  question,  I  think  I 
shall  hazard  the  statement  that  telephone  rates  are  more  complex 
than  railroad  rates.  I  appreciate  that  may  be  considered  a  rash  state- 
ment, but  when  you  consider  that  we  do  business  in  our  system  be- 
tween 70,000  places  in  the  United  States,  and  that  just  to  start  with, 
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there  are  nearly  5,000,000,000  rates,  because  we  have  to  quote  a  rate 
between  Washington  and  every  one  of  the  more  than  70,000  other 
phiccs  in  the  country  where  we  do  business. 

I  wish  to  read  to  you  here  from  a  statement  made  by  our  com- 
mercial engineer  in  a  report  we  recently  asked  him  to  make  on  the 
justification  of  the  rates,  that  you  gentlemen  provided  might  be  kept 
in  force  four  months  if  they  were  not  previously  changed  b}^  a  com- 
mission. 

The  total  rate  system  now  applicable  to  the  Bell  system  recognizes  for  the 
purpose  of  applying  charges  over  ijOO,000,000,0(X)  different  degrees  of  use  of  the 
toll-line  system. 

Saying  nothing  about  exchange  rates.     [Continuing  reading :] 

It  recognizes,  first,  that  a  conversation  between  any  two  points  is  different 
than  a  conversation  between  any  other  two  points,  and  fixes  a  rate  for  each 
conversation  between  any  point  and  any  other  point.  There  are  about 
5,000,000,000  rates  from  this  standpoint.  Then,  as  to  nearly  all  the  routes  it 
recognizes  four  different  kinds  of  service,  with  a  different  rate  for  each.  This 
makes  20,00t),000,0()0  rates.  As  to  some  of  these  routes  it  recognizes  a  difference 
of  service,  depending  on  the  time  of  day  of  use,  and  for  each  hnal  subclass  of 
message,  it  establishes  a  scale  of  charges  depending  upon  length  of  conversation. 

Assumilig  the  maxinuim  length  of  conversation  to  be  not  nwre  than  15  min- 
utes, it  follow  that  the  hundreds  of  billions  of  variations  in  use  are  recognized 
by  the  rate  system.  To  price  any  message,  it  is  necessary  to  know  between  what 
points  it  passes,  what  kind  of  a  message  it  is,  what  time  of  day  it  passes,  and 
how  long  the  convers;ition  lasts. 

I  only  bring  that  in  to  show  you  what  would  be  involved  in  carry- 
ing out  literally  the  provisions  of  this  act  with  respect  to  filing  of 
tariffs.  No  telephone  company  could  stand  the  expense  of  a  building 
large  enough  to  hold  the  data,  and  there  would  not  be  anybody  out- 
side the  telephone  service  who  could  possibl}^  read  a  tariff  when  it 
was  filed.  So,  when  we  get  to  that  question  of  filing  tariffs,  we  shall 
have  to  have — and  the  commission  should  have — leeway,  so  that  the 
commission  itself  may  require  what  is  possible  and  reasonable  and 
necessary  to  safeguard  the  interests  of  the  telephone-using  public, 
and  I  dare  say  that  is  all  that  was  wanted  in  the  law,  anyway. 

A  few  years  ago  the  Interstate  Commerce  Commission  asked  if  we 
would  file  a  complete  schedule  of  our  rates,  our  toll  rates.  We  asked 
them  if  they  wanted  them  in  both  directions ;  that  is,  if  they  wanted 
the  rate  to  Washington  as  well  as  the  rate  from  Washingon.  They 
said,  yes,  the}^  wanted  the  complete  thing  both  ways,  and  gave  us 
about  60  days  to  do  it.  When  I  explained  to  them  there  were  over 
5,000,000,000  of  those  rates,  they  said,  "  Oh,  we  guess  we  do  not  want 
them,  but  we  should  like  to  have  them  between  the  principal  points,"' 
and,  of  course,  we  filed  them  between  the  principal  points. 

I  only  call  those  things  to  your  attention  in  order  to  show  the 
extreme  care  we  should  have  to  ask  you  gentlemen  to  take  in  framing 
the  provisions  of  a  bill  where  you  require  strict  compliance  with  the 
details,  and  must  consider  the  immense  expense  and  preparation,"^ 
which  w^ould  make  such  compliance  an  impossibility. 

Mr.  Sims.  Without  a  corresponding  benefit? 

Mr.  KiNGSBUKY.  Yes.  sir;  with  no  benefit  at  all. 

Mr.  Sims.  To  the  public  or  the  company  either  one? 

Mr.  Kingsbury.  Yes,  sir.  I  agree  with  Mr.  MacKinnon,  perfectly, 
that  the  telephone  bill  should  have  a  separate  title  and  should  have  a 
somewhat  different  treatment-    I  also  believe  we  should  have,  some  of 
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the  principles  that  are  being  talked  about  Avith  reference  to  rail- 
road legislation  applied  to  the  telephone  business. 

Mr.  Sims.  What  particular  principles  have  you  in  mind? 

Mr.  Kingsbury.  One  I  have  particularly  in  mind,  Judge  Sims,  is 
the  question  of  rates;  the  question  of  making  it  definite  and  certain 
just  where  we  are  to  look  for  the  last  word  on  rates.  We  have  several 
suits  in  the  United  States  now  that  have  been  dragging  along  for 
years,  because  it  is  not  clear  from  the  State  laws  just  where  the  rate- 
making  power  resides.  After  a  study  of  rates  in  Colorado,  extend- 
ing over  two  years,  the  State  commission  gave  us  a  schedule  of  rates. 
The  city  of  Denver  immediately  attacked  the  right  of  the  State  com- 
mission in  Colorado  to  fix  rates. 

Mr.  Sims.  You  mean  for  the  city  of  Denver  or  all  over? 

Mr.  Kingsbury.  Yes;  for  the  city  of  Denver,  Denver  being  what 
they  call  a  charter  city,  and  that  suit  has  been  dragging  along  for  a 
couple  of  3^ears,  and  up  to  the  present  time  the  suit  has  been  decided 
against  the  commission,  and  our  Denver  rates  are  in  the  air.  Since 
you  passed  the  law  permitting  us  to  go  ahead  and  continue  these 
rates  for  four  months,  unless  otherwise  changed,  the  attorney  general 
of  Michigan  gave  as  his  opinion  that  the  law  you  passed  was  iHiconsti- 
tutional ;  said  the  Michigan  authorities  need  pay  no  attention  to  it. 

I  rather  think  now  he  has  had  a  second  thought,  but  depending 
upon  his  opinion,  for  instance,  the  city  of  Saginaw  objected  to  the 
rates  that  are  in  effect,  which,  since  we  came  out  from  under  Federal 
control,  have  been  approved  by  the  State  commission  with  very  little 
variation  from  the  Postmaster  General's  rates ;  but  the  city  attorney 
of  Saginaw  has  started  a  suit  to  enjoin  the  company  from  collecting 
those  rates.  I  do  not  know  how  it  is  going  to  come  out.  I  rather 
think  we  will  collect  them  and  let  somebod}^  go  to  jail,  perhaps,  and 
bring  it  up  on  habeas  corpus  proceedings.  I  do  not  know  what  we 
will  do,  but  I  simply  mentioned  those  things  to  show  the  necessity 
for  certainty,  not  only  in  our  minds  but  in  the  minds  of  the  telephone- 
using  public,  as  to  just  where  the  rate-making  power  resides.  That  is 
the  i^rincipal  thing  we  want.  It  is  not  because  we  are  at  outs  with 
the  commissions.  As  I  said  on  the  start,  the  commissions  have  been 
treating  us  fairly  well.  But  we  ought  to  laiow,  the  cities  ought  to 
know,  and  the  States  ought  to  Imow  just  where  this  rate-making 
power  resides,  and  for  that  reason,  and  the  others  that  1  have  tried  to 
give  you,  I  feel  that  we  should  receive  a  separate  treatment,  or  at 
least  a  law  with  a  separate  title  distinguishing  the  telephone  from 
the  railroad  situation. 

Mr.  Sims.  Mr.  Kingsbury,  has  the  increased  cost  of  supplies,  wages, 
and  operating  expenses  to  the  telephone  company  been  parallel  with 
or  equal  to  those  in  the  railroad  service  for  the  same  length  of 
time? 

,  Mr.  Kingsbury.  So  far  as  supplies  are  concerned,  I  would  say 
yes;  so  far  as  I  am  advised  in  respect  to  wages,  I  believe  that  in 
general  the  railway  wages  have  been  advanced  beyond  the  point 
where  we  have  gone. 

Mr.  Sims.  There  is  some  difference? 

ISlr.  Kingsbury.  I  think  that  is  essentially  correct. 

Mr.  Sims.  About  what  is  the  difference,  if  you  know? 

Mr.  Kingsbury.  I  think  the  difference  would  be  from  15  to  20 
per  cent  increase. 
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Mr.  Sims.  Against  the  railroads? 

Mr.  Kingsbury.  Yes. 

Mr.  Sims.  Then,  Mr.  Kingsbury,  you  do  not  anticipate  that  the 
law  we  passed  will  bring  bankruptcy  and  ruin  and  receiverships 
to  the  vast  number  of  telephone  companies,  do  you  ? 

Mr.  Kingsbury.  Not  unless  the  commissions  so  rule. 

Mr.  Sims.  I  mean,  so  far  as  the  law  itself  goes.  Our  law  would 
not  necessarily  put  them  into  bankruptcy  unless  as  you  say  the  local, 
the  State  commissions,  should  by  orders  of  their  own  bring  it  about? 

Mr.  Kingsbury.  No,  sir;  it  would  not. 

Mr.  Siars.  There  have  been  pretty  strong  statements  made  here 
that  if  we  do  not  pass  certain  fundamental  legislation  demanded 
by  certain  plans  proposed,  the  railroads  will  be  wrecked  and  ruined. 

Mr.  Kingsbury.  You  asked  your  question  with  reference  to  tele- 
phone companies,  not  railroads? 

Mr.  Sims.  Yes.  I  wanted  to  see  what  would  be  the  difference 
in  tho  increased  cost  and  operating  expenses  compared  with  those 
of  railroads,  and  as  to  labor  you  think  there  is  about  20  per  cent 
difference,  that  is  about  20  per  cent  higher  in  the  railroad  service 
than  in  the  telephone  service,  compared  with  the  former  level  of 
both? 

Mr.  Kingsbury.  Yes. 

Mr.  Sims.  But  the  advance  in  materials,  which  the  telephone  com- 
panies have  to  use,  has  been  fully  equal  to  that  with  the  railroads? 

Mr.  GiFFORD.  That  20  per  cenit  refers  only  to  wages.  There  are 
other  items  which  enter  m  besides  the  bare  cost  of  wages  and  ma- 
terial. 

Mr.  Sims.  Material  and  supplies.  Then  what  I  call  salaries,  the 
gentleman  refers  to  as  wages.  Now,  in  the  salaries  of  your  offi- 
cers there  have  been  increases,  I  suppose,  fully  as  much,  no  more 
and  no  less  than  in  the  railroads? 

Mr.  Kingsbury.  I  do  not  know  just  what  the  question  means, 
where  wages  begin  and  salaries  leave  off. 

Mr.  Sims.  In  the  railroad  service.  I  do  not  understand  there  has 
been  any  substantial  increase  in  salaries. 

Mr.  Kingsbury.  There  have  been  no  substantial  increases  in  the 
higher  salaries. 

Mr.  GiFFORD.  But  by  economies  and  operations  in  the  telephone 
business,  due  to  changes  and  development  of  the  art  that  would  reduce 
our  expenses,  there  is  a  difference  that  might  not  rule  in  the  rail- 
road business. 

Mr.  Kingsbury.  We  are  in  a  very  delicate  situation  with  respect 
always  to  our  income  and  our  revenue,  because  we  have  to  have  all 
the  time  new  money  every  year.  The  increase  in  demand  of  the 
telephone  service  is  something  tremendous. 

Mr.  Sims.  New  capital  charges  all  the  time. 

Mr.  Kingsbury.  New  capital  charges  all  the  time. 

Mr.  Sims.  In  a  ratio,  is  it  not  even  greater  with  the  telephone  com- 
panies than  Avith  the  railroads? 

Mr.  Kingsbury.  In  proportion? 

Mr.  Sims.  That  is  what  I  mean,  in  proportion. 

Mr.  Kingsbury.  Yes ;  for  instance,  we  have  made  our  first  study  as 
to  what  we  are  going  to  do  next  year.    Our  various  companies  have 
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all  sent  in  their  tentative  estimates,  and  they  estimate  $170,000,000 
new  construction  for  next  year. 

Mr.  Sims.  Does  that  embrace  the  independent  companies,  too? 

Mr.  Kingsbury.  No,  sir;  that  is  simply  the  Bell  system.  That 
is  not  all  required  as  new  capital  from  the  public.  Our  reserves 
and  unexpended  depreciation  go  right  in,  are  invested  in  our  own 
property.  If  we  have  any  surplus,  of  course,  that  goes  in,  but  when 
we  get  right  down  to  it  we  shall  probably  have  to  cut  that  estimate 
down.  We  do  not  believe  they  need  that  much.  I  think  they  have 
overstated  their  needs,  but  we  shall  probably  have  to  go  to  the  public 
for  something  between  fifty  and  sixty  million  dollars  next  year,  and 
we  probably  have  got  to  have  that  every  3^ear,  so  that  the  question  of 
our  revenue  and  expenses  is  one  that  affects  not  only  the  corporation 
but  the  whole  telephone  using  public. 

We  had  to  slack  up  during  the  war ;  we  had  to  stop ;  we  could  not 
get  material,  could  not  get  labor,  and  have  not  yet  been  able  to 
catch  up  that  slack,  and  we  do  not  want  to  have  to  declare  embargoes, 
but  in  some  sections  of  the  country  it  is  pretty  hard  to  get  a  new 
telephone  now. 

We  have  not  got  the  spare  plant.  That  surplus  plant  w^e  had  to 
use  up  during  the  war  has  got  to  be  again  made  available. 

Mr.  Sims.  Do  you  contemplate  getting  that  capital  by  stock  or 
bond  issues,  or  both? 

Mr.  Kingsbury.  Probably  both.  We  have  not  figured  out  our 
financial  programme. 

Mr.  Sims.  The  American  Telegraph  &  Telephone  Co.  stock  has 
always  been  above  par  as  far  as  I  recall. 

Mr.  Kingsbury.  It  went  down  to  97  the  other  day. 

Mr.  Sims.  Well,  the  average,  but  it  is  above  par  now,  is  it  not? 

Mr.  Kingsbuby.  It  was  about  101  the  last  I  heard  of  it. 

Mr.  Sims.  It  has  always  paid  a  dividend,  has  it  not,  regularly? 

Mr.  Kingsbury.  Yes. 

Mr.  Sims.  Of  what? 

Mr.  Kingsbury.  Eight  per  cent. 

Mr.  Sims.  As  substantial  a  business  as  the  American  Telegraph  & 
Telephone  Co.,  and  paying  8  per  cent  dividend  on  it  stock,  does  it 
not  seem  reasonable  to  suppose  that  jour  $50,000,000  could  be  easily 
secured  by  stock  issues? 

Mr.  Kingsbury.  No;  our  experience  is  that  in  order  to  put  out 
stock,  if  stock  is  selling  at  less  than  115  and  you  attempt  to  issue  more 
stock,  your  stock  will  go  right  down,  and  your  stockholders  will  not 
take  it. 

Mr.  Sims.  But  when  you  increase  your  business  with  your  new 
stock,  why  does  not  the  new  business  make  the  new  stock  pro^table 
and  equal  to  the  rest  ? 

Mr.  Kingsbury.  It  does;  but  the  market  value  of  stock  is  always 
depressed  by  new  issues. 

Mr.  Sims.  I  think  it  is  a  market  trick  rather  than 

Mr.  Kingsbury  (interposing).  The  other  day  our  stock  went  down. 
Why?  We  can  not  find  out.  We  do  know  this:  A  broker  up  in 
Boston  said  he  had  some  rights  to  sell  on  the  stock  of  the  American 
Telephone  &  Telegraph  Co.  He  had  no  rights  to  sell.  There  were 
no  rights  issued,  no  rights  offered,  but  as  a  sort  of  joke,  he  put  that 
in  the  market ;  it  went  to  New  York  and  the  stock  went  down. 
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Mr.  Sims.  That  is  one  reason  why  the  stock  exchange  in  New  York 
ought  to  be  regulated. 

Mr.  Kingsbury.  That  was  from  Boston. 

Mr.  Sims.  It  is  the  same  system,  I  suppose.  The  quotations  went 
down  very  much,  but  the  property  did  not  go  down,  or  the  dividends 
or  anything  else,  and  that  was  purely  a  market  trick, 

Mr.  Kingsbury.  Not  a  bit. 

Mr.  Sims.  It  was  a  stock- jobbing  operation? 

jMr,  Kingsbury.  But,  after  all,  it  is  that  market  in  which  you  have 
got  to  sell  your  securities. 

Mr.  Sims.  If  you  allow  them  to  be  dealt  with  on  the  exchange. 

Mr.  Kingsbury.  You  can  not  help  that. 

Mr.  Sims.  The  Standard  Oil  does  not  have  any  listed  stocks ;  they 
do  not  get  into  this  stock- jobbing  operation  at  all. 

Mr.  Kingsbury.  Their  stocks  are  quoted  in  the  newspapers  every 
day,  in  thousands  and  thousands  of  papers,  and  are  dealt  in  thousands 
of  shares. 

Mr.  Sims.  The  Standard  Oil  is  not  listed  on  the  New  York  Stock 
Exchange,  though. 

Mr.  Ellsw^orth.  Not  officially. 

Mr.  Sims.  It  is  curb  stock  and  sells  on  its  own  merits,  and  not  on 
some  scheme  put  through  by  manipulated  quotations.  The  American 
Telegraph  &  Telephone  Co.  is  listed,  is  it  not? 

Mr.  Kingsbury.  Oh,  yes;  our  experience  is  in  offering  stock,  that 
if  your  stock  is  not  15  points  above  par,  your  stockholders  in  general 
will  not  take  the  stock. 

Mr.  Sims.  I  know%  but  it  comes  through  this  bad  reputation  of 
speculating  in  stocks  on  the  stock  exchanges.  If  not,  there  would  be 
no  need  of  it  going  up  and  down  that  way  at  all.  It  is  an  absolutely 
good  dividend  payer,  good  management,  etc.,  and  why  should  it  go 
up  and  down  ? 

Mr.  Ellsw^orth.  You  are  assuming  that  every  stockholder  out  there 
has  a  reserve  amount  of  money  that  he  can  put  in  stock.  You  have 
got  to  go  to  New  York  to  get  the  money. 

Mr.  Sims.  Somebody  would  be  glad  to  put  it  in  on  a  good  8  per  cent 
stock. 

Mr.  Kingsbury.  Our  stockholders  paid  between  115  and  120  for 
every  share  of  our  stock  they  have  got. 

Mr.  Siivis.  Yes ;  and  are  getting  a  mighty  good  return  in  dividends  ? 

Mr.  Kingsbury.  They  get  about  6  per  cent. 

Mr.  Sims.  I  thought  you  said  8  per  cent. 

Mr.  Kingsbury.  It  is  paying  8  per  cent  on  par. 

Mr.  Sims.  It  soon  becomes  8  per  cent ;  as  soon  as  you  take  up  the 
premium  then  it  becomes  8  per  cent  from  that  time  on;  there  is  no 
trouble  about  it.  They  may  make  6  per  cent  for  a  few  years,  but 
not  for  life,  not  for  eternity.    Your  stock  is  immortal? 

Mr.  Kingsbury.  I  hope  so. 

Mr.  Sims.  It  has  no  expiring  date  like  a  note  or  a  bond.  There 
is  no  chance  for  New  York  to  refund  it  and  get  a  rakeoff? 

Mr.  Kingsbury.  We  could  have  nothing  to  affect  our 

Mr.  Ellsworth.  That  would  be  a  bigger  reform  than  the  Plumb 
plan. 

Mr.  Sims.  That  would  be  real  ownership  of  property. 
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Mr.  Kingsbury.  I  want  to  say  this:  I  think  I  should  say  that  in 
order  for  us  to  pay  our  8  per  cent  dividends,  you  understand  we 
do  not  have  to  earn  8  per  cent  on  the  physical  value  of  our  property. 
As  a  matter  of  fact,  we  do  not  have  to  earn  6  per  cent  because  our 
stockholders  paid  so  much  for  their  stock  and  we  have  put  all  the 
surplus  back  into  the  propert}',  so  that  with  a  comparatively  small 
earning  we  can  pay  our  8  per  cent  dividends,  which  is  the  great 
strength  of  our  stock. 

Mr.  Sims.  You  keep  your  notes  paid  and  your  purchases  amor- 
tized through  the  service? 

Mr.  Kingsbury.  Yes. 

Mr.  Sims,  That  is  an  extremely  good  thing  to  do,  I  think. 

Mr.  Kingsbury.  And  we  keep  our  property  right  up. 

Mr.  Sims.  All  the  capital  that  ever  went  into  railroads  is  there 
yet,  still  they  are  trying  to  borrow  more.  Where  will  be  the  end  ? 
It  will  go  to  the  skies  after  awhile  and  fall  of  its  own  weight.  That 
is  why  this  question  of  Government  ownership  comes  up. 

Mr.  Kingsbury.  I  think,  perhaps,  that  is  all  I  have  to  say,  Mr. 
Chairman,  unless  somebody  else  wi'^hes  to  ask  some  questions. 

The  Chairman.  You  stated  that  you  thought  it  would  be  better 
to  handle  the  telephone  business,  and  possibly  the  telegraph  busi- 
ness, as  a  separate  title  in  the  bill  instead  of  amending  the  existing 
sections  of  the  interstate  commerce  act. 

Mr.  Kingsbury.  It  seems  to  me  you  are  going  to  get  a  pretty 
complicated  bill  if  you  try  to  cover  the  variations  in  conditions 
between  the  telephone  industry,  the  telegraph  industry,  and  the 
rail  transportation  of  the  country. 

The  Chairman.  Do  you  see  any  advantage  in  amending  the  exist- 
ing interstate  commerce  act  so  as  to  make  the  act  applicable  to  the 
wire  systems  in  this,  that  the  sections  of  the  act  have  already  been 
interpreted  by  commissions  and  courts  so  that  the  verbiage  is  well 
understood,  whereas  if  you  put  in  a  new  title  you  will  have  new 
language  that  would  be  open  to  construction,  and  might  take  years 
to  determine, 

Mr.  Kingsbury.  Yes;  I  think  there  would  be,  of  course,  an  ad- 
vantage in  preserving  the  adjudications  that  have  been  made  with 
respect  to  the  present  bill.    There  is  no  question  about  that. 

But  the  main  thing,  after  all,  Mr.  Chairman,  is  to  correct  the  pres- 
ent conditions.  If  they  can  be  corrected  and  still  preserve  these  ad- 
judications, well  and  good.  But  if  there  is  any  doubt  in  regard  to 
their  correction,  it  seems  to  me  that  the  stronger  argument  is  for 
the  real  correction  of  the  present  system  instead  of  the  preservation 
of  these  adjudications. 

The  Chairman,  Have  you  considered  the  draft  of  any  separate 
title  that  would  apply  to  wire  systems  as  distinct  from  the  common 
carriers, 

Mr,  Kingsbury.  No;  I  have  not,  I  will  do  so,  and  will  do  so  in 
conjunction  with  others  if  you  would  like  to  have  that  done. 

The  Chairman,  I  think  it  might  be  of  service  to  the  committee  to 
get  your  views  in  form  in  that  way  if  it  can  be  done  in  reason- 
able time. 

Mr.  Kingsbury.  Would  you  like  to  have  us  suggest  such  amend- 
ments as  you  think  would  bring  this  present  bill  into  harmony  with 
our  ideas? 


EETUEIT   OF   THE  KAILROADS  TO   PRIVATE  OWNEESHIP.       1799 

The  Chairman.  Yes;  either  that  or  for  your  alternative  proposi- 
tion of  a  separate  title.  Anything  that  will  ^ive  to  the  committee  in 
small  compass  your  exact  views,  and  the  methods  you  desire.  But  if 
we  do  not  take  the  separate  title  plan,  have  j^ou  amendments  to  sug- 
gest to  the  bill  as  framed  now? 

Mr,  Kingsbury.  Yes;  I  can  submit  amendments  to  you. 

The  Chairman.  Have  you  them  now,  or  do  you  care  to  discuss 
them? 

Mr.  Kingsbury.  Yes:  I  have  them  right  here. 

The  Chairman.  I  think  we  can  not  spend  the  time  any  better. 

Mr.  Kingsbury.  Section  1,  as  we  view  it,  as  drafted 

The  Chairman.  Are  you  using  the  committee  print  or  the  bill  ? 

Mr.  Kingsbury.  The  bill  as  introduced. 

As  we  view  it,  section  1,  as  drafted,  is  substantially  a  restatement 
of  the  present  law,  except  that  its  application  to  telegraph  and  tele- 
phone companies  is  broadened.  We  have  suggested  an  amendment 
here  which  would  make  this  law  cover  all  rates  of  companies  engaged 
in  interstate  commerce  so  far  as  Congress  has  the  power  to  do  that. 

On  page  2.  line  14.  strike  out  the  word  "  such  "  and  insert  in  place 
thereof  the  word  "  all."  and  in  line  15,  after  the  word  '*  intelligence," 
insert  the  words  "by  such  common  carriers,"  so  that  it  would  read 
after  the  semicolon,  "  and  also  to  all  transportation  of  passengers 
property  and  transmission  of  intelligence  by  such  common  carriers." 

We  would  also  suggest  the  striking  out  entirely  of  the  proviso 
which  begins  on  line  21  on  page  2,  down  to  the  end  of  that  para- 
graph on  page  3. 

Mr.  Rayburn.  In  other  words,  there  you  want  to  make  the  control 
of  the  Interstate  Commerce  Commi.^sion  exclusive,  if  it  is  put  in 
at  all? 

Mr.  Kingsbury.  Yes;  subject  to  the  terms  of  this  bill,  which  you 
remember  come  in  later  sections. 

Mr.  Ellsworth.  Your  particular  interest  in  that  section  is  on 
page  3,  beginning  with  line  2,  "  nor  shall  they  apply  to  the  transv 
mission  of  intelligence,"  that  is  your  particular  interest? 

Mr.  Kingsbury.  Yes,  sir, 

Mr.  Ellsworth.  The  other  is  simply  as  a  citizen. 

Mr.  Kingsbury.  It  is  simply  to  make  the  bill,  as  we  think,  work- 
able for  the  railroad  companies  as  well  as  for  ourselves. 

The  Chairivian.  Mr.  Humphreys  suggested  an  amendment  some- 
what along  that  line  in  his  testimony. 

Mr.  Kingsbury.  Yes ;  I  notice  he  did. 

The  next  thing  we  have  there,  Mr.  Chairman,  comes  in  after  line 
22,  on  page  5.     We  would  suggest  this  addition : 

Such  just  and  reasonable  rates  are  rlefined  to  be  rates  and  charges  sufficient 
to  provide  for  the  expenses  of  the  operation  of  the  property  of  the  common  car- 
rier used  and  useful  in  the  rendition  of  its  public  services  and  its  maintenance 
in  the  condition  required  to  render  most  efficient  service,  and  also  for  adequate 
reserves  for  depreciation,  both  determined  and  undetermined,  including  de- 
preciation on  account  of  obsolescence,  and  in  addition  a  return  upon  the  value 
of  the  said  property  of  the  company  sufficient  to  permit  such  distribution  of 
earnings  among  its  security  liolders  as  will  induce  the  investment  at  reasonable 
rates  of  the  new  capital  necessary  to  the  proper  development  of  the  business, 
and  also  adequate  to  provide  a  surplus  sufficient  to  maintain  the  credit  of  the 
common  carrier  and  to  care  for  fluctuating  conditions  and  unusual  and  unex- 
pected contingencies,  and  to  enable  the  common  carrier  to  pay  its  dividends  and 
interest  and  maintain  its  credit  in  Intervals  when  the  rates  and  charges  estab- 
lished may  prove  inadequate. 
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The  Chairman.  That  is  your  statutory  rule  for  vahiation? 

Mr.  Kingsbury,  That  is  our  statutory  rule  for  valuation.  You 
have  heard  some  of  those  before. 

The  Chairman.  Of  course,  that  assumes  your  existing  valuation 
is  proper  and  unquestioned? 

Mr.  Kingsbury.  Certainly. 

The  Chairman.  Let  us  suppose  it  is  not. 

Mr.  Kingsbury.  Then  I  do  not  think  that  we  or  an}-  other  com- 
pany should  be  allowed  to  earn  a  return  on  value  that  is  not  there — 
on  property  that  is  not  there. 

The  Chairman.  You  are  being  physically  valued  now  by  the  Di- 
vision of  Valuation  of  the  Interstate  Commerce  Commission,  are  vou 
not? 

Mr.  Kingsbury.  They  Jet  up  during  the  war  and  have  not  started 
in  again,  but  I  expect  they  will  shortly. 

Tlie  Chairman.  I  understood  they  had  started  in  on  wire  systems. 

Mr.  Kingsbury.  Thej-  made  just  a  little  start  on  our  property  be- 
fore the  war. 

Mr.  Ellsworth.  As  far  as  you  know,  are  there  an}'  considerable 
number  of  companies  where  the  property  account  exceeds  the  book 
value  ? 

Mr.  Kingsbury.  You  mean  where  the  book  account 

Mr.  Ellsworth.  Yes? 

Mr.  Kingsbury.  No;  I  have  no  information  in  regard  to  the  inde- 
pendent companies  in  general.  We  have  had  several  inventories 
made  in  different  ones  of  our  companies.  I  do  not  think  we  have 
ever  had  an  inventory  but  what  has  been  higher  than  our  book  value. 

Section  2  does  not  apply  to  telephone  companies  at  all,  except  the 
last  paragraph  on  page  11,  and  in  that  paragraph  we  should  like 
to  insert  ni  line  14  after  the  word  "  and  "  the  words  "  that  the  invest- 
ment required  is  reasonably  prudent  and  ",  so  that  it  reads  as  follows, 
beginning  with  the  proviso : 

Provided,  That  the  commission  shall  fiufl  that  such  provision  of  facilities  or 
extension  is  reasonably  necessary  in  the  interest  of  public  convenience,  and  that 
the  investment  required  is  reasonably  prudent  and  will  not  impair  the  ability 
of  the  carrier  to  perform  its  duty  to  the  public. 

Section  3  simply  amends  the  present  act  so  as  to  make  provision 
as  to  rebates  to  include  transmission  companies.  We  have  no  objec- 
tion to  that  at  all. 

In  section  4,  page  12,  line  17,  after  the  word  "  carrier,"  we  sug- 
gest the  insertion  of  four  new  words,  to  wit,  "  of  passengers  or  prop- 
erty," so  that  the  sentence  reads  thus :  "  The  commission  may  require 
the  terminals  of  any  carrier  of  passengers  or  property  to  be  open 
to  the  traffic,"  and  so  on. 

We  have  no  objection  to  connecting,  as  I  think  that  map  has  shown 
you,  with  other  companies,  but  we  believe  that  those  connections 
for  the  benefit  of  the  public  and  the  safeguarding  of  investment  in 
expenses  along  diiferent  lines  should  be  safeguarded,  so  we  will  not 
be  asked  to  hitch  $1,000,000  worth  of  expensive  transcontinental  line 
on  to  a  grapevine.    That  is  the  only  reason  we  have  for  that. 

On  page  14,  following  line  19,  we  should  like  to  add  the  following: 

Tlie  jurisdiction  conferred  upon  the  commission  by  this  section  shall  be  ex- 
clusive and  plenary,  and,  as  to  matters  embraced  in  this  section,  common  car- 
riers subject  to  this  act  shall  not  be  required  to  secure  any  approval  other  than 
that  specified  herein. 
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That  is  on  consolidation. 

Section  6  does  not  apply  to  telephone  companies,  so  we  shall  not 
presume  to  say  anything  about  that. 

Section  7  amends  the  present  law  so  as  to  require  posting  of  tariffs 
by  telephone  companies,  and  on  page  16  we  would  suggest  that  there 
be  added  at  line  15  the  following: 

Provided,  That  if  and  so  far  as  the  commission  shall  by  order  determine 
that  the  foregoing  provisions  for  filing  and  posting  are  not  practicable  or  de- 
sirable, or  consistent  with  the  public  interest,  as  applied  to  the  business  and 
schedules  of  transmission  companies,  it  may  relieve  such  companies  fi-om  com- 
pliance therewith,  and  substitute  therefor  such  rules  and  regulations  as  it 
may  find  to  be  practicable  and  desirable  and  consistent  with  the  public  interest. 

The  Chairman.  That  is  the  separate  case  of  schedules  you  spoke 

Mr.  Kingsbury.  That  is  simply  to  take  care  of  that  provision. 
We  are  perfectly  willing  to  file  anything  that  is  necessary  or  any- 
thing they  want,  but  we  think  the  commission  should  have  discretion 
at  that  point. 

Section  8  is  the  old  law,  amended  to  include  transmission  compa- 
nies, and  we  have  not  any  objection  to  that  or  suggestions  to  offer. 

Section  9  has  nothing  in  it  relating  to  telephone  companies. 

Neither  has  section  10. 

Section  11  is  the  penalty  section,  so  amended  as  to  include  tele- 
phone companies,  and  we  have  not  any  objection  to  that. 

The  same  is  true  of  section  12. 

Section  13,  if  the  committee  will  pardon  me  for  using  the  expres- 
sion, we  have  tried  to  improve  upon.  We  would  suggest  a  redraft  as 
follows : 

Sec.  13.  That  section  33  of  the  commerce  act  l>e  an)euded  by  adding  at  the 
end  tliereof  the  following : 

"  Whenever  in  any  investigation  under  the  provisions  of  tliis  act  tliere  shall 
be  brought  in  issue  the  lawfulness  of  any  rate,  fare,  charge,  classification,  regu- 
lation, or  practice  of  any  common  carrier  subject  to  tlie  provisions  of  tliis  act 
applicable  to  transportation  or  transmission  wholly  within  any  State,  the  com- 
mission, before  proceeding  to  hear  and  dispose  of  such  issu(>,  shall  cause  notice 
to  be  given  to  the  railroad  commission  or  public  service  or  utilities  coniniis- 
sion  or  other  appropriate  authority  of  such  State.  Such  railroad  commissions, 
public  service  or  utilities  conunissions,  or  other  appropriate  State  authorities 
thus  notified  shall  have  the  right  to  make  before  the  commission  such  repre- 
sentations as  they  may  deem  .iust  and  proper  in  the  interests  of  their  people, 
and  such  States,  respectively,  involved  in  such  issue.  The  commission  may 
hold  joint  heaings  with  any  such  State  body  or  authority,  under  rules  to  be 
prescribed  by  the  commission,  and  may,  if  it  sees  fit,  avail  itself  of  the  coopera- 
tion, services,  records,  and  facilities  of  such  State  body  or  authority  in  deter- 
mining such  issue  and  in  the  enforcement  of  any  provision  of  this  act." 

Mr.  Sanders  of  Indiana.  What  would  be  the  practical  effect  of 
that;  I  mean  with  reference  to  the  procedure,  if  you  start  out  by 
sajnng  when  it  should  be  brought  in  issue;  how  do  you  mean? 

Mr.  Kingsbury.  Well,  if  the  rate  or  fare  or  charge  or  classifica- 
tion or  regulation  or  practice  of  any  carrier  subject  to  this  ncu  is 
brought  in  issue  in  the  State,  then  the  Interstate  Comm;-rce  Commis- 
sion may  invite  in  the  State  commissions  to  represent  the  State  and 
the  people  of  that  State  with  reference  to  the  proceedings. 

Mr.  Sanders  of  Indiana.  You  do  not  require  them  to  file  all  of 
their  schedules  with  the  Interstate  Commerce  Commission,  do  you  ? 

Mr.  Kingsbury.  Require  whom? 
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Mr.  Sanders  of  Indiana.  The  carrier,  both  interstate  and  intra- 
state ? 

Mr.  KixGSBURY.  You  mean  in  regard  to  rate  schedules? 

Mr.  Sanders  of  Indiana.  Yes. 

Mr.  Kingsbury.  I  think  perhaps  the  raih-oad  company  should  file 
their  schedules.  As  I  have  tried  to  explain,  the  schedules  of  the  tele- 
phone companies  would  be  so  tremendousl}^  voluminous  that  you 
could  not  get  them  in  any  building  in  Washington. 

Mr.  Sanders  of  Indiana.  Whatever  they  wanted  filed? 

Mr.  Kingsbury.  Yes;  whatever  the  commission  deemed  necessary 
should  be  filed. 

Mr.  Sanders  of  Indiana.  And  that  could  apply  under  this  amend- 
ment both  to  interstate  and  intrastate  fares? 

Mr.  Kingsbury.  Yes.  You  take  our  schedule  for  toll  ^charges, 
which,  as  I  told  you  a  while  ago,  would  govern  something  like  500,- 
000,000,000  applications  of  toll  rates;  the  whole  plan  for  quoting 
those  rates  could  be  placed  on  this  table  very  easily.  It  is  absolutely 
comprehensive,  but  the  rates  themselves,  of  course,  if  you  had  to  file 
all  of  them,  would  take  a  tremendous  amount  of  space.  For  instance, 
you  have  got  to  have  a  rate  from  Washington  to  eveiy  one  of  the 
more  than  70,000  places  in  the  United  States  where  we  do  business, 
but  I  doubt  very  much  whether  there  Avould  ever  be  a  message  origi- 
nate in  Washington  for  one-half  of  those  places,  perhaps  not  for  one- 
fourth  of  them,  but  the  possibility  of  that  message  originating  is  al- 
ways with  us ;  you  never  know  when  it  is  going  to  come. 

Mr.  Sanders  of  Indiana.  I  do  not  know  what  the  procedure  would 
be  with  reference  to  telephone  rates.  Of  course,  your  amendment 
would  apply  to  both  railroad  companies  and  telephone  companies? 

Mr.  Kingsbury.  Yes,  sir;  this  amendment  applies  to  both. 

Mr.  Sanders  of  Indiana.  But  as  to  railroad  carriers,  they  would 
file  their  schedules  only  as  to  interstate  rates? 

Mr.  Kingsbury.  They  file  them  with  the  Interstate  Commerce 
Commission. 

Mr.  Sanders  of  Indiana.  Then  they  file  the  other  schedules  with 
the  several  State  regulatory  bodies,  and  they  would  go  into  effect, 
and  the  only  Avay  they  v/ould  get  into  the  Interstate  Commerce 
Conmiission  is  in  some  particular  case  where  it  is  claimed  that  the 
schedule  of  rates  is  discriminatory  with  reference  to  interstate  rates, 
or,  under  the  amendment  proposed  by  the  Esch  bill,  would  cast  an 
undue  burden  or  create  an  undue  prejudice.  That  only  applies  to 
the  particular  case.  Now,  does  your  proposed  amendment  help  that 
situation  ? 

Mr.  Kingsbury.  I  think  the  only  change  from  the  provision  of 
the  Esch  bill  in  this  suggested  amendment  of  ours  would  leave  it 
more  definitely  with  the  Interstate  Commei'ce  Commission  to  finally 
determine  and  decide  with  respect  to  any  rates  or  practices  of  that 
sort.  I  think  that  is  the  only  difference  between  the  provision  of  the 
Esch  bill  and  this  provision  we  have  drawn,  simply  to  leave  it  more 
definite  and  certain  with  the  Interstate  Connnerce  Commission,  pro- 
viding, of  course,  for  bringing  in  and  sitting  with  the  State  com- 
mission involved,  and  getting  at  their  records,  allowing  them  to  be 
present  to  represent  their  State  and  their  people. 

]Mr.  Sanders  of  Indiana.  I  am  inclined  to  think  as  to  railroads, 
though  it  would  be  preferable  to  give  the  Interstate  Commerce  Com- 
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mission  complete  jurisdiction  of  all  rates,  of  all  carriers,  engaged 
in  interstate  commerce.  Wliat  do  you  think  about  that  with  ref- 
erence to  the  telephones? 

Mr.  Kingsbury.  That  would  be  better  for  us.  we  think,  and  that 
is  without  am^  sense  of  criticizing  the  present  attitude  of  the  State 
commissions.  I  want  to  be  very  plain  on  that  subject,  because  I  do 
not  want  them  to  feel,  after  the  very  splendid  treatment  we  in  gen- 
eral are  receiving  now,  I  do  not  want  them  to  feel  that  I  am  down 
here  saying  anything  against  their  regulation  at  the  present  time. 

The  Chairman.  You  have  no  objection  to  the  use  of  the  word, 
"unlawfulness,"  in  that  section,  have  you? 

Mr.  Kingsbury.  In  what  connection.  Mr.  Chairman? 

The  Chairman.  The  language  is: 

Whenever  in  any  investigation  under  the  provisions  of  this  act  there  shall 
be  brought  in  issue  the  lawfulness  of  any  rate,  fare,  charge,  or  classification. 

That  is  the  first  time  that  word  has  been  used  in  connection  with 
rates,  fares,  and  charges.  They  always  used  the  words,  "jnst,  fair, 
and  reasonable,  or  nondiscriminatory."  Of  course,  that  language 
probably  is  borrowed  from  the  Shreveport  decisions. 

Mr.  IviNGSBURY.  Yes,  it  is.  You  would  rather  have  that  word 
changed  to  "unlawfulness?" 

The  Chairman.  I  have  no  objection  to  its  use.  Some  witnesses 
have,  and  some  have  also  objected  to  the  use  of  the  language  on  line 
22,  page  21,  "  undue  burden  upon  interstate  or  foreign  commerce." 

Mr.  Kingsbury.  Of  course,  that  raises  the  question  right  away, 
and  it  is  a  very  broad  one,  which  perhaps  could  only  be  decided  by 
the  courts  as  a  question  of  fact,  as  to  what  is  "  undue  burden." 

The  Chairman.  That  illustrates  what  I  stated  before  about  the 
advisability  of  retaining  your  original  text  so  far  as  may  be  possible, 
and  amending  it  only  to  the  extent  of  making  the  text  applicable  to 
the  wire  systems  instead  of  drafting  new  sections,  which  would  in- 
volve more  interpretation. 

Mr.  Kingsbury.  Yes. 

The  Chairman.  You  may  proceed. 

Mr.  Kingsbury.  Section  11,  page  22,  we  would  suggest  the  inser- 
tion after  the  word  "  hearing,"  in  line  5,  these  words  "  upon  applica- 
tion of  the  carrier  or,"  so  that  it  would  then  read : 

That  whenever,  after  full  hearing  upon  application  of  the  carrier,  or  on  a 
complaint  etc. 

It  simply  gives  the  carrier  the  right  to  apply. 

There  has  been  considerable  discussion  before  this  committee  as  to 
burdening  the  Interstate  Commerce  Commission  with  the  considera- 
tion as  to  wages,  and  we  have  suggested  striking  out,  therefore,  the 
sentence  which  begins  on  page  23  toward  the  end  of  line  11 :  "  The 
commission  in  reaching  its  conclusions  as  to  the  justness  and  reason- 
ableness of  any  rate,"  etc. — but  I  will  call  3'our  attention  to  that  later, 
where  we  have  tried  to  cover  it  in  a  succeeding  section. 

The  Chairman.  Because  of  your  definition  of  rate  making? 

Mr.  Kingsbury.  I  am  mistaken  about  that,  Mr.  Chairman.  My 
attention  is  called  to  the  fact  that  we  do  not  intend  to  ask  that  that 
sentence  be  stricken  out. 
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The  next  suggestion  we  have  is  on  page  24,  line  25,  after  the  word 
"character,"  we  add  the  following: 

And  shall  not  establish  any  through  route,  classification,  or  rate  for  tele- 
phone companies,  except  between  different  localities  not  at  the  time  connected 
by  the  lines  of  a  single  company  or  system  and  unless  public  convenience  and 
necessity  require  additional  facilities,  and  any  such  through  route,  classifica- 
tion, or  rate  shall  be  upon  such  just  and  reasonable  terms  and  conditions,  in- 
cluding just  compensation  to  the  owners  thereof  for  property  taken,  as  the  com- 
mission, after  full  hearing,  upon  complaint  or  upon  its  own  initiative  may  by 
order  prescribe. 

That  is  simply  to  prevent  this,  Mr.  Chairman,  that  where  one  com- 
pany or  system  has  a  through  route,  another  company  or  system  some- 
where between  the  terminii  may  have  a  line  stretching  a  part  of  the 
distance.  What  we  want  to  avoid  is  being  required  to  SAvitch  to  a 
short  line,  then  back  again  to  the  original  line,  in  order  to  get  to  the 
distant  terminus. 

The  Chairman.  Is  that  of  frequent  occurrence  ? 

Mr.  Kingsbury.  No  ;  not  noAv  ;  we  would  not  do  it. 

The  Chairman.  Is  it  possible  of  frequent  occurrence? 

Mr.  Kingsbury,  Yes ;  it  is. 

The  Chairman.  It  may  be  a  more  direct  route? 

Mr.  Kingsbury.  Yes ;  it  may  be  a  more  direct  route. 

The  Chairman.  Will  you  just  explain  its  application  there? 

Mr.  Kingsbury.  Suppose  we  take  the  situation  in  Ohio,  where  there 
is  a  large  independent  company  that  has  an  extensive  toll-line  sys- 
tem. That  company  has  a  system  by  which  it  can  talk  by  long  dis- 
tance, we  will  say,  from  Cleveland  to  Hamilton.  That  line  actually 
runs  to  Hamilton.  Suppose  some  one  in  Cleveland  wants  to  talk  to 
Cincinnati.  We  will  be  required  to  put  a  circuit  which  would  take, 
for  instance,  the  Ohio  State  Co. — which  is  the  name  of  the  independ- 
ent company  in  Ohio — and  use  its  circuit  as  far  as  Hamilton ;  then  it 
would  connect  on  to  the  circuit  belonging  to  the  Central  Union  Co., 
which  is  the  Bell  Co.  operating  there,  to  take  that  message  into  Cincin- 
nati. The  effect  of  that  would  be  two  extra  switches,  the  turning  over 
of  our  line  to  the  employees  of  another  company,  taking  it  out  of  our 
jurisdiction  for  the  time  being  altogether,  and  taking  over  the  traffic 
on  our  through  line  between  Cleveland  and  Hamilton.  That  would 
be  the  effect  of  that  sort  of  a  joint  rate.  It  would  be  entirely  differ- 
ent from  a  railroad  situation.  It  would  be  the  same  as  if  a  railroad 
company,  seeking  that  privilege,  should  run  its  own  trains,  with  its 
own  employees,  over  the  track  of  another  railway  company,  to  the 
exclusion  of  all  other  trains  on  that  track  for  the  time  being.  That 
would  be  the  analogy. 

The  Chairman.  How  about  the  bookkeeping  and  the  accounting? 

Mr.  Kingsbury,  It  Avould  complicate  the  bookkeeping,  but  that 
would  not  be  an  insurmountable  thing.  That  would  not  occur  to  me 
as  a  real  objection. 

Mr.  Denison.  At  the  present  time,  and  before  the  war,  the  only 
bodies  having  and  exercising  any  regulatory  functions  OA^er  the  tele- 
phone companies  were  the  State  regulatory  bodies.     Is  that  right  ? 

Mr.  Kingsbury.  No;  the  Interstate  Commerce  Commission  had 
some  poAvers  oA^er  us. 

Mr.  Denison.  Have  they  exercised  those  powers  ? 

Mr.  Kingsbury,  Not  to  any  great  extent,  but  somewhat. 
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Mr.  Denison.  I  would  like  to  know  for  my  own  inforiuation,  and 
perhaps  some  of  the  other  members  of  the  committee  Avould  like  to 
knoAv,  to  what  extent  they  ,have  exercised  regulatory  power  over  tele- 
phone rates  heretofore. 

Mr.  Kingsbury.  Very  little  on  rates. 

Mr.  Denison.  You  say  "  very  little."  I  want  to  Imow  what  you 
mean  by  that. 

Mr.  Kingsbury.  I  think  I  can  say  that  they  have  no  I.  veficulated 
them  at  all. 

Mr.  Denison.  Have  they  regulated  them  otherwise  than  by  rates? 

Mr.  Kingsbury.  Oh,  yes.  All  of  our  accounts  are  kept  under  the 
Interstate  Commerce  Commission.  A  great  many  complaints  are 
continually  going  to  the  commission  regarding  service,  and  those 
things,  which  we  take  up  with  them  all  the  time. 

Mr.  Denison.  That  is  with  reference  to  service  and  not  with  ref- 
erence to  rates  and  charges. 

Mr.  Kingsbury.  We  have  had  several  rate  questions  up  with  the 
Interstate  Commerce  Commission.  I  remember  in  one  case  they 
held  that  they  did  not  have  jurisdiction.  We  have  never  questioned 
their  jurisdiction  ourselves,  but  they  themselves  decided  that  thev 
had  not.  It  was  a  question  of  whether  they  had  jurisdiction  nnd 
they  did  not  take  it. 

Mr.  Denison.  With  reference  to  telegraph  companies,  are  3^011  in 
position  to  state  whether  or  not  the  Interstate  Commerce  Commission 
has  exercised  any  power  of  regulation  over  them  ? 

Mr.  Kingsbury.  So  far  as  the  telegraph  com.panies  are  concern ?!l. 
I  do  not  know.  I  know  nothing  about  that.  I  am  not  speaking  for 
them  at  all. 

Mr.  Denison.  It  has  been  testified  here  that  a  lai»ge  part — T  have 
forgotten  just  how  much — of  the  telegraph  business  is  unprofitable 
business,  done  at  a  loss.  Particularly  the  Western  Union  has  said 
that — I  have  forgotten  just  how  much  it  was;  but  Mr.  Carlton  testi- 
fied to  that  effect  and  stated  it  was  due  to  the  fact  that  a  certain  per 
cent  of  the  Western  Union  business  in  extending  into  new  territory — 
small  stations,  etc. — was  done  at  a  loss  to  the  company.  Is  that  true 
to  any  extent  in  the  telephone  business  ? 

Mr.  Kingsbury.  Yes. 

Mr.  Denison.  To  what  extent  ? 

Mr.  Kingsbury.  That  would  be  very  difficult  to  say.  I  could  not 
hazard  a  guess ;  but  I  think  we  rarely  ever  extend  a  long-distance  line 
into  traffic  that  is  sufficiently  dense  to  pay  for  the  operating  expenses 
and  the  annual  charges  on  that  line  when  we  put  it  up.  We  have  to 
get  out  and  develop  the  business.  There  are  thousands  and  thousands 
of  miles  of  toll  lines  in  our  system  that  do  not  pay  their  operating 
charges  and  overhead  annual  expenses,  and  probably  never  will. 

Mr.  Denison.  And  probably  never  will.  You  are  not  in  a  position 
to  state  to  the  committee  approximately  the  percentage  or  part  of  the 
business  of  the  American  Telephone  &  Telegraph  Co.  that  is  unprofit- 
able or  done  at  a  loss,  as  compared  to  annual  operating  expenses? 

Mr.  Kingsbury.  Nobody  could  ever  do  that,  because  they  can  not 
separate  the  costs,  the  individual  items  of  business.  That  is  impos- 
sible in  our  business. 
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Mr.  Denison.  Now,  if  the  Interstate  Commerce  Commission  is  by 
this  act  given,  and  assumes,  complete  reguhxtory  authority  over  the 
telegraph  and  telephone  lines,  and  if  your  theory  of  rate  making 
should  be  established,  would  it  not  be  impossible  hereafter  for  any 
lines  to  be  extended  or  new  lines  installed  under  the  system  which 
now  prevails  by  which  those  lines  would  not  pay  their  operating 
expenses  ? 

Mr.  Kingsbury.  I  do  not  think  so. 

Mr.  Denison.  The  commission,  in  being  asked  to  apply  a  rate  for 
telephone  and  telegraph  charges  over  certain  lines,  certainly  would 
not  apply  a  rate  that  would  compel  that  company  to  run  that  line 
at  a  less  income  than  its  actual  operating  expenses,  would  it  ? 

Mr.  Kingsbury.  I  think  so. 

Mr.  Denison.  Under  your  rule  of  rate  making? 

Mr.  Kingsbury.  I  think  so ;  they  have  done  it  right  along.  Take 
this  example:  Here  is  a  community  that  has  grown  up  along  the 
line  of  a  railroad,  we  will  say — 50  people  go  out  there  and  they 
form  a  little  suburban  community,  and  they  want  telephone  service. 
Now,  we  can  not  tell  them  that  we  will  deny  them  telephone  service, 
because  it  will  not  pay  us  to  install  an  exchange  and  run  our  trunk 
lines  in  there  to  take  care  of  it.    We  can  not  do  that  at  all. 

Mr.  Denison.  You  could  under  this  rule  of  rate  making  you  have 
stated,  could  you  not? 

Mr.  Kingsbury.  No.  I  think  the  rule  must  be  applied  broader 
than  to  pick  out  individual  cases  or  even  small  individual  communi- 
ties like  that.  So  far  we  have  had  to  go  on  what  we  called  a  State- 
wide theory. 

Mr.  Denison.  That  is  what  I  thought. 

Mr.  Kingsbury.  Yes.  And  we  had  to  say  that  if  people  in  one 
section  are  served  at  a  loss,  that  loss  has  got  to  be  made  up  by  the 
people  in  another  section.  That  is  a  pretty  dangerous  proposition 
to  put  before  a  common  council. 

Mr.  Denison.  Do  you  think  that  proposition  would  stand  before 
the  Interstate  Commerce  Commission? 

Mr.  Kingsbury.  I  think  so;  yes.  I  think  it  does  stand  all  the 
time  in  their  rate  making,  in  their  commodity  rates  and  other  rates 
with  railroad  companies.  It  must.  I  have  never  studied  it  from 
that  standpoint,  and  I  have  not  any  personal  knowledge  of  it. 

Mr.  Denison.  Of  course  the  Western  Union  and  the  American 
Telephone  &  Telegraph  Co.,  I  presume,  have  followed  that  policy 
voluntarily  heretofore  ? 

Mr.  Kingsbury.  Absolutely. 

Mr.  Denison.  And  they  have  been  perfectly  willing  to  do  that? 

Mr.  Kingsbury.  Yes. 

Mr.  Denison.  But  suppose  a  company,  after  the  rate-making 
power  has  been  placed  under  the  Interstate  Commerce  Commission, 
would  say  that  they  did  not  want  to  do  that  a.nj  longer.  Could  the 
Interstate  Commerce  Commission  apply  just  a  flat  rate  for  a  par- 
ticular locality  for  that  company  and  make  them  put  in  service  at  a 
loss,  at  less  than  actual  operating  expenses,  over  the  protest  and 
objection  of  the  company? 

Mr.  Kingsbury.  I  think  it  could,  if  it  did  not  go  to  the  extent,  of 
course,  of  requiring  them  in  such  an  amount  as  would  wreck  the 
company. 
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Mr.  Denison.  Then  you  think,  under  your  rule  of  rate  making 
and  under  the  practice  the  commission  will  follow,  if  this  bill  passes, 
in  determining  a  rate  that  will  be  fair  and  reasonable  for  particular 
localities,  that  the  commission  would  take  into  consideration  the 
entire  financial  condition  of  the  company? 

Mr.  KiNGSBUKY.  I  think  it  will  have  to  take  into  consideration  the 
entire  rate  structure  of  the  company. 

Mr.  Denison.  All  over  the  country? 

M:-.  Kingsbury.  It  is  the  only  way  you  can  make  rates  in  our 
business.  When  you  get  down  to  the  particular  items  you  are  lost  in 
a  maze  of  factors  and  confusions  that  would  make  it  impossible  to 
make  any  rate. 

Mr.  Denison.  The  point  I  want  to  get  at  is  that  under  the  lan- 
guage that  has  been  used  and  suggested  the  commission  would  be 
authorized  to  do  that? 

Mr.  Kingsbury.  In  my  understanding  of  it;  yes. 

The  next  suggestion  we  have  is  on  page  26,  the  suggestion  being  to 
add,  after  the  word  "  effect,"  in  line  9,  the  following: 

Provided,  howeve?;  That  the  common  carriei'  may  supersede  such  order  of 
suspension  by  filing  a  bond  in  an  amount  and  with  surety  to  be  approved  by 
the  commission,  conditioned  upon  its  Iceeping  its  accounts  and  mailing  refunds 
as  hereinafter  set  out. 

The  Chairman.  Will  you  explain  the  significance  of  that? 

Mr.  Kingsbury.  That  is  the  resort  that  is  often  used  where  the 
commission  has  doubt  as  to  the  amount  which  will  be  produced  by 
the  application  of  anj^  given  rate.  We  have  had  several  experiences 
of  that  sort,  where  a  commission  has  permitted  us  to  go  ahead  and 
charge  a  rate  upon  the  filing  of  a  bond,  which  will  protect  the  people 
who  pay  the  rate,  in  securing  a  refund,  if,  after  trial,  the  rate  is 
found  to  be  too  high. 

The  Chairman.  That  has  been  done  by  street  car  companies? 

Mr.  Kingsbury.  Yes ;  and  it  has  been  done  by  railroad  companies. 

The  Chairman.  They  hand  you  a  little  receipt  for  one  cent  or 
something  of  that  kind  ? 

Mr.  Kingsbury.  I  carried  around  a  lot  of  those  receipts  sometime 
back,  from  the  New  Haven  railroad,  and  daresay  Mr.  Merritt  has, 
too,  where  I  was  to  get  a  refund  in  case  the  courts  held  that  some 
rate  was  too  high. 

The  Chairman.  How  has  it  worked  out  in  instances  where  you 
have  had  that  experience? 

Mr.  Kingsbury.  It  has  worked  out  all  right. 

The  Chairman.  Do  you  think  that  that  period  of  120  days  is 
sufficient  for  telephone  companies  ? 

-     Mr.  Kingsbury.  It  would  not  be  sufficient  if  we  had  to  go  into  a 
State-wide  rate  case. 

The  Chairman.  It  would  not  be? 

Mr.  Kingsbury.  No.  I  do  not  think  that  they  could  determine  a 
State-wide  rate  case  in  120  days.  It  never  has  been  done  yet,  if  it 
ever  could  be  done. 

The  Chairman.  Would  you  be  in  favor  of  an  amendment,  sug- 
gested by  Mr.  Elmquist,  I  think,  of  adding  an  additional  60  days, 
making  6  months.  If  that  can  be  done  with  reference  to  railroads 
that  extend  over  a  vast  region,  covering  several  States,  would  it  not 
be  possible  to  do  it  for  a  telephone  system  within  a  State,  say  ? 
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Mr.  Kingsbury.  Perhaps  so ;  but  I  would  rather  see  it  done  than  to 
extend  that  time. 

The  Chairman.  You  believe  an  additional  two  months  might  be 
needed  to  meet  some  of  your  problems  ? 

Mr.  Kingsbury.  As  I  understand  it,  it  is  not  usual,  is  it,  to  take  up 
the  entire  rate  structure  of  the  railroads,  except  in  a  horizontal  5, 10,   ' 
or  15  per  cent  increase  or  decrease,  or  something  of  that  sort? 

The  Chairman.  Yes;  or  where  the  increase  affects  a  whole  region, 
which  would  involve,  of  course,  a  very  wide  investigation.    Do  you 
have  such  increases  that  go  beyond  a  single  State  ? . 
Mr.  Kingsbury.  Not  ordinarily. 

The  Chairman.  Therefore  your  problem  would  be  to  investigate 
an  increase  in  anj^  certain  State,  given  120  days.  Do  you  believe 
there  should  be  an  additional  period  ? 

Mr.  Kingsbury.  You  mean  given  for  suspension? 
'    The  Chairman.  Yes. 

Mr.  Kingsbury.  I  think  there  ought  to  be  some  protection  for  the 
telephone  companies,  when  they  are  obliged  to  wait  six  months  for 
an  increase  in  revenue,  that  might  be  tremendously  necessary  within 
a  good  deal  shorter  time  than  that.  And,  conversely,  if  a  rate  is 
too  high,  I  think  there  should  be  some  protection  given  the  public 
to  get  the  rate  down. 

The  Chairman.  The  question  is,  Is  that  a  reasonable  period  of  time 
for  a  suspension?  I  was  wondering  whether  you  believed  an  addi- 
tional two  months  would  meet  your  possible  needs. 

Mr.  Kingsbury.  I  think  it  ought  to  be  not  more  than  120  days, 
and  then  the  commission  ought  to  act  within  that  time;  they  ought 
to  get  right  at  it. 

The  Chairman,  And  compel  action  within  that  period  ? 
Mr.  Kingsbury.  Yes, 

The  Chairman.  I  think  they  could  do  it  as  to  your  problem ;  but 
it  has  been  advocated  that  it  be  extended  in  the  case  of  a  horizontal 
increase  over  a  wide  territory,  where  the  relationship  of  rates  may  be 
involved  and  industry  profoundly  affected  by  this  horizontal  in- 
crease. In  your  business  industry  is  not  fundamentally  affected  by 
an  increase  in  the  telephone  rates? 
Mr.  Kingsbury.  No. 

The  Chairman.  You  can  still  rely  upon  the  mails? 
Mr.  Kingsbury.  That  is  one  of  the  drawbacks  of  the  business — 
that  the  telephone  bill  is  such  a  small  portion  of  any  man's  business 
or  personal  expense  that  if  some  of  the  commissions  did  not  act  as 
quickly  as  we  think  they  ought  to  act  there  is  not  any  great  industry 
at  stake,  except  the  telephone  industry,  which  may  be  at  stake,  and 
often  is;  but  the  outside  public  does  not  suffer  greatly  either  way. 
It  is  a  small  matter  with  the  average  business  man. 

The  Chairman.  You  realize  that  in  this  bill  they  have  sought  to 
expedite  that? 

Mr.  Kingsbury.  Yes. 

The  Chairman.  When  you  remember  the  existing  act,  which  gives 
them  foiu'  months  plus  six  months. 

Mr.  Kingsbury.  I  would  rather  see  the  period  stay  at  120  days. 
The  Chairman.  Verv  well,  Mr.  Kingsbury,  you  may  proceed. 
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Mr.  Kingsbury,  The  next  suggestion  we  have  is  on  page  32,  line  6, 
after  the  word  "  and,"  near  the  end  of  the  line,  insert  the  words  "  ex- 
cept in  the  cases  of  controlled  and  associated  carriers."'  Then,  on  the 
bottom  of  the  same  page,  page  32,  line  24,  after  the  word  "  who  "  in- 
sert the  word  "  knowingly,"  and  strike  out  the  words  "  any  way  in 
preparing  "  in  line  25. 

On  page  34,  at  line  11,  insert  a  section 

The  Chairman.  You  are  going  to  insert  a  new  section? 

Mr.  Kingsbury.  Yes.  We  suggest  that  the  commerce  act  be  fur- 
ther amended  by  inserting  therein  a  new  section,  to  be  designated  as 
sectio.i  20-B,  to  follow  section  20-x\.,  thereof,  and  to  read  as  follows : 

Sec.  20-B.  Any  telephone  company  now  organized,  or  which  may  hereafter  be 
organized  under  the  laws  of  any  State,  subject  to  the  provisions  of  this  act, 
shall  have  the  right  to  construct,  maintain  and  operate  its  lines  over,  luider 
and  along  any  of  the  military  or  post  roads  of  the  United  States  which  have 
been  or  may  hereafter  be  declared  such  by  law,  and  over,  under  or  across  the 
navigable  streams  or  waters  of  the  United  States ;  but  such  lines  of  telephones 
shall  be  so  constructed  and  maintained  as  to  not  obstruct  tlie  navigation  of 
such  streams  and  waters  or  interfere  with  the  ordinary  travel  on  such  military 
or  post  roads. 

The  Chairman.  Is  that  to  meet  the  situation  on  the  L.  &  N.  ? 

Mr.  Kingsbury.  That  would  not  be  along  a  post  road.  It  is  to 
put  us  on  a  paritv  with  the  telegraph  companies  under  the  act 
of  1866. 

The  Chairman.  How  far  are  you  denied  from  doing  that  now  by 
the  railroad  companies? 

Mr.  Kingsbury.  We  have  no  right  to  the  right  of  way  of  the  rail- 
road companies  except  as  we  secure  those  rights  by  contract. 

The  Chairman.  That  is  what  I  mean.  To  what  extent  have  you 
secured  that  right  by  contract? 

Mr.  Kingsbury.  To  a  very  small  extent,  because  we  do  not  want 
it  on  the  railroads. 

The.  Chairman.  Is  there  any  interference  w^ith  induction  or  any- 
thing of  that  kind  ? 

Mr,  Kingsbury.  There  might  be.  There  would  be  interference 
from  induction  where  the  telegraph  companies  are  using  machine 
sending  or  high  voltage.  We  have  to  protect  ourselves  against  that^ 
especially  if  we  are  on  the  same  side  of  the  road.  We  believe  it  is 
uneconomical  for  us  to  construct  on  the  right  of  way  of  the  railroad. 
We  have  to  continually  change  our  line  as  the  put  in  switches  and 
tracks  of  different  kinds  and  we  believe  it  costs  more  than  it  does  to 
build  on  a  highway  in  the  long  run. 

The  Chairman.  This  amendment  seeks  to  give  you  the  right  to 
put  your  poles  and  string  your  wires  along  any  post  road? 

Mr.  Kingsbury.  Yes. 

The  Chairman.  Military  or  post  road? 

Mr.  Kingsbury.  Yes;  telegraph  companies  have  that  right  now. 

The  Chairman.  Yes ;  under  that  old  act. 

Mr,  Kingsbury.  Yes;  under  the  act  of  1866. 

The  Chairman,  That  would  relieve  you  of  the  necessity  of  pur- 
chasing rights  of  way? 

Mr,  Kingsbury,  In  some  instances  it  would.  In  many  instances,  I 
might  say,  Mr,  Chairman,  it  is  cheaper  for  us  to  purchase  a  private 
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right  of  way  than  it  is  to  trim  trees  and  get  around  the  other  obstruc- 
tions in  the  highway.  That  is  not  ordinarily  so,  but  with  a  heavy 
lead  we  have  often  found  it  more  economical  to  have  our  own  right 
of  way  permanent,  and  we  have  a  great  deal  of  it  throughout  the 
country. 

The  Chairman.  Under  the  statute,  if  I  remember  it  correctly, 
every  road  over  which  a  rural  carrier  travels  has  been  declared  to  be 
a  post  road. 

Mr.  Kingsbury.  I  do  not  know  just  the  definition  of  a  post  road. 

The  Chairman.  If  that  be  true,  you  would  get  into  every  hamlet 
and  village  in  the  United  States. 

Mr.  Kingsbury.  We  are  there,  now,  Mr.  Chairman. 

The  Chairman.  If  you  are  there  now,  the  question  might  be  asked 
why  you  needed  that  amendment. 

Mr.  Kingsbury.  Why,  there  is  continual  interference  with  our  line. 
We  have  a  good  deal  of  difficulty  all  the  time.  Local  authorities 
change  the  line,  and  all  that  sort  of  thing.  But  we  would  always  be 
subject  to  that  anyway,  even  under  this  law. 

Mr.  Denison.  What  authority  has  Congress  to  give  a  right  of  way 
over  a  public  road? 

Mr.  Kingsbury,  I  do  not  know  just  where  the  power  of  Congress 
comes  in,  unless  it  is  to  put  it  under  the  commerce  clause.  Congress 
has  power  over  the  post  roads,  express  power,  under  the  statute. 

Mr.  Denison,  But  that  does  not  give  us  power  to  give  you  a  right 
of  way  over  a  post  road? 

Mr.  Kingsbury.  I  think  it  does. 

Mr.  Denison,  Not  unless  the  Government  owns  the  post  road. 

Mr,  Kingsbury.  They  have  given  the  telegraph  companies  such 
power  since  1866,  and  the  Supreme  Court  has  sustained  that  right. 

Mr.  Denison.  The  power  to  construct  their  line  along  post  roads 
without  any  compensation  to  the  owners?  I  do  not  think  that  has 
ever  been  done.  We  can  not  do  it.  Congress  can  not  give  away 
private  property  without  requiring  compensation, 

Mr,  Hamilton,  The  adjoining  landowner  owns  the  land  over  which 
the  public  travel,  subject  to  the  right  of  the  public  to  travel,  does  he 
not? 

Mr,  Kingsbury.  I  suppose  that  provision  is  made  for  compensating 
the  adjoining  landowners. 

Mr.  Stevens.  The  Supreme  Court  has  held,  under  the  act  of  1866, 
that  while  it  gives  authority  to  use  the  post  roads  and  it  is  in  the 
power  of  Congress  to  define  what  a  post  road  is,  just  as  the  chairman 
has  said,  it  in  no  wise  affects  the  question  of  compensation.  Com- 
pensation must  be  paid  just  exactly  the  same  as  though  the  statute 
did  not  exist. 

Mr,  Hamilton,  If  this  power  should  be  conferred  upon  the  tele- 
})hone  company  it  would  still  not  be  relieved  of  the  necessity  of  pay- 
ing the  adjoining  ])roperty  owner,  wherever  a  line  of  teleplii>ne  was, 
run? 

Mr,  Kingsbury,  Just  as  we  do  now, 

Mr,  Ha:milton,  What  are  the  telephone  companies  paying  for  the 
I'ight  to  set  up  poles  along  a  right  of  way  now,  if  you  know? 

Mr,  Kingsbury,  I  do  not  know.  There  are  all  sorts  of  arrange- 
ments of  that  sort.    In  Michigan,  I  suppose  you  remember  there  was 
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a  general  enabling  statute,  that  permitted  the  telephone  and  tele- 
graph companies  to  build  anywhere  in  the  State,  giving  them  a 
franchise. 

Mr.  Hamilton.  My  inipression  has  been  that  they  never  paid  the 
adjoining  landowners.  I  know  they  had  the  right  to  put  up  the 
poles  and  string  their  wires,  and  when  the  adjoining  landowner 
complained  that  they  were  mutilating  his  shade  trees,  they  some- 
times compensated  the  landowner,  but  always  under  protest. 

Mr.  Kingsbury.  Fortunately  for  you  and  for  the  public  in  general, 
if  the  telephone  and  telegraph  companies  had  to  provide  private 
rights  of  w^ay  you  would  pay  a  telephone  bill  that  would  be  some- 
what extraordinary. 

Mr.  Hamilton.  Then,  Michigan  is  exceptional? 

Mr.  Kingsbury.  Yes.  That  law  was  repealed  in  1909,  as  I  re- 
member it. 

Mr.  Hamilton.  I  confess  I  have  no  distinct  recollection  on  that 
subject. 

Mr.  Kingsbury.  As  I  remember  it,  it  was  repealed  in  1909 ;  I  was 
in  the  State  at  the  time. 

Mr.  Hamilton.  So  that  now  the  companies  have  to  pay  for  the 
right  to  construct  their  lines  ? 

Mr.  Kingsbury,  Wherever  they  have  a  line  already  constructed 
under  the  old  law,  I  do  not  suppose  that  gives  the  property  owners 
the  right  to  chop  down  that  line. 

Mr.  Hamilton.  Oh,  no;  I  did  not  mean  that;  but  suppose  they 
extend  their  line. 

Mr.  Kingsbury.  I  suppose  they  will  have  to  pay  for  it.  As  a  rule, 
the  property  owner  wants  the  telephone.  He  will  do  almost  any- 
thing to  get  it.  That  is  the  way  those  lines  generally  grow.  A 
farmer  will  want  a  telephone,  and  then  one  of  his  neighbors  will 
want  it  extended  to  him. 

Mr.  Hamilton.  But  suppose  the  extension  of  the  line  from  one 
town  to  another  was  made.  The  farmer  would  not  be  so  much  in- 
terested then,  except  in  the  question  of  shade  trees. 

Mr.  Kingsbury.  The  practice  is  to  go  along  and  secure  rights  of 
way  under  such  terms  as  you  can. 

Mr.  Cole.  It  has  been  our  custom  to  pay  for  the  right  of  way  from 
the  start.  We  wanted  to  get  as  straight  a  line  as  we  could,  and  our 
lines  go  right  straight  across  private  property.  We  have  deeds  for 
all  of  our  holdings. 

Mr.  Kingsbury.  It  would  be  impossible  to  get  right_s  of  way;  it 
would  be  impossible  for  any  company  to  secure  such  rights  of  way 
as  we  have  now,  because  we  started  away  back  there  40  years  ago 
to  get  the  private  rights  of  way. 

Mr.  Cole.  I  think  we  have  a  writing  for  every  pole  that  we  have 
set  on  our  lines. 

The  Chairman.  Have  you  anything  further,  Mr.  Kingsbury? 

Mr.  Kingsbury.  No ;  that  is  all. 

The  Chairman.  Then  we  will  adjourn  at  this  time  until  10  o'clock 
to-morrow  morning. 

(Whereupon,  at  4.20  p.  m.,  the  committee  adjourned  until  to-mor- 
row, Wedinesday,  September  3,  1919,  at  10  o'clock  a.  m.) 
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Committee  on  Interstate  and  Foreign  Commerce, 

House   of   Representatives, 
Wednesday^  September  S,  1919. 
'Hie  coniniittee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair 
man)  presiding. 

The  Chairman.  Mr.  Stevens,  the  committee  will  be  glad  to  hear 
you  this  morning. 

STATEMENT  OF  MR.  F.  C.  STEVENS,  COUNSEL  OF  THE  UNITED 
STATES  INDEPENDENT  TELEPHONE  ASSOCIATION,  ST.  PAUL, 
MINN. 

Mr.  Stevens.  Mr.  Chairman,  I  shall  address  myself  as  briefly  as 
I  can  this  morning  to  but  one  proposition,  and  that  is  whether  or 
not  it  is  for  the  general  public  advantage  that  telephone  legislation 
be  contained  within  the  limits  of  the  pending  measure,  or  whether 
or  not  it  should  be  a  separate  title,  and,  if  so,  when  it  should  be 
framed  and  enacted ;  because,  after  all,  it  is  your  prime  duty  to  con- 
sider what  is  the  public  interest,  and  the  individual  interest  or  the 
private  interest  of  any  industry  is  necessarily  subordinate. 

As  you  realize  so  much  better  than  we  do,  the  railroad  industry 
needs  fundamental  legislation.  The  telephone  industry  does  not. 
The  legislation  which  you  framed  and  passed  last  spring,  for  the 
present,  is  helping  matters  considerably,  and  as  long  as  the  world  i^ 
in  the  turmoil  that  it  is,  and  our  industry  itself  is  in  the  process  of 
flux  and  is  not  yet  settled,  and  yet  is  getting  along  without  present 
need  of  governmental  assistance,  it  would  not  seem  that  the  two 
situations  could  be  coordinated  very  well. 

We  realize  that  it  is  necessarily  true  that  from  the  history  of  the 
legislation  of  interstate  commerce,  railroads  have  been  the  basis  for 
commerce  legislation  and  that  the  other  subjects  of  interstate  com- 
merce have  been  projected  into  the  act  from  time  to  time  upon  their 
supposed  analogy  to  railroads. 

Since  the  railroads  are  now  in  a  very  peculiar  and  precarious 
situation,  and  the  other  industries  in  interstate  commerce  are  not 
in  that  situation,  you  realize  that  the  analogy  not  exactly  ceases  Imt 
becomes  very  slight. 

The  Interstate  Commerce  Commission  itself  in  one  of  its 
decisions  described  the  situation  very  clearly.  In  what  is  known  as 
the  private  wire  investigation,  with  which  I  think  some  of  you  are 
familiar,  the  Interstate  Commerce  Commission  stated  this : 

Ref?iilation  of  tlie  interstate  commerce  of  many  common  carriers  of  dif- 
ferent types  has  been  confided  to  ns.  Pipe  lines,  telegrrapli,  telephone,  and 
cable  companies,  whether  wire  or  wireless;  railroads;  and,  nnder  certain  con- 
ditions, water  carriers  are  subject  to  the  provisions  of  the  act.  Manifestly, 
the  operation  of  the  agencies  of  commerce  should  be  regulated  in  a  broad  spirit 
with  a  view  to  the  welfare  of  the  entire  country  and  not  in  such  a  way  as  to 
stifle  progress.  The  necessities  and  limitations  of  the  various  means  of  trans- 
portation or  communication  must  be  recognized ;  and  the  greatest  care  must 
be  exercised  in  applying  to  one  kind  of  carrier  by  analogy  rules  found  neces- 
sary in  connection  with  a  different  kind  of  carrier.  This  thought  is  expressed 
in  the  following  excerpt  from  United  States  Telegraph  Co.  v.  Central  Union 
Telegraph  Co.   (171  Fed.,  130,  143)  : 

Then  follows  a  long  extract  which  you  gentlemen  will  not  care 
to  take  the  time  for  me  to  read  now. 
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The  point  is  that  there  is  necessarily  an  analogy,  but  that  analogy 
should  not  be  stretched  too  far,  and  now,  when  the  railroads  need 
unusual  legislation  to  fit  unusual  and  fundamental  conditions  and 
the  telephones  do  not,  yoti  can  realize  that  it  would  be  a  sad  mistake 
to  saddle  the  telephone  with  regulations  by  analogy  which  would 
be  too  restrictive  or  elaborate,  which  would  not  be  practical  and 
could  not  apply  in  the  actual  work  of  the  industry.  For  example, 
wdiat  constitutes  a  reasonable  rate?  A  definition  which  would  apply 
to  a  railroad  would  not  apply  to  a  telephone  at  all,  except  as  to 
the  return  that  the  carrier  should  fairly  receive;  that  is,  it  should 
not  be  above  a  reasonable  rate  to  the  public,  and  could  not  be  below 
a  reasonable  rate  to  the  carrier,  but  the  elements  or  the  component 
parts  of  that  rate  and  what  constitutes  it  would  be  quite  different 
with  a  telephone  doing  :i  fairly  successful  business  from  what  it 
would  be  with  a  railroad  saddled  with  heavy  expenses  and  an  un- 
successful business.  I  notice  there  have  been  various  attempts  and 
will  probably  be  various  attempts  to  define  or  make  some  sort  of 
a  more  elaborate  definition  of  what  constitutes  a  reasonable  rate 
for  railroads  which  would  not  apply  to  telephones.  That  is  just 
one  illustration. 

In  the  matter  of  schedules,  Mr.  Kingsbury  showed  very  clearly 
3'esterday  that  a  regulation  as  to  railroad  schedules  could  not  apply 
to  telephones  at  all.  If  you  will  examine  that  telephone  directory 
[indicating]  you  will  note  that  there  are  probably  20  or  30  pages 
in  the  back  of  the  directory  of  addresses  for  suburban  lines  in  dif- 
ferent parts  of  the  surrounding  country.  The  rates  for  that  service 
could  be  included,  and  is  often  included  in  that  book  and  prescribed 
as  a  matter  of  practice.  It  is  the  practice  of  the  telephone  company 
to  include  the  suburban  points  in  the  book,  and  such  a  practice,  as 
a  lawful  practice,  could  be  regulated,  and  is  regulated  in  a  wtiy 
by  the  Interstate  Commerce  Commission  now,  wherever  it  amounts 
to  an  injury  or  might  not  be  of  benefit  to  the  public.  The  point  is 
that  such  a  statute  is  not  needed  at  present  for  public  protection. 
There  has  been  no  abu.se;  there  has  been  no  cry  for  a  remedy,  and 
all  of  the  things  which  ndght  need  help  from  a  public  regulatory 
authority  can  be  regulated  right  now  under  tine  present  law  and 
practice,  and  so  there  is  no  crying  need  for  additional  legislation 
on  that  point. 

In  the  matter  of  regulating  the  issuance  of  securities,  most  of 
that  is  being  done  now  by  the  various  States.  It  is  being  done  well 
and  properly.  Of  course,  it  would  be  a  matter  of  convenience  to 
larger  companies  to  have  exclusive  regidation  by  the  Federal  Gov- 
ernment. There  are  many  amendments  and  suggestions  in  this 
measure — ^there  are  several  very  valuable  suggestions  in  the  amend- 
ments presented  by  Mr.  Kingsbury  yesterday,  which  we  would  like 
to  have  enacted  into  law  and  which  undoubtedly  will  be  so  enacted. 
But  we  do  not  want  that  badly  enough  to  be  subjected  to  the  severe 
and  elaborate  restrictions  ancl  regulations  and  changes  which  will 
necessarily  be  made  in  any  railroad  law  that  you  will  and  must 
formulate  and  enact.  That  is  the  point.  We  would  like  some  of 
those  propositions,  and  we  ought  to  have  some  of  them,  and  when 
a  title  is  framed  they  must  be  corrtained  in  such  a  title.  But  that 
is  a  minor  benefit  compared  with  the  major  benefit  of  being  allowed 
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to  get  on  our  feet  right  now,  and  to  serve  the  public  to  its  and  our 
best  advantage  and  evolve  as  becomes  necessary. 

The  telephone  business,  as  I  have  stated,  is  trying  now  to  get  on 
its  feet.  It  has  grown  from  local  conditions.  It  is  controlled  by 
local  conditions,  and  the  people  look  to  local  regulation  to  take 
charge  of  their  little  troubles  and  squabbles.  They  do  not  expect  to 
go  to  Washington;  they  can  not  well  go  to  Washington  to  settle  such 
matters. 

It  is  true,  as  Mr.  Kingsbury  stated,  that  his  organization  has  a 
great  national  system,  and  it  is  true  that  many  of  our  systems  are 
large,  and  would  prefer  to  have  central  regulation;  but,  after  all, 
they  deal  in  small  matters  with  a  great  multitude  of  people  as  indi- 
viduals. Undoubtedly  a  Federal  regulation  will  come  in  the  future, 
but  it  should  come  naturally  and  necessarily,  evolved  as  the  people 
are  ready  for  it  and  demand  it,  aud  as  they  see  that  evils  which 
exist  under  local  regulation  can  only  be  cured  by  a  central,  fed- 
eralized regulation.  So  there  should  be  such  a  system  framed,  some- 
what along  the  line  of  what  Mr.  MacKinnon  stated,  which  would  pro- 
vide for  a  national  regulation  when  it  becomes  necessary,  under 
the  general  rule  of  constitutional  law,  with  which  you  gentlemen  are 
familiar,  that  in  interstate  commerce,  where  Congress  has  the 
power  and  does  not  choose  to  exercise  it,  the  States  can  exercise  it 
in  lieu  of  its  exercise  under  direction  of  Congress,  Some  such 
method  as  that  which  is  elastic  enough  will  enable  the  States  to 
function  as  they  have  and  enable  the  people  to  go  to  their  usual 
places  for  redress  of  grievances,  and  at  the  same  time  have  a  broad, 
national  control  and  regidation;  but  that  can  not  be  done  very  well 
when  it  is  yoked  with  a  railroad  bill.  It  has  to  be  done  separately, 
and  it  can  be  done  after  some  thought  by  this  committee  and  the 
commission  when  your  minds  can  be  directed  mainly  to  such  subjects. 

Now,  is  there  any  need  of  this  legislation?  The  history  of  it 
shows  there  is  no  pressing  need  of  telephone  legislation  right  now; 
and,  in  answer  to  an  interrogation  of  Mr.  Denison,  I  will  detail  the 
histor}^  of  this  legislation  and  you  can  thus  realize  it.  The  older 
members  will  recall  that  telephone  legislation  was  projected  into  the 
railroad  bill  of  19fO  on  the  floor  of  the  House.  It  was  not  con- 
sidered by  the  committee  at  all,  but  an  amendment  was  offered  on 
the  floor  of  the  House  and  adopted  by  the  House,  and  then  hastily, 
overnight,  such  phrasing  was  put  into  the  bill  as  was  possible,  and  the 
Senate  and  the  conference  committee  fixed  it  up  a  little. 

The  Interstate  Commerce  Commission  then  undertook  to  construe 
what  had  been  done,  and  in  a  conference  ruling,  in  the  year  1913, 
April  1,  and  in  a  report  by  the  commission  itself,  I  think  in  1912,  it 
held  that  section  1  as  to  what  should  be  a  reasonable  rate  and  any- 
thing that  was  unreasonable  was  unlawful,  section  3  relating  to  dis- 
criminations, section  15,  which  provided  the  procedure  for  enforcing 
the  law,  and  section  20,  concerning  the  accounting,  w^ere  the  sections 
which  particularly  applied  to  telephones;  and  those  sections  have 
been  construed  and  applied,  and  there  have  been  quite  a  number  of 
decisions  worked  out  by  the  Interstate  Commerce  Commission  in  the 
years  since  that  time.  Here  [indicating]  are  some  of  them.  I  left 
them  with  the  chairman  and  if  tlie  committee  would  care  for  them  I 
will  leave  them  with  the  chairman  now.     Thev  are  decisions  con- 
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struing  various  parts  of  the  law  as  matters  have  come  up,  and  the 
records  of  the  commission  will  show  that  quite  a  number  of  appli- 
cations and  quite  a  numt?er  of  complaints  and  many  situations  have 
arisen  which  have  been  presented  to  the  Interstate  Commerce  Com- 
mission. So  that  there  has  been  ample  regulation  and  there  can  be 
ample  regulation  under  the  existing  law  to  meet  all  necessary  com- 
plaints of  the  people  until  the  right  kind  of  a  telephone  title  can 
be  framed,  and  if  the  committee  Avould  care  to  look  these  over  I  would 
be  glad  to  leave  them. 

The  most  important  decision  on  the  subject  which  has  been  ren- 
dered, or  the  one  that  is  most  comprehensive,  is  the  report  on  the 
private  wire  investigation,  issued  a  year  ago,  August  3,  1918.  in 
which  the  commission  reviewed  their  powers  at  length  and  analyzed; 
them,  as  interpreted  by  the  various  Federal  courts  in  connection  with 
other  phases  of  interstate  commerce  law ;  and  it  is  of  value,  and  this 
committee  ought  not  to  enact  telephone  legislation  until  it  studies, 
to  some  degree,  this  decision  of  the  Interstate  Commerce  Commission 
upon  this  private  wire  investigation.  You  can  not  do  that  now ;  yon 
are  too  bus}  ;  you  have  too  many  more  important  things  on  your 
mind,  necessarily.  The  country  looks  to  you  to  frame  a  railroad  bill 
and  enact  it  as  reasonably  promptly  as  you  can,  and  while  these  im- 
portant matters  ought  to  be  considered  by  you  and  presented  to  you, 
you  have  not  the  time  for  that  now. 

The  Chairman.  Mr.  Stevens,  you  might  have  that  wire  report  or 
decision  printed  as  a  part  of  your  remarks. 

Mr.  Stevens.  Yes;  I  will  be  very  glad  to,  as  appended  to  my  dis- 
cussion. 

Now,  what  is  there  in  the  present  bill  relating  to  telephones  that 
is  particularly  new? 

I  have  abstracted  here  a  list  of  all  the  reports  and  the  references 
to  all  telephone  matters  in  the  reports  and  cases ;  that  is  to  say,  when- 
even  a  report  of  the  Interstate  Commerce  Commission  since  1910 
mentions  telephone  matters  I  refer  you  to  the  report  and  the  page.. 
If  that  would  be  of  interest  to  you — — 

The  Chairman.  You  might  print  that  with  your  hearing. 

Mr.  Stevens.  I  will  be  glad  to  put  that  in  the  hearings  later,  as 
it  might  be  of  some  assistance  in  referring  to  what  has  been  done. 

The  only  changes  from  existing  law  which  are  important  in  this 
bill  as  compared  with  the  present  laAV  are  these : 

Section  1  does  not  change  existing  law  ver}^  much;  practically 
nothing  but  definitions. 

Section  2,  page  11,  does  change  existing  law  by  requiring  the  tele- 
phone company  to  provide  itself  with  safe  ancl  adequate  facilities 
to  perform  its  duties.  But  it  does  that  now,  and  nearly  every  State 
has  a  provision  similar,  and  the  telephone  company  is  anxious  to  do 
this  very  work  now.  Mr.  Kingsbury  told  you  yesterday  how  his 
company  is  preparing  to  spend  a  vast  sum  of  money  next  year  to 
do  this  very  kind  of  work.  Our  companies  make  similar  provisions, 
not  on  as  large  a  scale,  but  on  an  adequate  and  similar  scale,  to  do 
that  very  kind  of  work  I  know  that  one  of  the  companies,  the  local 
company  I  happen  to  represent  at  St.  Paul,  has  just  floated  quite 
a  large  loan,  and  will  spend  a  couple  of  million  dollars  in  its  field 
in  doing  these  same  things.     So  that  the  companies  are  obliged  to 
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do  that  now  to  keep  up  to  date  and  supply  adequate  service  to  the 
people.  The  States  require  it,  the  communities  require  it,  the  busi- 
ness situation  requires  it,  and  they  want  to  do  that,  so  that  this  statu- 
tory requirement  is  practically  unnecessary.  It  is  all  right  to  put 
it  into  a  law,  but  it  is  not  a  matter  of  urgency  right  now. 

The  next  provision  is' in  section  2,  prohibiting  rebates.  Now,  this 
is  a  rather  queer  thing.  The  Interstate  Commerce  Commission  in  its 
reports  of  1911  and  1912  stated  the  facts  that  there  the  new  law  against 
telephones  did  not  contain  any  legislative  prohibition  against  re- 
bates, and,  second,  that  the  schedule  section  6  of  the  interstate-com- 
merce act  does  not  apply,  and  there  was  no  recommendation  specifi- 
cally for  such  legislation.  This  was  repeated  in  1913  and  1915,  but 
has  since  been  omitted.  So  it  is  evident  there  has  been  no  crying 
need  for  this  and  the  public  is  not  suffering  from  its  omission. 

Now,  Mr.  Kingsbury  showed  the  situation  as  to  the  schedule,  and, 
as  I  told  you,  it  is  practically  provided  for  now  in  the  telephone 
directories,  and  can  be  provided  by  noting  the  local  rates  most  used 
in  the  directories.  That  part  is  easy  and  is  all  that  ought  to  be 
done.  The  local  exchange  rates  should  be  fixed  just  as  they  are  now, 
so  far  as  we  can  now  foresee,  until  the  time  shall  come  when  there 
shall  be  national  regulation.  So  that  the  schedule  section  practically 
is  not  needed,  and  the  amendment  which  Mr.  Kingsbury  submitted 
yesterday  practically  would  leave  it  as  it  is  now,  and  that  amend- 
ment would  have  to  be  adopted  or  the  whole  telephone  business  and 
the  entire  telephone  communication  of  the  people  would  be  com- 
pletely tied  up.  So  that  these  provisions  of  the  pending  bill  are 
not  needed  now. 

The  rebate  provision  is  not  needed.  It  is  a  good  thing  to  pass  a 
law  prohibiting  rebates  as  to  telephones,  but  I  venture  that  none  of 
jT^ou  gentlemen  has  ever  heard  of  a  rebate  in  the  telephone  industry. 
The  sum  involved  does  not  amount  to  enough.  It  is  such  a  little  one 
that  there  is  no  temptation.  The  private-wire  decision  comes  the 
nearest  to  showing  it,  and  that  simply  held  that  some  of  the  rates 
were  too  high,  and  under  the  provisions  of  section  1  the  commission 
reduced  them. 

The  only  other  provision  of  the  general  law  which  they  construed 
and  that  necessarily  would  be  construed  in  actual  business  would  be 
section  3  prohibiting  discrimination.  That  has  come  up  constantly, 
of  course,  and  always  will,  in  interstate  commerce,  but  section  3  has 
been  ample,  and  will  be  ample,  to  care  for  any  such  troubles  until 
you  frame  general  legislation. 

So  that  the  Interstate  Commerce  Commission  exercises  its  power 
now  to  prescribe  what  shall  be  a  reasonable  rate  and  what  shall  be 
an  unreasonable  rate,  and  it  prohibits  discrimination  now  under 
existiVig  law,  so  that  section  2,  although  it  is  all  right  in  bringing 
telephones  under  the  antirebate  acts,  yet  it  is  not  a  crying  necessity 
right  now,  because  there  is  not  any  such  animal.  There  have  been 
no  rebates  and  can  riot  be  very  well  under  the  way  the  telephones  do 
business. 

The  next  provision  would  be — ^I  am  trying  to  show  you  the  pro- 
visions under  the  bill  which  would  be  of  importance 

Mr.  Dentson  (interposing).  Do  you  admit  the  fact  that  these  pro- 
visions in  the  law,  whether  they  are  needed  or  not,  would  have  a 
wholesone  effect  in  the  future? 


RETURN   OF   THE  RAILROADS   TO   PRIVATE  OWNERSHIP.       1817 

Mr.  Stevens.  I  do  not  think  they  would  liave  any  effect  on  tele- 
phones. They  would  be  all  right  to  put  in  a  law  and  we  would  be 
glad  to  have  them,  but,  as  you  realize,  the  telephone  business  concerns 
such  small  amounts  that 'a  rebate  is  an  almost  impossible  thing.  It 
would  not  amount  to  enough  to  make  it  worth  while,  but  it  is  a  good 
thing  to  have  it  in  the  law  when  a  permanent  title  shall  be  enacted. 

Tlie  next,  I  think,  is  section  10  of  this  bill,  providing  ver}^  severe 
penalties  for  asking  for  a  rebate.  There  are  two  jDenal  provisions  on 
page  19,  sections  11  and  12.  They  apply  the  penal  provisions  to  the 
telephone,  one  is  prohibiting  interference  with  a  through  route.  If 
there  is  anybody  who  would  complain  about  that,  it  would  be  the 
independents,  necessarily,  because  the  Bell  Co.  has  most  of  the 
tluough  routes  now,  but  the  map  which  Mr.  Kingsbury  showed  you 
indicates  the  through  routes  that  exist  right  now  and  needs  no 
further  coercive  authority.  The  chances  are  we  will  always  have 
more  or  less  contention  with  the  Bell  Co.  about  through  routes,  but 
they  have  been  settled,  and  can  be  settled,  through  the  Interstate  Com- 
merce Commission  as  they  will  have  to  be  settled,  and  no  one  is 
interfering  with  the  breaking  of  the  communication,  so  that  this 
later  penal  pro\nsion  is  not  necessary,  and  it  would  not  apply,  if  it 
were  enacted,  right  now.  It  is  a  good  thing  to  have  it,  but  it  does 
not  hurt  anybody  if  we  do  not  have  it. 

The  same  thing  is  true  of  the  next  one,  prohibiting  any  seeking 
of  personal  benefit  by  means  of  false  classification,  false  representa- 
tion, or  false  statement  in  order  to  reduce  rates.  That  does  not  apply. 
People  do  not  do  that.    It  is  not  valuable  enough. 

Section  13  is  the  important  section  of  the  bill  with  reference  to  in- 
terference between  State  and  Federal  jurisdictions.  We  think  right 
now,  as  I  have  stated,  that  you  better  let  us  work  out  our  own  salva- 
tion in  the  way  you  have  indicated  in  the  former  bill.  My  own  guess 
is  that  this  very  important  situation  should  be  considered  by  you  in 
this  way:  People  will  alwa.ys  have  more  or  less  complaints,  and  gen- 
erally, more  than  less,  about  local  telephonic  matters.  They  must  have 
a  local  forum  to  go  to.  If  they  have  a  place  to  kick,  they  will  feel 
better  after  they  have  made  a  kick  and  had  the  remed}'  applied  as  best 
it  could  be.  If  you  put  the  forum  at  a  distance,  here  in  Washington, 
the  State  commissions  will  practically  be  out  of  business  so  far  as  any 
power  is  concerned  and  as  the  State  commissions,  most  of  them,  are 
elected  by 'the  people,  they  will  conceive  it  their  duty  to  rather  assist 
in  this  agitation  and  not  compose  the  little  quarrels  which  will  arise, 
but  the  State  commission  will  be  obliged  to  seek  to  be  an  agent  for 
those  complaints  in  reaching  the  Federal  Government,  and  that  will 
aggravate  them:  and  right  now,  when  there  is  so  much  unrest  and 
when  there  is  so  strong  a  sentiment  toward  Government  ownership,  I 
think  it  would  contribute  more  to  sentiment  for  Government  owner- 
ship of  telephones  by  compelling  these  quarrels  to  be  taken  to  Wash- 
ington or  put  under  Washington  jurisdiction  to  be  settled  than  any- 
thing you  could  do. 

If  you  have  a  local  forum  until  the  Interstate  Commerce  Commis- 
sion shall  establish  its  machinery,  as  you  will  have  to  provide  in  the 
pending  legislation  in  some  way,  to  care  for  these  things — after  you 
shall  have  done  that  and  shall  have  had  the  machinery  provided  so  it 
can  apply  effectively  and  at  once,  then  would  be  the  time  to  talk  about 
federalization  of  the  telephone  industry.     Until  that  time,  for  the 
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safety  of  the  industry  itself,  for  the  protection  and  good  service  to 
the  people  who  are  served  by  them,  it  would  seem  to  me  best  to  leave 
the  place  of  regulation  exactly  where  it  is,  in  the  States ;  and  I  think 
such  a  measure  should  be  framed  which  would  not  be  based  upon  the 
rules  for  railroads  at  all.  The  rules  ought  not  to  apply  to  railroads, 
and  it  ought  possibly  not  to  apply  to  the  telegraph,  because  so  large  a 
proportion  of  the  telegraph  business  is  interstate,  but  there  could  be  a 
provision  framed  by  which  the  telephone  regulation  should  be  handled 
locally,  as  it  is  now,  in  default  of  action  by  the  National  Government^ 
but  Avith  the  strong,  long  arm  of  the  National  Government  always  over 
it,  so  that  it  could  be  exercised  in  case  of  necessity.  That  would  be  en- 
tirely constitutional,  as  you  gentleman  wnll  realize. 

I  think  I  have  now  covered  the  general  reasons  why  this  legislation 
should  not  be  included  in  the  present  legislation  Avhich  you  are  con 
sidering. 

The  chairman  asked  a  question  yesterday  which  was  very  sug- 
gestive, as  to  what  could  be  done  to  preserve  the  benefits  of  the  de- 
cision of  the  Interstate  Commerce  Commission  and  the  courts  in 
the  framing  of  a  new  title.  That  is  one  of  the  easy  things.  We  dis- 
cussed that  a  little  when  we  were  here  in  the  spring,  as  to  what 
ought  to  be  done,  and  we  then  told  some  of  the  members,  I  think,  that 
we  would  prefer  a  title.  So  last  summer,  happening  to  feel  that 
way  one  day,  I  undertook  to  sort  of  dig  out  the  way  a  title  should 
be,  and  I  did  it  by  taking  as  a  basis  the  present  law  and  your  act, 
and  with  a  very  livel}'  pair  of  scissors  I  clipped  the  language  of  the 
present  law  and  of  your  acts  applying  to  telephones,  tis  construed, 
and  inserted  various  memoranda  wdth  it  as  to  the  different  State 
statutes  that  would  apply  to  the  same  subject  that  ought  to  be  con- 
tained in  a  telephone  title.     Now,  that  is  an  easy  thing  to  do. 

Now,  some  of  those  State  provisions  have  been  construed  similarly. 
A  telephone  title  framed  in  that  wa}^,  taking  the  essential  parts  of 
the  existing  law  and  of  your  bill  and  putting  in  the  State  provisions 
wherever  they  apply,  and  applied  properly,  Avould  be  a  short  title, 
not  approaching  the  size  of  the  railroad  title  at  all,  and  it  could 
apply  directly  and  practically,  and  that  is  the  suggestion  we  have 
to  make.  That,  I  think,  will  meet  with  the  approval  or  the  sugges- 
tion which  the  chairman  asked  j^esterday.  Now  that  is  substan- 
tially the  statement  which  I  wish  to  make. 

The  Chairman.  Will  you  make  that  title  a  part  of  your  hearing. 

Mr.  Stevens.  Of  course,  your  realize,  Mr.  Chairman,  it  is  in  the 
rough 

The  Chairman.  I  mean  to  frame  it  as  you  desire  and  make  it  a 
part  of  your  hearing. 

Mr.  Stevens.  You  do  not  wish  the  whole  title.  I  would  not  wish 
to  do  that  because  I  have  not  consulted  Mr.  MacKinnon  about  it. 

The  Chairman.  If  it  takes  a  few  days,  that  would  be  all  right. 

Mr.  Stevens.  I  would  not  care  to  put  the  whole  title  in  the  hear- 
ings unless  the  chairman  very  strongly  desired  it.  I  think  it  would 
not  be  quite  fair  to  the  industry.  This  is  my  owm  private  view  of" 
meeting  the  question  suggested  by  the  chairman;  that  is  all,  but  I 
can  show  how  it  can  be  done  readily. 

The  Chairman.  Please  make  it  as  clear  as  you  can. 

Mr.  Stevens.  Yes,  sir :  I  shall  be  glad  to  do  that. 
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Mr.  Sims.  Mr.  Stevens,  do  the  telephone  companies  render  any 
free  service  similar  to  that  of  the  railroads  ? 

Mr.  Stevens.  I  presume  they  have  some  free  service ;  yes,  sir ;  but 
not  very  much. 

Mr.  Sims.  But  it  does  not  become  a  burden  upon  the  company? 

Mr.  Stevens.  Not  that  I  have  ever  known. 

Mr.  Sums.  You  spoke  of  rebates,  and  that  brought  me  to  think 
about  it. 

Mr.  Stevens.  Has  there  been  any  free  service,  Mr.  Kingsbury? 

Mr.  Kingsbury.  We  have  not  a  single  contract  for  any  such  service. 

Mr.  Sims.  I  mean  free  service  such  as  the  baggage  service  of  the 
railroads,  for  which  they  get  no  pay. 

The  Chairman.  Up  to  150  pounds. 

Mr.  Sims.  I  know.  It  is  a  free  baggage  service.  I  did  not  know 
whether  or  not  the  telephone  companies — of  course,  it  would  not  be 
similar  to  that- — but  do  the}"  render  ser^nce  in  excess  of  their  paid 
service  for  which  they  are  not  remunerated  ? 

Mr.  Stevens.  I  think  not ;  I  do  not  know. 

Mr.  Denison.  Do  they  not  render  free  service  to  the  city  govern- 
ments ? 

Mr.  Stevens.  Exactly  so.  That  is  a  part  of  the  conditions  of  the 
franchise.  In  the  conditions  of  competition  those  things  have  been 
done  necessarily. 

Mr.  MacKinnon.  One  of  the  things  that  we  are  contending  for. 
Judge — pardon  me,  Mr.  Stevens — is  that  when  a  man  puts  in  a  long- 
distance call  for  a  party  and  he  says  that  there  is  a  certain  number 
at  a  certain  distant  exchange  and  we  get  that  telephone  number  and 
the  party  is  not  there,  under  the  old  scheme  of  rates  the  man  did  not 
pay  anything.    He  now  does  pay  for  the  uncompleted  call. 

Mr.  Sims.  That  was  a  service  in  connection  with  an  attempt,  so  to 
speak,  for  which  they  put  a  burden  upon  the  company,  and  the 
attempt  is  an  absolute  benefit  to  the  subscriber  and  an  absolute  bur- 
den to  the  company? 

Mr.  MacKinnon.  Yes,  sir. 

Mr.  Hamilton.  Mr.  Stevens,  I  have  gathered  that  the  net  result 
of  what  you  have  said  on  the  amendments  that  have  been  proposed 
to  the  bill  and  which  Mr.  Kingsbury  has  suggested  are  all  right,  that 
there  is  no  objection  to  them,  but  you  think  that  there  is  no  special 
necessity  for  them  now,  and  you  feel  that  these  subjects  could  be 
better  covered  by  a  bill  devoted  exclusively  to  the  telephone  busi- 
ness? 

Mr.  Stevens.  Yes,  sir.  By  the  way,  I  should  have  stated  yesterday 
that  the  whole  provision  taken  from  the  telegraph  act  of  18C8  would 
come  under  the  post-road  clause  of  the  Constitution  rather  than  the 
commerce  clause.    The  Supreme  Court  has  so  held. 

Mr.  Sanders  of  Indiana.  I  do  not  exactly  remember  the  wording 
of  the  present  bill,  but  does  the  minimum  rate  apply  also  to  the  tele- 
phone companies? 

Mr.  Stevens.  No,  sir.  The  telephone  company  has  only  an  abso- 
lute rate,  no  minimum  or  maximum.  That  is  one  great  point  of  dif- 
ference. I  am  very  glad  you  brought  that  out.  This  shows  that  the 
analogy  does  not  work. 
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Mr.  Dewalt.  Do  you  know  by  whose  order  this  uncompleted  cal( 
was  made  ?  It  has  given  a  great  deal  of  complaint.  Was  that  by  the 
order  of  Mr.  Burleson  under  Government  control  ? 

Mr.  Stevens.  I  should  prefer  that  Mr.  MacKinnon  answer  that 
question. 

Mr.  MacKinnon.  That  was  an  order  of  the  Postmaster  General. 

Mr.  Dewalt.  If  I  telephone  to  you  from  my  office  and  you  are 
not  there,  and  the  operator  says  that  she  can  not  find  Mr.  Jones  or 
Mr.  Smith,  or  there  is  no  answer,  nevertheless  I  am  obliged  to  pay 
10  cents? 

Mr.  Kingsbury.  You  are  obliged  to  pay  what  is  called  a  report 
charge  for  the  information  that  the  man  you  want  to  talk  to  over  in 
Baltimore  is  not  there;  he  is  out  of  town.  Prior  to  that  order  it 
was  the  custom  of  the  telephone  companies  to  obtain  that  informa- 
tion for  you  free  of  charge. 

Mr.  Dewalt.  That  also  applies  to  local  calls  within  the  cities? 

Mr.  Kingsbury.  Only  in  some  cities  where  they  have  what  they 
call  a  measured  service  where  you  are  paying  at  5  cents  a  message 
if  the  service  is  rendered.  Where  you  call  for  a  particular  j)arty 
and  that  party  is  not  there  you  do  not  pay.  You  only  pay  on  com- 
pleted messages  under  the  rule.  This  report  charge  applies  only  to 
toll  charges  which  are  from  one  exchange  to  another. 

Mr.  Dewalt.  As  I  understand,  that  was  by  order  of  the  Post- 
master General? 

Mr.  Kingsbury,  Yes,  sir. 

Mr.  Dewalt.  Do  you  know  whether  it  is  contemplated  that  that 
charge  shall  be  released? 

Mr.  MacKinnon.  No.  It  is  regarded  by  the  telephone  industry 
generally  as  a  just  and  proper  charge,  because  it  is  a  performance  of 
certain  work  for  the  subscriber  w^hich  hitherto  was  not  paid  for, 
and  it  was  a  burden  upon  the  other  man  who  did  pay  for  a  completed 
message. 

Mr.  Dewalt.  It  is  either  5  or  10  cents.  I  was  charged  10  cents 
the  other  day.    I  did  not  pay  it.    I  guess  I  will  have  to. 

Mr.  Kingsbury.  May  I  make  a  statement  there? 

Mr.  Dewalt.  With  the  permission  of  the  chairman. 

The  Chairman.  Certainly. 

Mr.  Kingsbury.  Within  a  city  where  there  is  measured  service 
the  telephone  companies  do  not  ask  for  a  particular  party,  but  only 
for  a  telephone  number.  That  does  away  with  that  part  of  it.  If 
you  ask  for  a  particular  party  in  Baltimore,  for  instance,  the  tele- 
phone company  performs  every  service  it  is  capable  of  performing 
when  it  gets  the  telephone  number  in  Baltimore  which  you  have 
called  for.  If  you  have  been  mistaken  in  your  idea  that  the  party 
you  called  for  in  Baltimore  is  at  that  station  where  you  said  he 
would  be,  it  is  not  the  fault  of  the  telephone  company,  and  the 
telephone  company  has  performed  every  service  that  it  can  perform 
and  every  service  that  it  would  perform  if  you  talked  to  the  party, 
because  the  telephone  company  does  not  talk  to  the  party;  that  is 
left  for  you  to  do.  If  you  get  on  a  train  of  the  Pennsylvania  or  the 
Baltimore  &  Ohio  and  go  to  Baltimore  to  call  on  that  party  at  his 
residence  and  you  should  find  that  he  was  not  there,  as  you  supposed 
he  was,  fT-om  my  standpoint  it  would  be  just  as  equitable  for  you  to 
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expect  the  railroad  company  to  refund  your  fare  because  5^ou  did 
not  find  him  as  it  would  be  for  the  telephone  company,  which  per- 
formed its  entire  service^  not  to  charge  3'ou  for  the  mistake  which 
you  made  in  saying  that  the  party  was  at  the  station  you  called  for. 

Mr.  Dewalt.  Take  a  case  like  this :  A  telephones  to  B,  calling  his 
number — 884  Allentown — and  then  the  telephone  operator  replies 
that  the  telephone  of  B  is  out  of  order,  and  when  the  monthly  bill 
comes  along  there  is  a  charge  of  10  cents  for  that  call? 

Mr.  Kingsbury.  Certainly  there  should  be  no  charge,  and  you 
ought  not  to  pay  it.  The  telephone  company  should  not  charge  for 
that. 

Mr.  Dewalt.  That  is  i)recisely  the  case. 

Mr.  Kingsbury.  There  is  not  any  provision  for  collecting  on  that 
sort  of  a  failure  service.  The  telephone  company  failed  presumably 
by  the  telephone  being  out  of  order,  and  if  its  facilities  are  out  of 
order  it  certainly  should  not  charge  you  for  that  call. 

Mr.  Dewalt.  That  is  the  concrete  instance  which  I  have  in  mind. 

^Ir.  Denison.  It  seems  to  me  that  the  basis  for  the  charge  would 
depend  upon  what  is  the  fundamental  basis  for  the  telephone 
service  ? 

Mr.  Kingsbury.  Certainly. 

Mr.  Denison.  If  the  basis  fpr  the  telephone  charge  is  service  that 
the  company  performs  in  getting  the  party  or  number  it  should 
charge  for  that,  but  if  the  basis  for  the  charge  is  the  privilege  of 
conversing  over  the  telephone  with  another  person,  then  it  ought  not 
to  charge.  I  have  always  thought  that  the  charge  of  the  telephone 
service  was  for  the  privilege  of  using  their  wires  to  converse  with 
another  person  at  a  distance;  that  has  always  been  the  theorv  of 
the  telephone  service  charge,  as  I  understand  it,  but  now  the  Post- 
master General  has  changed  that  theory  and  put  the  basis  of  the 
charge  on  the  service  in  obtaining  the  party  ? 

Mr.  Kingsbury.  That  is  the  only  service  that  the  telephone  com- 
pany can  render  you. 

Mr.  Denison.  Then  I  should  think  if  that  is  an  improper  basis 
that  they  ought  not  to  charge  any  more  for  talking  10  minutes  than 
5  minutes,  if  they  have  already  performed  every  service? 

Mr.  Kingsbury.  Perhaps  I  should  have  said  that  there  were  two 
points,  one  in  putting  you  in  connection  with  the  party  that  you  ask 
for  and  the  other  in  allowing  you  to  use  the  facilities;  that  is,  for 
the  length  of  time  after  you  get  the  connection. 

Mr.  Denison.  I  thought  you  did  not  want  to  leave  it  like  you  said 
a  while  ago.  You  said  a  while  ago  that  they  performed  every  service 
that  you  paid  for  when  they  got  the  number? 

]\Ir.  Kingsbury.  Our  theory  has  always  been  the  basis  of  the  tele- 
phone service  that  is  placed  at  the  disposal  of  the  patrons  of  the 
company,  the  facilities  of  the  company  for  talking.  Now,  placing  at 
the  disposal  of  the  patron  consists  of  two  acts,  you  might  say ;  first, 
the  connection,  which  is  set  up  by  the  operators  of  the  company,  and 
second,  the  use  of  the  facilities  through  the  conversation. 

Mr.  Deavalt.  Suppose  the  reply  is,  "  The  line  is  busy  " ;  do  they 
then  charge? 

Mr.  Kingsbury.  No;  they  hold  that.  They  do  not  charge  for 
that.    They  keep  at  it,  if  they  do  their  work  right,  until  they  get  the 
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party.  It  is  simply  a  question  of  the  division  of  the  rate,  whether 
the  rate  shall  be  paid  by  all  who  attempt  to  use  the  service,  and  who, 
because  of  their  own  lack  of  information  as  to  the  location  of  the 
party  they  call — ^whether  they  should  pay  a  part  of  the  charge  or 
whether  it  should  all  be  placed  upon  the  parties  who  really  find  their 
people  in  and  talk  with  them.  There  is  another  point  about  that. 
I  might  say  right  here  that  that  system  was  not  originated  by  the 
Postmaster  General,  but  has  been  in  vogue  in  some  parts  of  the 
country  for  many  years.  There  has  been  a  system  of  what  you 
might  call  code  calls.  A  man  is  doing  business,  we  will  sa}',  in 
Detroit  and  he  has  a  large  number  of  buyers  around  the  State  of 
Michigan,  and  he  wants  to  get  word  to  those  buyers  that  they  are 
to  pay  on  that  day  a  certain  price  for  a  certain  commodity  they  are 
buying  for  him,  and  so  he  calls  up  the  different  agents  where  these 
men  roost  while  in  town  and  he  says,  "  I  should  like  to  talk  with  Mr. 
Smith."  Mr.  Smith  is  never  there,  but  the  fact  that  he  calls  for  Mr. 
Smith  places  the  price  that  those  agents  are  to  pay  for  that  com- 
modity on  that  day.  That  has  been  practiced  all  over  the  country 
to  an  extent  which  would,  perhaps,  surprise  you  gentlemen.  We 
watch  that  as  closely  as  we  can.  In  the  past  there  has  been  a  tre- 
mendous amount  of  stealing  of  service  in  that  way.  They  get  that 
information  by  means  of  a  carefully  worked  out  code  That  is  one 
of  the  things  that  this  report  charge  has  done  away  with  and  ought 
to  do  away  with. 

Mr.  Hamilton.  If  Mr.  Smith  is  not  there,  how  could  the  code  be 
worked  ? 

Mr.  Kingsbury.  The  fact  that  he  calls  for  Mr.  Smith  means  that 
you  will  pay  $2.85  to-day.  There  is  not  any  Mr.  Smith.  If  you 
called  for  Mr.  White  it  would  be  $2.90.  We  have  secured  some  very 
substantial  rebates  on  that  question  in  Michigan. 

xJr.  Hamilton.  And  in  other  States,  I  reckon  ? 

Mr.  Kingsbury.  Oh,  absolutely.  That  was  not  intended  as  any 
reflection  on  your  State  or  mine.  I  am  just  as  fond  of  Michigan  as 
you  are. 

The  Chairman.  Mr.  Stevens,  there  is  one  other  question.  The 
trend  of  your  argument  is  that  the  telephone  companies  should  be 
eliminated  from  any  legislation  at  this  time  ? 

Mr.  Stevens.  Yes;  from  the  present  bill  and  put  in  a  separate 
title  to  be  taken  up  when  the  committee  deems  it  wise  under  all  the 
circumstances. 

The  Chairman.  Owing  to  the  fact  that  the  telegraph  business  is 
mostly  interstate,  you  see  no  objection  to  immediate  legislation? 

Mr.  Stevens.  So  far  as  the  telegraph  companies  are  concerned  ? 

The  Chairman.  Yes,  sir. 

Mr.  Stevens.  No.  As  I  said,  I  think  the  situation  as  to  the  tele- 
phone companies  is  peculiar  and  that  the  rules  that  should  apply  to 
the  regulation  of  telephone  companies  should  be  different  from  any 
other. 

The  Chairman.  Legislation  with  reference  to  the  telegraph  com- 
panies but  not  with  reference  to  the  telephone  companies,  could  that 
be  justified? 

Mr.  Stevens.  What  you  gentlemen  are  trying  to  do  is  to  regulate 
for  the  protection  of  the  public  and  the  protection  and  encourage- 
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ment  of  the  industry,  and  if  it  is  best  for  the  public  and  best  for  the 
industry  to  separate  the  methods  of  regulation,  it  would  seem  to  me 
that  that  was  the  thing  to  do,  and  then  to  apply  the  practical  rules 
of  regulation  at  the  proper  time.  That  is  what  I  am  suggesting. 
We  think  that  it  is  impractical  to  apply  the  general  rules  of  regula- 
tion to  the  telephone  industry ;  that  is  our  proposition. 

The  Chairman.  Of  course,  if  we  designate  both  telephones  and 
telegraphs  as  a  means  of  transmitting  intelligence 

Mr.  Stevens  (interposing).  Yes;  the  methods  of  doing  that  are 
altogether  different.  We  do  not  wish  to  indicate  anything  as  to  what 
should  be  done  with  the  telegraph  companies.  Please  understand 
that  a  very  large  proportion  of  the  telegraph  business  is  interstate, 
while  only  a  small  part  of  the  telephone  business  is  directly  inter- 
state. Most  of  it  might  be  indirectly — that  proportion  is  a  differ- 
ence between  the  two  wire  systems.  I  am  speaking  simply  for  the 
telephone  companies. 

The  Chairman.  This  concludes  the  telephone  and  telegraph  hear- 
ings. 

The  committee  thanks  the  gentlemen  for  coming  and  presenting 
their  views. 

Mr.  Stevens.  We  thank  you  and  the  committee.  Mr.  Chairman. 

(The  reports  and  references  compiled  bv  Mr.  Stevens  are  as  fol- 
lows:) 

APPLICATION    OF   INTP:RSTATE   COMMERCE   ACT   TO   TELEPHONES,    ETC. 

Report  of  1911,  page  5 :  That  law  omits  as  telephones  section  6  schedules  and 
Elkins  rebate  act. 

March  13,  1911 :  First  order,  holding  new  act  applies  to  sections  1,  3,  15,  20. 

Volume  19,  report  notices  first  case  of  Shoemaker  v.  C.  &  P.  Telephone  Co.  (20 
I.  C.  C,  614). 

Report,  1912 :  Page  70  again  shows  omission  of  section  6  and  law  against 
rebates. 

Report,  1913 :  Page  3  again  shows  omission  of  section  6  and  law  against 
rebates. 

Report  case  of  Pittsburgh  Telephone  Co.  (27  I.  C.  C,  622) . 

Conference  ruling  305,  outlines  application  act,  1910,  to  telephones. 

Report,  1914 :  No  statement  as  to  telephones. 

Report,  1915 :  Page  12,  same  statement  as  in  report  of  1913  as  to  telephones. 

Report,  1916 :  No  recommendation  or  statement  as  to  legislation  upon  tele- 
phones. 

Case  noted :  New  York  Telephone  case  (40  I.  C.  C,  185). 

Report,  1917 :  No  report  on  recommendation  upon  legislation  as  to  tt^i'^phones. 
Unrepeated  message  case — telegraphs  (44  I.  C.  C,  670).  Commercial  Cable  case 
(45  I.  C.  C,  33). 

Report,  1918 :  No  recommendation  or  report  upon  legislation  as  to  telephones. 
Private-line  investigation  (50  I.  C.  C,  731). 

(The  report  referred  to  by  Mr.  Stevens  follows.) 
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INTERSTATE  COMMERCE  COMMISSION. 


No.  5421. 
PRIVATE  WIRE  CONTRACTS. 


Submitted  March  1,  1917.     Decided  August  3,  1918. 


1.  The  lawfulness  of  the  so-called  private-wire  service  depends  upon  whether 

or  not  private-wire  messages  are  among  "  such  other  classes  as  are 
just  and  reasonable "  into  which  respondent  carriers  are  authorized 
hy  section  1  of  the  act  to  classify  messages  transmitted  over  their  wires. 

2.  Respondents  are  common  carriers  engaged  in  the  transmission  of  intelligence 

and,  as  to  their  interstate  business,  are  subject  to  the  provisions  of 
the  act. 

3.  The  so-called  wholesale  theory  has  no  proper  place  in  the  rate  of  common 

carriers ;  and,  in  so  far  as  charges  for  private-wire  service  are  based 
upon  this  theory,  we  find  that  the  classification  is  not  just  and  reasonable. 

4.  Lessees  of  private  wires  are  not  common  carriers ;   and  the  fact  that  in 

Morse  private-wire  service  the  lessees  furnish  their  own  operators  does 
not  divest  respondents  of  their  status  of  common  carriers  as  to  messages 
sent  over  the  private  wires. 

5.  The  Commission  can  not  prescribe  a  minimum  rate. 

6.  The  record  justifies  the   conclusion   that   respondents  furnish   private-wire 

service  to  all  applicants  therefor,  at  leats  to  the  capacity  of  their  spare 
facilities,  without  discrimination  and  in  the  order  of  the  application. 

7.  The  record   does   not  sustain  the   conclusion   that   the  Morse  private-wire 

service  is  a  wholesale  service. 

8.  The  character  of  the  Morse  private-wire  service  differs  from  that  furnished 

over  the  public  wires  and,  stripped  of  certain  abuses,  may  be  recognized 
as  a  separate  class  of  service  available  to  the  public  upon  reasonable 
compensation. 

9.  The  Morse  private-wire  service  is  not  shown  to  be  unjustly  discriminatory 

or  unduly  prejudicial  to  users  of  respondents'  public  telegraph  service. 

10.  An  abuse  which  must  be  removed  is  the  provision  in  the  private-wire  con- 

tracts of  one  i-espondent  that  in  time  of  interruption  to  the  private  wires 
the  public  wires  can  be  used  at  half  the  regular  rates. 

11.  There  is  no  proper  analogy  between  private-wire  service  and  the  practice  of 

aggreagting  shipments  into  carload  lots  and  shipping  them  at  carload 
rates  discussed  in  Int.  Comm.  Comm.  v.  Del.,  L.  d  W.  R.  R.,  220  U.  S.,  235. 
It  seems  proper,  and  from  a  practical  standpoint  and  in  the  interest  of 
the  public  necessary,  to  apply  some  reasonable  restrictions  to  the  private- 
wire  service  Respondents  are  justified  in  inserting  in  the  contract  for 
private-wire  service  a  provision  restricting  the  use  of  instruments  and 
facilities  provided  to  the  transmission  of  messages  concerning  the  busi- 
ness of  the  lessee  or  lessee  and  providing  that  messages  shall  not  be  trans- 
mitted for  other  persons  or  firms.  This  is  not  to  say  that  it  is  unlawful 
for  two  or  luore  persons  to  unite  in  securing  private-wire  service  where 
all  are  named  as  lessees. 

12.  The  record  warrants  the  conclusion  that  in  rendering  Morse  private-wire 

service  and  the  public  message  service  at  their  present  rates  respondents 
are  furnishing  the  more  valuable  service  at  a  relatively  lower  charge, 
contrary  to  recognized  principles  of  classification. 

1824 
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13.  As  the  charegs  for  messages  other  than  by  private  wire  are  not  in  issue,  and 

we  can  not  assume  that  rates  for  the  latter  should  be  increased  rather 
than  that  those  for  sending  day  messages  should  be  reduced,  we  shall 
enter  no  order  in  this  respect.  Respondents  should  consider  whether  or 
not  their  rates  for  Motse  private-wire  service  should  be  revised. 

14.  The  record  discloses  no  essential  difference  between  the  private-wire  talk- 

ing service  and  the  toll  service  furnished  by  the  Bell  company,  and  we  are 
of  opinion  that  the  classification  of  messages  into  private-wire  talking 
service  is  not  a  just  and  reasonable  classification. 

Rush  Taggart.,  Alhei't  T.  Benedict^  and  F .  W .  Line  mo  for  Western 
Union  Telegraph  Company;  Ralph  H.  Overhaugh,  Jacob  E.  Difhis, 
William  W.  Cool'^  and  Frank  R.  Shattuck  for  Postal  Telegraph- 
Cable  Company;  and  D.  A.  Frank  2in^  N.  T.  Guernsey  for  American 
Telephone  &  Telegraph  Company,  respondents. 

Henini  S.  Rohbins  and  John  Hill,  jr.,  for  Grain  Receivers'  Associ- 
ation of  the  City  of  Chicago,  complainant. 

Chester  Arthur  Legg  for  various  brokers  and  commission  mer- 
chants; Albert  H.  and  Henry  Veeder,  R.  C.  McManus,  R.  D.  Rynder, 
and  Thomas  J.  Keogh  for  Swift  &  Company;  Carter,  Ledyard  <& 
Milbum  and  Walter  F.  Taylor  for  James  Laidlaw  and  others  as  a 
committee  representing  private  wire  lessees ;  and  Wenry  W oilman  for 
Logan  &  Bryan,  interveners. 

Clarence  J .  Shearn  and  M.  DeWitt  for  International  Magazine 
Company ;  William,  E.  Ward  for  Harper  &  Ward ;  George  Shepard 
for  grain  receiving  firms  of  Milwaukee,  Wis. ;  Frederick  Sass  for 
Finley  Barrell  &  Company ;  Luther  M.  Walter  and  L.  M.  Greenburg 
for  Nelson  Morris  &  Company ;  and  W.  R.  Broken  for  Sulzberger  & 
Sons  Company. 

Report  of  the  Commission. 
Hall,  C om/rriissioner : 

This  is  an  investigation  by  the  Commission  on  its  own  motion  fol- 
lowing an  informal  complaint  filed  by  the  Grain  Dealers'  National 
Association.    The  order  of  investigation,  as  amended,  is  as  follows: 

Upon  complaint  that  under  the  terms  of  private-wire  contracts  of  the 
Western  Union  Telegraph  Company  use  is  made  of  its  public  wires  at  less  than 
the  published  tariff  rates  and  that  persons  other  than  the  parties  to  the  con- 
tracts frequently  use  the  private  wires  of  lessees  for  the  transmission  of  pri- 
vate messages  free  of  charge,  in  violation  of  the  act  to  regulate  commerce  &o 
amended : 

It  is  ordered,  That  a  proceeding  of  inquii*y  and  investigation  be,  and  it  is 
hereby,  instructed  by  the  Commission  on  its  own  motion  into  and  concerning 
contracts  for  private  telegraph  and  telephone  wires,  and  the  rates,  rules,  and 
regiilations  therefor  and  the  practices  thereunder,  with  a  view  to  the  issuance  of 
such  order  or  orders  as  may  be  necessary  in  the  premises. 

It  is  further  ordered,  That  the  American  Telephone  &  Telegraph  Co.,  Western 
Union  Telegraph  Co.,  and  Postal  Telegraph-Cable  Co.  be,  and  they  are  hereby, 
made  respondents  herein  and,  that  this  proceeding  be  set  for  hearing  at  such 
times  and  places  as  the  commission  hereafter  may  direct. 

Pursuant  to  this  order,  extensive  hearings  were  had  in  Chicago, 
111.,  and  New  York,  N.  Y.,  briefs  were  filed  and  argument  was  had 
before  the  commission. 

The  American  Telephone  &  Telegraph  Co.,  hereinafter  termed 
the  Bell  Co.,  and  the  Western  Union  Telegraph  Co.,  hereinafter 
called  the  Western  Union,  bore  the  burden  of  defending  the  practices 
under  investigation.  The  third  respondent,  the  Postal  Telegraph- 
Cable  Co.,  hereinafter  designated  the  Postal,  takes  the  "position  thai^ 
this  commission  ought  to  put  a  stop  to  the  leasing  of  wires  to  thos* 
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lessees  -who  can  in  turn  sublet  it  or  do  sublet  it  to  others."  The 
representative  of  the  Postal,  upon  being  asked  whether  he  approved 
the  leasing  of  wires,  assuming  that  all  subleases  had  been  eliminated, 
said :  "  If  they  can  be  safeguarded  3'es,  and  prevent  subletting  and 
the  sending  of  contraband." 

The  Grain  Receivers'  Association  of  Chicago,  hereinafter  called 
the  receivers'  association,  composed  of  grain  merchants  who  are  en- 
gaged almost  exclusivel_y  in  what  is  known  as  the  cash  grain  trade  in 
Chicago — that  is,  the  purchasing  or  securing  on  consignment  of  grain 
at  country  points  tributary  to  Chicago  and  its  shipment  to  and  sale 
at  Chicago — appeared  by  counsel  and  assumed  the  role  of  com- 
plainant. 

A  number  of  lessees  of  private  wires  intervened  in  support  of  the 
practice. 

The  receivers'  association  "  asks  an  order  requiring  the  respondent 
companies  to  cease  to  give,  by  lease  or  otherwise,  the  exclusive  use  of 
their  interstate  telegraph  wires  to  persons  other  than  the  press."  Or, 
as  stated  by  its  counsel,  "  What  we  ask  is  practically  an  abolition  of 
this  practice  of  leasing  wires,  or,  as  I  shall  show  you  later,  by  fixing 
the  rate  of  the  service  to  conform  to  other  service,  and  that  will  make 
the  rental  so  high  that  the  practice  will  disappear." 

The  three  respondents  are  corporations,  organized  under  the  tele- 
graph-incorporation law  of  the  State  of  New  York,  and  chartered  to 
engage  in  "the  telegraph  business.  This  is  the  usual  public  business 
of  the  Western  Union  and  the  Postal.  The  Bell  Co.  proper,  except 
as  hereinafter  noted,  is  engaged  only  in  the  telephone  business. 

Each  of  the  three  companies  enters  into  contracts  with  persons 
for  what  are  popularly  known  as  private  or  leased  wires.  These 
terms  are  not  strictly  accurate.  Respondents  do  not  lease  any  partic- 
ular wire.  The  contracts,  while  differing  in  text,  provide  that  the 
companies  will  furnish  a  "  circuit  "^ — that  is,  a  wire  or  wires,  instru- 
ments, and  electrical  energy — for  the  transmission  of  messages  be- 
tween the  points  and  offices  named  during  the  hours  specified  in  the 
contract,  subject  to  the  conditions  therein  set  forth.  The  contracts 
provide  for  the  location  of  the  terminals  in  the  offices  of  the  lessee. 
Under  appropriate  provision  therefor  other  stations,  known  as 
"  drops,"  may  be  located  at  points  on  the  circuit  intermediate  to  the 
terminals.  Respondents  maintain  the  necessary  equipment  in  good 
working  order,  but  the  operators,  in  the  case  of  leases  for  "  Morse 
service,"  are  employees  of  the  lessee,  although  they  must  be  satisfac- 
tory to  the  lessor.  For  convenience  we  shall  use  the  popular  term 
and  refer  to  these  leased  circuits  as  private  wires. 

The  private-wire  service  may  be  either  telegraphic  or  telephonic. 
In  the  former,  messages  in  Morse  characters  are  transmitted  and 
the  service  is  customarily  known  as  Morse  service.  The  latter  is 
usually  called  talking  service. 

All  three  respondents  offer  Morse  service  to  private- wire  lessees. 
This  is  the  only  telegraphic  service  rendered  to  the  public  by  the 
Bell  Co.,  although  that  company  furnishes  telegram  toll  service  to 
any  telegraph  company  engaged  in  a  general  public  commercial 
telegraph  busine'^s  which  has  executed  the  contract  required  by  the 
Bell  Co.  The  Bell  Co.  alone  furnishes  talking  service.  The  latter 
may  be  divided  into  three  classes — viz:  Full  talking,  half  talking, 
and  short-period  talking  service.    The  Bell  Co.'s  service  is  furnished 
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to  local  city  terminals  through  its  subsidiary  local  telephone  com- 
panies, but  the  private-wire  contracts  are  made  with  it  alone. 

No  witness  could  say  wheii  private-wire  contracts  for  Morse 
service  originated.  Sucli  contracts  have  certainly  been  made  for 
more  than  30  years.  The  Bell  Co.  has  furnished  this  service  from 
the  time-  it  started  in  business,  and  the  other  respondents  had 
such  contracts  before  that  company  existed.  Private  talking  service, 
while  of  more  recent  origin,  has  been  furnished  for  a  number  of 
years. 

Under  contracts  for  Morse  service  a  circuit  is  provided  each  morn- 
ing at  a  stated  time  for  the  exclusive  use  of  the  lessee  in  accordance 
with  the  terms  of  the  contract.  The  lessee  transmits  messages 
through  his  own  telegraph  operators,  without  interference  by  the 
lessor.  The  contracts  call  for  an  uninterrupted  daily  service  be- 
tween the  hours  named,  and  abatement  of  rental  is  provided  if  the 
service  is  interrupted  for  more  than  a  specified  minimum  period  of 
time.  One  company  also  provides  that  at  such  times  the  lessee  may 
send  messages  over  the  public  wires  at  one-half  the  usual  charges. 
This  is  said  to  be  a  dead  letter  at  the  present  time,  but  was  one  of 
the  matters  specifically  mentioned  in  the  informal  complaint. 

The  following  tables  based  upon  statements  by  the  Western  ITnion 
and  the  Postal  for  the  year  ended  April  30,  1914,  and  by  the  Bell  com- 
pany for  the  year  ended  May  31,  1915,  show  the  extent  at  that  time 
of  the  Morse  service: 

Morse-service  mileage. 


In  pri- 
vate wire 
service. 

In  public 

wire 
service. 

Totals. 

Western  Union  

47,969 

17,28:? 
140,477 

926,504 
245, 695 
500,000 

972, 473 

Postal 

262, 978 

Bell  company                                                                             

1  640,477 

Total 

205, 729 

1,672,199 

1,877,928 

1  Includes  250,000  miles  of  telephone  circuits,  each  of  two  wires,  making  500,000  miles  available  for  super- 
mposed  Morse  service,  although  not  so  used  at  present  time. 

Morse-service  annual  revenues. 


From  private 
wires. 

From  public 
wires. 

Totals. 

?1, 084, 837. 66 

626,034.36 

1  2,218,638.23 

$38,640,000.47 

7,851,769.99 

2  9,411,423.66 

839,724,847.13 

Postal 

8,477,804.35 

Bell  company 

11,630,061.89 

Total 

3,929,510.25 

55,903,203.12 

'  59,832,713.37 

I  Includes  only  the  revenues  of  the  Bell  company:  not  of  its  subsidiary  local  companies. 
-  Not  Morse  service,  but  included  for  purposes  of  comparison. 

Although  Morse  private-wire  service  had  been  furnished  by  the 
other  respondenvs  for  some  time  before  the  Bell  company  entered 
that  field,  the  latter  company  has  gradually  increasecl  its  business 
mitil  in  1911  it  earned  considerably  more  than  half  of  the  private- 
wire  revenue  of  all' the  respondents,  whereas  10  years  before  its  pro- 
portion had  been  about  28  per  cent.  During  the  same  period  the 
private-wire  revenues  of  the  other  respondents  greatly  declined. 
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Full  talking  service  is  thus  described  in  a  circular  of  the  Bell 
company : 

Full  talking  service  consists  of  the  full  use  of  a  telephone  circuit  with  ter- 
minals, drops,  and  such  other  facilities  of  the  company  as  are  used  for  tele- 
phonic communication,  between  the  stations  named,  during  each  day  or  night, 
or  continiiously  for  the  period  specified  in  the  contract  for  such  service. 

It  is  further  stated  that  under  the  contract  one  end  of  a  full  talk- 
ing circuit  may  terminate  at  a  switchboard  in  the  company's  operat- 
ing station  instead  of  in  the  patron's  office,  thus  permitting  him  to 
call  for  any  telephone  number  within  the  local  exchange  area  of  the 
operating  station  and,  at  his  option,  allowing  any  telephone  sub- 
scriber within  the  local  exchange  area  to  call  for  connection  with  the 
full  talking  circuit.  Such  service  is  furnished  at  one  end  of  the  cir- 
cuit only,  and  additional  charges  are  made  for  the  special  exchange 
service  and  incidental  expense. 

In  telegraphic  communications  one  metallic  wire  is  used,  while  for 
telephonic  transmission  two  are  needed.  The  half  talking  service 
is  based  upon  the  theory  that  the  lessee  requires  the  use  of  only  one- 
half  the  facilities  of  a  full  talking  circuit  all  the  time,  or  all  the 
facilities  of  such  a  circuit  for  one-half  the  time.  Under  this  con- 
tract the  patron  may  call  for  exchange  service  as  often  as  he  desires, 
the  circuit  being  opened  with  as  little  delay  as  possible  and  released 
after  each  conversation,  the  aggregate  service  being  limited,  however, 
to  300  minutes  on  any  day. 

The  contract  for  short  talking  periods  gives  the  lessee  a  circuit  at  a 
certain  fixed  time  or  times  during  each  day.  There  is  no  service  of 
this  kind  between  10  a.  m.  and  12  noon,  as  the  "  peak  of  the  load  "  of 
telephone  toll  service  is  reached  between  those  hours.  During  other 
hours  of  the  day  or  night  the  short-period  rates  are  graded  down- 
ward from  the  average  toll  basis,  the  lowest  rate  being  at  night 
when  the  use  of  the  wires  is  at  its  minimum.  It  is  said  that  the  short- 
period  rates  are  designed  to  promote  the  use  of  the  facilities  at  such 
times. 

Talking  service  is  not  used  extensively.  Only  32  leases  for  full 
talking  service  are  shown  of  record.  The  average  length  of  the  cir- 
cuits is  97  miles,  and  the  maximum  218  miles.  The  record  shows  38 
lessees  of  half  talking  service.  The  average  length  of  these  circuits 
is  170  miles  and  the  maximum  length  424  miles.  Contracts  for  short- 
period  talking  service  are  more  frequent.  Many  of  these  provide  for 
daily  periods  of  15  minutes. 

The  rate  for  private-wire  Morse  servrce  is  usually  $20  per  mile  per 
annum,  the  mileage  being  that  of  the  short-line  railroad  between  the 
designated  terminals  and  via  the  route  of  the  drops,  if  there  are 
any.  It  appears  that  in  some  of  the  Southeastern  States  the  rate  is 
$25  per  mile  per  annum.  There  are  occasional  "  flat "  or  "  sched- 
uled "  rates  between  certain  cities  which  closely  approximate  the 
mileage  rate.  For  the  addition  of  drops  en  route  there  is  a  charge 
of  $500  per  annum  each,  except  that  the  charge  for  New  York  to 
Chicago  service  includes  one  drop  en  route,  with  additional  drops 
at  the  rate  of  $1,000  per  annum  each. 

Where  a  drop  is  desired  at  a  point  not  directly  efi  route,  the  service 
is  performed  over  a  branch  line,  termed  a  "  leg,"  extending  from  the 
direct  line  to  that  point.     For  such  service  the  charge  is  at  the  cus- 


KETURN   OF   THE  EAILROADS  TO  PRIVATE  OWNERSHIP. 


1829 


tomary  rate  for  the  leg  mileage  plus  the  charge  for  the  additional 
drop. 

The  Bell  company  furnishes  Morse  service  for  the  full  day  at  the 
half-talking-service  rate.  Five-sixths  of  the  contracts  for  half 
talking  service  cover  Morse-service  operation.  In  some  instances 
where  Morse  service  is  had  under  the  contract  for  half  talking  service, 
the  lessee  is  also  allowed  a  talking  service  for  a  stated  number  of 
minutes  immediately  before  opening  and  after  closing  the  Morse 
circuit. 

Rates  for  the  various  kinds  of  talking  service  in  effect  in  1915  are 
shown  in  the  following  table : 

Talking-service  rates. 


Rate 
per 
mile 
per 
annum. 


Full  talking  sen-ice: 

24  hours  daily 

Day  service,  8  a.  m.  to  6  p.  m 

Night  service,  6  p.  m.  to  8  a.  m 

Half  talking  service; 

Day  or  night  service,  continuous  or  noncontinuous,  for  300  minutes,  first  100  miles. 

Samo  for  each  additional  mile 

Short-period  talking  service  (basic  hourly  rate  for  daily  service,  6  days  weekly): 

From  12  midnight  to  1  a.  m 

From  1  a.  m.  to  2  a.  m 

From  2  a.  m.  to  3  a.  m 

From  3  a.  m.  to  4  a.  m 

From  4  a.  m.  to  5  a.  m 

From  5  a.  m.  to  6  a.  m 

From  6  a.  m.  to  7  a.  m 

From  7  a.  m.  to  8  a.  m 

From  8  a.  m.  to  9  a.  m 

From  9  a.  m.  to  10  a.  m 

From  10  a.  m.  to  12  m.,  no  service  and  no  rate 

From  12  m.  to  1  p.  m '. 

From  1  p.  m.  to  2  p.  m 


From  2  p.  m.  to  3  p.  m 

From  3  p.  m.  to  4  p.  m 

From  4  p.  m.  to  5p.  m 

From  5  p.  m.  to  6  p.  m 

From  6  p.  m.  to  7  p.  m 

From  7  p.  m.  to  8  p.  m 

From  8  p.  m.  to  9  p.  m 

From  9  p.  m.  to  10  p.  m 

From  10  p.  m.  to  11  p.  m 

From  11  p.  m.  to  12  midnight. 


$40 
40 
20 

25 
20 

2 
2 
2 
2 
2 
3 
4 
5 
6 
7 


For  fractions  of  hours  service  is  granted  at  proportionate  rates. 
Where  the  service  is  desired  for  less  than  six  days  per  week  the  rate 
is  found  by  the  following  rule : 

Divide  the  annual  rate  per  mile  for  six  days  per  weels:  by  6,  multiply  by  the 
number  of  days  per  weeli  desired,  and  add  the  proper  percentage  from  the 
following  table: 


Days  per 

week 

Add. 

desired. 

Per  cent. 

1 

50 

2 

40 

3 

30 

4 

20 

5 

10 

7 

None. 
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It  is  also  provided  that  service  may  vary  on  different  days  of  the 
weelc  as  to  amount  of  time  taken  and  hours  of  service,  requiring 
different  daily  rates. 

Private- wire  leases  have  been  divided  into  those  to  (1)  common- 
carrier  railroads,  (2)  the  public  press,  (3)  bankers  and  brokers, 
and  (4)  industrial  concerns.  There  is  no  complaint  here  concerning 
the  first  two  classes.  The  common  carriers'  use  of  private  wires  is 
quasi  public  rather  than  a  strictly  commercial  use.  Section  1  of 
the  act  to  regulate  commerce  specifically  provides  that  press  mes- 
sages may  be  separately  classified.  We  find  no  difficulty  in  conclud- 
ing that  it  is  not  unlawful  for  respondents  to  handle  messages  for 
common  carriers  and  the  public  press  through  the  medium  of 
existing  private  wire  arrangements.  Further  consideration  of  the 
questions  raised  in  this  proceeding  will  be  restricted  to  arrangements 
between  respondents  and  lessees  other  than  common  carriers  and  the 
public  press. 

At  the  time  of  the  hearing  approximately  80  per  cent  of  all  Morse- 
service  leases  were  taken  by  bankers  and  brokers,  who  operated  80 
per  cent  of  the  leased  mileage  and  paid  80  per  cent  of  the  leased-wire 
rentals.  Over  86  per  cent  of  all  private- wire  stations  were  on 
bankers'  and  brokers'  wires.  If  to  the  bankers  and  brokers  are 
added  the  meat  packing  and  the  iron  and  steel  industries,  the  aggre- 
gate rises  to  89  per  cent  of  all  leases  and  96  per  cent  of  all  mileage 
and  stations.  These  lessees  numbered  144.  Throughout  the  w^hole 
United  States,  as  served  by  these  respondents,  the  Morse-service 
lessees  other  than  bankers,  brokers,  packers,  and  iron  and  steel  in- 
dustries numbered  only  39,  and  operated  only  about  4  per  cent  of 
all  the  leased  mileage  here  under  consideration.  Practically  all  of 
the  industrial  lessees  of  Morse  service  are  among  the  larger  and 
more  powerful  houses  in  their  respective  lines. 

Bankers  and  brokers  also  take  the  talking  service,  but  the  majority 
of  lessees  of  such  service  were  in  other  lines  of  business.  This  was 
particularly  so  as  to  contracts  for  short-period  service.  About  27 
per  cent  of  all  talking-service  contract  revenues  was  paid  by  bankers 
and  brokers. 

Private-wire  systems  were  found  throughout  the  country,  but  by 
far  the  greater  mileage  was  in  the  northern  States,  from  the  North 
Atlantic  coast  to  the  Missouri  River.  Private  talking  service  w^as 
rarely  used  outside  of  the  North  Atlantic  States. 

A  few  of  the  larger  Morse  wire  systems,  numbered  for  convenience, 
are  described  below : 

System  1,  leased  by  a  banking  and  brokerage  house,  operated  four 
circuits  from  New  York,  N.  Y.,  via  four  different  routes  to  Chicago, 
111.,  and  one  circuit  thence  through  Salt  Lake  City,  Utah,  to  San 
Francisco,  Calif.  At  Salt  Lake  City  there  was  connected  a  circuit 
running  through  Butte,  Mont.,  and  Seattle,  Wash.,  to  Vancouver, 
British  Columbia.  Another  part  of  this  same  system  extended  from 
Chicago  north  through  St.  Paul,  Minn.,  to  Winnipeg,  Manitoba,  and 
south  through  Memphis,  Tenn.,  to  New  Orleans,  La.  There  were 
numerous  short  wires  connecting  with  the  circuits  above  described, 
and  a  large  number  of  terminal  and  intermediate  drops. 

System  2,  another  brokerage  lease,  extended  westward  from  New 
York,  and  included  three  wires  to  Chicago,  via  different  routes,  and 
one  wire  thence  to  St,  Louis,  Mo.    There  were  also  wires  from  New 
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York  to  Buffalo,  N.  Y,,  one  from  Boston,  Mass.,  through  New  York 
to  Baltimore,  and  another  from  New  York  through  northeastern 
Pennsylvania  to  Binghamton,  N.  Y.  This  system  also  included 
short  wires  and  legs  and',  like  most  brokers'  systems,  had  numerous 
drops. 

System  3  also  served  the  brokerage  business,  and  was  composed 
of  two  circuits  from  New  York  to  Chicago,  and  others  from  New 
York  to  Montreal,  Province  of  Quebec,  to  Boston,  Mass.,  and  to 
Philadelphia,  Pa.  Like  system  1  this  also  reached  from  Chicago 
to  Winnipeg,  and  there  was  a  circuit  between  Chicago  and  St.  Louis. 

System  4  may  be  described  as  a  brokerage  lease  well  adapted  to 
facilitate  trading  in  grain.  From  Chicago  a  line  to  the  northwest 
extended  through  Winona,  Minn.,  to  St.  Paul  and  Minneapolis, 
Minn.  A  wire  to  the  west  reached  Des  Moines,  Iowa,  Omaha,  Nebr., 
and  Kansas  City,  Mo.,  while  one  to  the  south  served  Peoria  and 
Springfield,  111.,  en  route  to  its  terminus,  St.  Louis.  Terre  Haute, 
Inch,  was  reached  by  a  leg  from  Springfield.  The  system  included 
a  wire  from  Chicago  through  Pittsburgh  and  Philadelphia  to  New 
York,  and  reached  Baltimore  by  a  leg  from  Philadelphia. 

System  5  served  a  packer  with  headquarters  in  Chicago.  From 
that  point  one  circuit  ran  to  Omaha  and  Sioux  Falls,  S.  Dak.,  a  sec- 
ond reached  St.  Joseph,  Mo.,  and  Kansas  City,  while  a  third  passed 
through  Des  Moines  to  Kansas  City,  and  thence  to  Fort  Worth, 
Tex.  A  fourth  circuit  connected  Chicago  and  St.  Louis.  From 
Chicago  a  wire  through  Pittsburgh  reached  New  York  and  Bos- 
ton, A  leg  from  New  York  to  the  south  extended  through  Phila- 
delphia to  Baltimore. 

Another  meat  packer  was  served  by  system  6,  which  covered  much 
the  same  territory  west  of  Chicago  as  did  system  5.  East  of  Chicago 
two  circuits  were  operated  via  different  routes  to  New  York,  each 
with  drops  on  the  way. 

In  the  iron-and-steel  industry  system  7  consisted  of  wires  via 
the  same  route  from  New  York  to  Chicago,  and  one  wire  thence  to 
St.  Louis;  while  system  8  was  comparatively  small,  reaching  only 
from  Chicago  through  Cleveland,  Ohio,  to  Youngstown,  Ohio,  with 
a  leg  to  Muncie,  Ind. 

The  larger  systems  serving  industrial  establishments  usually  con- 
nected general  offices  with  manufacturing  plant  and  distributing  sta- 
tions. The  smaller  industrial  lessees  generally  used  a  private  wire  to 
connect  office  and  plant  only. 

It  has  already  been  said  that  private  talking  service  was  con- 
fined almost  entirely  to  the  North  Atlantic  States.  As  compared  with 
the  private  Morse  wire,  these  talking-service  systems  were  quite 
short.  They  were  utilized  largely  to  effect  ready  communication 
between  offices  and  manufacturing  plants  of  the  lessees,  in  the  same 
manner  as  the  Morse  wires  were  used  by  industries.  Talking  service 
of  bankers  and  brokers  seemed  to  be  an  incident  of  banking  iDUsiness 
rather  than  of  brokerage;  the  reverse  is  true  of  the  Morse  wire 
leases  to  such  patrons,  the  brokers  preferring  Morse  to  talldng 
service. 

The  private  wires  of  bankers  and  brokers  were  used  primarily 
for  the  transmission  of  orders  and  reports  of  sales,  incident  to  ex- 
change trading,  and  of  communications  relating  to  such  orders  and 
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sales.  Next  in  importance  was  the  transmission  of  exchange  quota- 
tions. When  the  wire  was  not  in  service  for  any  of  the  foregoing 
classes  of  matter  the  operators  filled  in  with  news  and  gossip.  This 
included  information  concerning  the  state  of  the  market,  items  from 
the  morning  newspapers,  weather  reports,  political  news,  exchange 
rumors,  sporting  news,  and  other  miscellaneous  items  which  the 
broker  posted  in  his  office  for  public  information  to  stimulate  trade 
directly  or  indirectly.  This  gossip  reached  the  surrounding  country 
by  telephone,  and  some  of  it  eventually  found  its  way  into  the  news- 
papers. The  order  of  precedence  which  placed  orders  first,  quota- 
tions next,  and  gossip  last  was  apparently  based  upon  the  financial 
return  to  the  lessee. 

The  industries  leasing  private  wires  used  them  in  the  transmission 
of  interdepartmental  communications  between  general  offices,  manu- 
facturing plants,  and  distributing  stations,  which  were  the  depart- 
ments usually  connected  by  such  wires.  To  some  extent  such  systems 
are  analogous  to  the  so-called  P.  B.  X.,  or  private-branch  exchange 
service,  offered  by  telephone  companies.  The  P.  B.  X.  equipment, 
however,  is  usually  located  upon  the  premises  of  the  lessee,  and 
installed  for  his  private  use,  whereas  the  private-wire  equipment  is 
a  part  of  the  quasi-public  facilities  of  a  common  carrier,  was  as  a 
rule  installed  as  such,  and  is  entitled  as  a  matter  of  law  to  be  located 
under  the  right  of  eminent  domain. 

The  interdepartmental  communications  which  were  transmitted 
over  the  private  wires  of  industrial  lessee  generally  included  matter 
that  was  not  urgent  and  which  would  not  ordinarily  have  been  sent 
over  public  wires  at  message-toll  rates,  some  lessees  stating  that  not 
5  per  cent  of  the  matter  sent  over  the  private  wire  would  have 
gone  over  public  wires.  In  other  words,  having  the  wire  available 
for  maxinnim  capacity  use,  the  lessee  used  it  for  matter  that  would 
otl^erwise  have  been  mailed  whenever  it  was  not  needed  for  tele- 
graphic dispatches. 

The  highly  expeditious  service  of  the  private  wires  is  generally 
recognized.  In  the  brief  of  one  respondent  reference  is  made  to 
"the  almost  instantaneous  service  over  leased  wires."  The  ever- 
ready  facilities,  the  elimination  of  messenger-boy  service,  the  re- 
stricted vocabulary  adapted  to  the  needs  of  a  particuar  line  of  busi- 
ness only,  the  possibility  of  abbreviation  in  the  message  proper  and 
of  practical  elimination  of  address  and  signature,  the  freedom  from 
the  necessity  for  enciphering,  and  the  great  proficiency  in  manual 
operation  attendant  upon  handling  the  same  class  of  messages  day 
by  day,  are  conducive  to  a  high-class  private  service  which  the 
public  wire  can  not  give.  The  record  does,  to  be  sure,  indicate  as 
affecting  the  brokerage  business  that  the  public-wire  service  between 
certain  commercial  exchanges  is  at  least  as  rapid  as  any  private-wire 
strvice,  but,  granting  this,  the  former  is  a  class  of  service  which  is 
available  to  only  a  few. 

The  record  shows  a  usual  message-and-answer  speed  of  from  two 
to  four  minutes  between  New  York  and  Chicago,  with  occasional 
service  in  much  shorter  time.  Four  minutes  betewen  New  York  and 
San  Francisco  is  a  frequent  record,  and  two  or  three  minutes  between 
Chicago  and  San  Francisco.  Between  Chicago  and  a  country  grain 
station  in  Iowa  message  and  answer  were  handled  in  five  minutes. 
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These  are  instances  of  the  service  on  brokerage  wires,  with  a  trade 
effected  between  messages.  It  is  interesting  to  note  that  the  public- 
wire  service  of  one  respondent  between  Chicago  and  the  same  country 
grain  station  in  Iowa  shows  an  average  record  of  one-half  hour  each 
way.  Brokers  operating  private  wires  solicit  the  grain  trade  and 
point  to  their  highly  expeditious  telegraph  service  as  a  reason  for 
preferring  them  to  their  competitors  who  use  public  wires. 

An  industrial  concern  having  its  financial  office  1,000  miles  from 
its  plant  is  able  over  its  private  wire  to  obtain  almost  continuous  and 
immediate  message-and-answer  service  between  office  and  plant  daily, 
which,  its  representative  states,  is  impossible  over  the  public  wires. 

The  lessees  employ  and  directly  control  the  telegraphers  operating 
the  private  wires.  These  are  as  a  rule  men  of  more  than  average 
skill.  The  nature  of  the  service  results  in  the  constant  employment 
in  messages  of  what  may  be  termed  brokerage  or  industry  idioms 
incident  to  the  particular  business,  and  frequently  to  the  abbrevia- 
tion of  these  expressions.  The  greater  proficiency  due  to  using  a 
limited  vocabulary  is  reflected  not  only  in  greater  speed  but  in  greater 
accuracy  in  sending  and  receiving  messages. 

The  publicity  attending  the  transmission  and  handling  of  messages 
sent  over  public  wires,  and  the  accounting  therefor,  is  absent  in  the 
case  of  private  wires,  thus  rendering  the  use  of  code  unnecessary. 
Operators,  as  well  as  the  senders  and  receivers  of  private-wire  mes- 
sages, are  in  the  employ  of  the  lessee  and  his  correspondents  and  have 
a  direct  interest  in  their  welfare,%thus  insuring  a  high  degree  of 
secrecy. 

It  is  said  that  the  matter  transmitted  over  some  industrial  wires 
is  of  so  technical  a  nature  that  the  accuracy  of  service  over  the  public 
wires  can  not  be  depended  upon.  Telegraphic  discussions  of  chem- 
ical formulae  and  artistic  designs  are  instances  cited  as  possible  over 
private  wires,  but  impossible,  at  least  in  the  view  of  the  lessees,  over 
public  wires.  Abolishment  of  private  wires  would  make  it  necessary 
to  conduct  such  discussion  by  mail,  it  is  said. 

In  short,  this  service  is  recognized  as  being  not  only  highly  efficient 
but  the  most  efficient  service  generally  available  for  the  transmission 
of  intelligence. 

The  element  of  economy  in  private-wire  operation  is  something  as 
to  which  respondents  and  lessees  alike  failed  to  enlighten  us.  Wliile 
some  lessees  admitted  that  the  economy  of  leasing  wires  is  worthy  of 
consideration,  for  the  most  part  the  lessees  base  their  preference  for 
this  service  upon  its  higher  efficiency  and,  in  the  case  of  brokers,  the 
new  business  that  may  result  from  the  private  wire. 

The  efficient  operation  of  respondents'  telegraph  lines  requires 
them  to  provide  and  maintain  wire  facilities  in  excess  of  the  maxi- 
mum demand  therefor;  or,  in  other  words,  these  facilities  must  be 
more  than  sufficient  to  accommodate  the  peak  of  the"  load  of  business 
each  day.  It  necessarily  results  that  the  carrier  has  surplus  facili- 
ties at  all  times,  the  surplus,  of  course,  varying  during  the  day  as  the 
business  flucutuates.  The  telegraph  companies  assert  that  the  circuits 
leased  for  private  use  are  tKese  surplus  facilities  and  that  the  leasing 
thereof  does  not  in  any  way  reduce  the  facilities  necessary  for  the 
transmission  of  the  maximum  amount  of  public  business  at  all  times. 

An  application  for  a  private  wire  is  made  to  the  commercial  de- 


1834       RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

partment  of  the  telegraph  company.  It  is  referred  to  the  traffic 
department,  which  determines  whether  or  not  there  are  surplus  facili- 
ties available  between  the  termini  desired.  If  not,  further  study  is 
made  to  ascertain  whether  or  not  surplus  facilities  can  be  created 
by  rerouting  public  business  between  the  points  which  the  private 
wire  is  to  serve.  If  it  is  concluded  that  no  facilities  are  available, 
the  company  endeavors  to  rent  them  from  its  competitors.  Failing 
in  all  ways  to  create  the  necessary  facilities,  the  application  is  re- 
fused unless  the  applicant  will  sign  a  year's  lease  and  pay  six  months' 
rental  in  advance,  in  which  case  respondents  will  construct  the  neces- 
sary facilities. 

A  somewhat  different  situation  obtains  with  respect  to  the  Bell 
company's  leases  for  Morse  service.  That  company's  principal  public 
service  is  to  provide  the  means  for  transmission  of  intelligence  by 
telephone.  It  has  been  found  that  telegraphic  circuits  can  be  super- 
imposed upon  telephone  wires.  Thus,  the  Bell  company  can  secure 
a  Morse  circuit  on  each  telephone  wire,  and  practically  all  its  ISIorse 
private- wire  circuits  are  superimposed  upon  the  wires  used  for  tele- 
phone purposes.  Wires  so  used  lose  none  of  their  effectiveness  in 
telephone  service  and  in  long-distance  service  are  highly  economical. 
The  Bell  company  designates  the  facilities  leased  by  it  for  Morse 
service  as  a  by-product,  rather  than  as  surplus  facilities. 

But  manifestly  the  facilities  of  the  carriers  are  not  without  limit. 
There  come  times  almost  daily,  when,  on  account  of  storms  or  lesser 
atmospheric  disturbances,  accident,  or  other  cause,  telegraph  and 
telephone  communication  is  intefrupted.  ^Vlien  such  interruptions 
are  slight  the  remaining  facilities  are  apportioned  to  handle  the 
business  in  accordance  with  what  are  termed  precedence  lists,  which 
govern  the  priority  by  which  business  shall  be  transmitted.  Under 
these  lists  the  important  public  wires  take  precedence.  In  case  of 
complete  prostration  of  wires  the  precedence  lists  are  of  little  value. 
The  aim  is  to  transmit  the  messages,  and  to  accomplish  this  the 
officials  in  charge  seize  upon  the  most  promising  means.  Thus 
private  wires  may  be  taken  for  public  use. 

The  record  of  the  service  in  which  the  w^ire  facilities  of  telegraph 
and  telephone  companies  are  continuously  used  is  known  as  the  wire 
log.  Such  records  have  been  studied  by  an  examiner  of  this  com- 
mission in  conjunction  with  representatives  of  the  respondents,  and 
by  agreement  of  all  parties  of  record  the  result  of  that  examination 
is  before  us. 

It  appears  that  after  either  the  partial  or  complete  prostration  of 
telegraph  wires  the  private-wire  service  is  restored  more  rapidly 
than  the  public  service.  It  also  appears  that  public  wires  are  appro- 
priated for  private  use  on  such  occasions.  This  practice  was  frankly 
admitted  by  witnesses  for  the  Postal,  who  added  that  competition 
between  the  carriers  demanded  such  appropriation.  The  examina- 
tion made  of  the  effect  of  this  shows  that  at  such  times  of  partial 
interruption  there  was  a  somewhat  greater  delay  in  the  transmission 
of  public  messages  over  public  wires  affected.  No  attempt  was 
made  to  measure  the  delay  in  the  transmission  of  public  messages 
at  times  of  complete  prostration,  owing  fo  the  widespread  effect  of 
such  interruptions,  ' 

The  routing  of  private-wire  messages  is  somewhat  restricted  on 
account  of  the  drops  en  route,  and  such  messages  can  not  well  be 
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diverted  to  other  routes.  There  are  no  such  limitations  on  the  public 
business,  and  this  is  frequently  rerouted  in  times  of  interruption. 
Where  the  new  route  is, extremely  circuitous  it  is  said  that  this  is 
productive  of  delay  and  greater  possibility  of  error  in  transmission. 

Wire  prostrations  do  not  have  the  same  effect  upon  the  service  of 
the  Bell  company  as  upon  the  service  of  the  other  respondents.  Tele- 
phone transmission  requires  a  much  more  perfect  electrical  circuit 
than  does  telegraph  transmission.  An  accident  which  will  render 
telephone  communication  impossible  may  leave  the  wire  substan- 
tially perfect  for  Morse  service.  The  Bell  company  uses  Morse 
service  in  locating  and  removing  the  causes  of  interruptions  to  its 
telephone  circuits.  These  conditions  enable  the  Bell  company  to 
continue  to  furnish  Morse  service  to  private-wire  lessees  at  times 
when  its  public  telephone  toll  service  between  the  same  points  is  not 
in  operation. 

The  private-wire  contracts  contain  provisions  restricting  the  use 
of  the  circuit  or  wire  to  the  lessee's  own  business.  Thus  the  Western 
Union  contract  provides:  * 

It  is  understood  and  agreed  that  said  wire  lierein  provided  to  be  set  apart 
for  the  benefit  of  the  second  party  as  aforesaid  shall  be  used  by  it  only  in  the 
transmission  of  messages  foncerning  its  own  business  and  affairs,  and  that 
the  said  line  shall  not  either  directly  or  indirectly  V>e  used  in  any  manner  for 
the  transmission  of  messages  for  the  publif*  ftr  for  any  person  or  persons  other 
than  the  second  party. 

That  of  the  Postal  is  as  follows: 

It  is  understood  and  agreed  that  said  circuit  herein  provided  to  be  set  apart 
for  the  benefit  of  the  said  lessee  as  aforesaid  shall  be  used  by  it  and  its  em- 
ployees only  in  the  transmission  of  messages  concerning  the  business  and  affairs 
of  the  said  lessee,  and  that  tlie  same  shall  not  be  used  in  any  manner  for  the 
transmission  of  messages  for  the  pul)lic,  or  for  any  person  or  persons  other 
than  the  lessee,  nor  for  any  illegal  use,  and  the  opinion  of  the  lessor  that  said 
circuit  is  being  used  for  illegal  purposes  shall  be  binding  and  conclusive  on  the 
lessee. 

The  contract  of  the  Bell  company  reads: 

The  right  of  the  subscriber  is  to  use  the  instruments  and  connecting  wires, 
where  the  company  may  place  them,  under  such  rules  as  the  company  may, 
from  time  to  time,  presci'ibe,  for  the  purpose  of  personal  communication  be- 
tween persons  present  at  the  stations  named  below  upon  the  subscriber's  indi- 
vidual and  private  business. 

The  object  of  these  rules  is  to  prevent  the  transmission  of  what  is 
knoAvn  as  contraband.     In  its  brief  one  of  the  respondents  says: 

Contraband,  as  we  understand  it,  is  business  in  belialf  of  third  persons  having 
no  right  to  the  use  of  the  wire  and  passing  over  the  wires  either  as  a  matter  of 
courtesy  <ir  for  a  per-message  consideration. 

The  record  warrants  the  statement  that  these  provisions  are  prac- 
tically dead  letters.  The  Bell  company  admits  that  its  requirements 
is  not  enforced. 

Although  the  contracts  restrict  the  location  of  terminals  or  drops 
to  the  offices  of  the  lessee,  all  three  respondents  put  terminals  or 
drops  in  the  offices  of  third  parties,  designated  by  the  lessee  as  his 
"  correspondents,"  at  the  lessee's  direction.  The  term  "  correspond- 
ent "  is  very  elastic.  The  Western  Union  and'the  Postal  apparently 
insist  that  the  correspondent  must  be  engaged  in  the  same  line  of 
business  as  is  the  lessee,  but  the  Bell  company  does  not  impose  this 
condition. 
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Aside  from  the  location  of  terminals  and  drops  there  is  the  further 
question  of  the  matter  transmitted.  As  a  check  upon  this,  and  to 
determine  whether  or  not  the  messages  transmitted  are  within  the 
terms  of  the  contract,  respondents  claim  to  censor  the  messages. 
Only  the  Western  Union  contract  specifically  provides  for  censoring. 

Effective  censorship  would  require  the  constant  employment  of  a 
competent  operator  listening  to  the  messages  transmitted.  Even 
then  it  would  be  difficult  to  distinguish  between  the  messages  of  the 
lessee  and  those  of  another  person  engaged  in  the  same  business, 
and  the  use  of  code  would  render  detection  of  contraband  prac- 
tically impossible.  As  a  matter  of  fact,  none  of  the  respondents 
attempts  this  constant  supervision.  The  nearest  approach  to  it  is 
the  occasional  and  sporadic  use  of  such  an  operator. 

The  Bell  company  insists  that  it  has  an  effective  censorship  through 
the  medium  ,of  its  repeater  stations,  where  all  Morse  messages  are 
repeated  under  the  supervision  of  its  own  employees,  and  somewhat 
similar  systems  are  used  by  the  other  respondents.  Here,  also,  of 
course,  constant  supervision  of  each  wire  would  be  necessary  to  cen- 
sor all  messages.  At  least  one  lessee  claims  that  by  the  use  of 
what  is  known  as  a  "  telltale,"  an  arrangement  for  recording  messages 
on  a  tape,  all  matter  transmitted  could  be  recorded  and  examined 
by  respondents.  It  should  be  noted  that  a  practical  telegrapher 
employed  by  respondents  counts  the  telltale  worthless.  It  is  even 
admitted  that  the  inviolability  of  the  contract  could  hardly  be 
guaranteed  even  if  the  operators  were  respondents'  employees.  In 
the  last  analysis  respondents  depend  upon  the  good  faith  of  the 
lessees  rather  than  upon  any  censoring  to  insure  adherence  to  the 
f'ontract. 

We  proceed  to  a  review  of  the  actual  use  made  of  the  private 
wire?  as  shown  by  the  record. 

One  c-ii^cuit  between  New  York  and  Chicago,  leased  by  the  Bell 
company  to  a  brokerage  firm,  also  served  10  other  bankers  and 
brokers.  Th^se  had  no  contractual  relations  with  the  Bell  company, 
but  made  theii  arrangements  with  the  lessee,  paying  him  a  certain 
sum  per  annum  fo>'  the  service.  In  some  instances  the  service  thus- 
sublet  was  a  telegraph  service  rendered  over  a  short  or  pony  wire, 
installed  by  the  carrier  a>  the  request  of  the  lessee,  extending  from  a 
connection  with  the  leasee?  circuit  to  the  office  of  the  sublessee. 
In  other  instances  the  service  was  effected  by  means  of  telephone- 
communication  at  the  terminals.  This  lessee  termed  all  these  sub- 
lessees his  "  correspondents,  more  or  ies-s."  Apparently  economy  was 
an  important  consideration  with  the  lessee  and  the  sublessees.  It 
seems  that  this  arrangement  was  known  to  the  lessor  and  approved 
as  within  the  terms  of  the  contract. 

Another  lessee,  a  broker,  sublet  to  a  second  broker  admittedly 
not  a  correspondent.  Each  had  in  his  offices  in  the  terminal  cities 
facilities  for  Morse  transmission  and  each  employed  his  own  opera- 
tors. The  sublessee  stated  that  his  firm  could  not  well  afford  to 
lease  a  circuit  for  its  sole  use.  The  consideration  paid  by  him  to 
the  lessee  was  a  fixed  sum  per  annum. 

Similarly,  two  of  the  leading  packers  divided  a  leased  circuit  be- 
tween Kansas  City  and  Fort  Worth.  The  record  shows  other  in- 
stances of  subleasing  for  a  stated  consideration  per  annum  and  it  is 
said  that  such  arrangements  have  been  common  for  25  years. 
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In  at  least  one  case  a  lessee  handled  messages  for  others  over  the 
circuits  leased  by  him  on  a  per-trade  basis.  Here,  again,  the  cor- 
respondent theory  was  relied  upon.  But  frequently  the  transaction 
pertained  in  no  way  to  the  lessee's  business,  his  only  connection  there- 
with being  to  transmit  the  necessary  message  or  messages  over  his 
private  system,  receiving  as  compensation  what  is  called  a  wire  com- 
mission or,  as  some  private  users  bluntly  term  it,  a  toll.  This  is 
merely  an  agreed  share  of  the  commission  of  the  brokers  who 
negotiated  the  trade  over  the  private  wire. 

The  wire  commission  is  not  charged  on  the  basis  of  telegraph 
service  actually  performed,  the  agreed  share  remaining  constant 
regardless  of  the  number  of  messages  necessary  to  consummate  the, 
trade.  This  particular  lessee  claimed  that  the  telegraph  service 
rendered  by  him  in  such  a  transaction  was  no  confined  alone  to  the 
messages  relating  thereto,  but  included  quotations  and  gossip  over 
his  wire  on  the  theory  that  while  not  regularly  supplied  by  him  to 
the  parties  to  the  transaction  it  was  posted  in  the  private-wire  office 
and  therefore  available  to  them  and  to  their  customers. 

Some  lessees  claimed  that  the  carriers  knew  in  many  cases  that 
the  lessee  had  not  enough  business  to  justify  the  expense  incurred 
and  were  willing  to  have  the  service  sublet.  In  fact  there  seemed  to 
be  considerable  doubt  as  to  just  what  was  permitted. 

Some  of  the  instances  of  messages  transmitted  for  persons  other 
than  the  lessee,  and  sought  to  be  justified,  are  extreme.  For  ex- 
amj)le,  a  Chicago  broker  arranged  for  one  drop  in  the  office  of  a  cor- 
respondent in  Des  Moines  and  another  drop  in  the  office  of  a  second 
correspondent  in  Milwaukee.  These  two  correspondents  had  fre- 
quent transactions  with  each  other  over  the  private  w^ire.  aSTeither 
had  any  direct  dealing  with  the  lessor  carrier  and  neither  paid  for 
any  expense  connected  with  the  service  except  the  wages  of  his  oper- 
ators and  incidental  expenses.  The  only  consideration  moving  to 
the  lessee  from  these  correspondents  was  the  possibilitj^  that  their 
trades  would  stimulate  others  in  which  the  lessee's  services  as  a  broker 
might  be  required. 

The  record  warrants  the  conclusion  that  almost  any  message  will 
be  transmitted  over  a  broker's  wire  if  the  lessee  can  perceive  any 
direct  or  indirect  interest  in  the  transaction,  or  in  a  trade  that  may 
follow,  however  remote. 

Beyond  the  instance  already  mentioned,  where  two  packers  used  a 
wire  between  Kansas  City  and  Fort  Worth,  the  record  has  but  little 
to  indicate  use  beyond  the  terms  of  the  contract  by  industrial  lessees 
of  wires.  It  would  seem  that  the  nature  of  their  business  permits 
such  lessees  to  operate  well  within  the  contract  provisions. 

Throughout  the  proceeding  much  was  said  of  so-called  courtesy 
messages — that  is,  messages  transmitted  as  a  matter  of  personal  favor 
for  customers  or  employees  of  lessees,  and  not  in  any  way  pertaining 
to  the  lessee's  business.  These  are  said  to  be  fast  diminishing  in 
number.  Courtesy  messages  have  sometimes  been  handled  by  lessees 
for  their  competitors,  when  the  latter  for  one  reason  or  another 
have  been  unable  to  secure  prompt  service  over  the  public  wires.  As 
a  rule  no  compensation  is  asked  for  such  services,  but  instances  are 
cited  where  such  message  service  has  been  paid  for  at  the  regular 
toll  rates  of  the  telegraph  companies. 
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The  foregoing  statements  regarding  contraband  have  reference  to 
private  Morse  wires  only.  The  contract  of  the  Bell  company  for 
full  talking  service  contains  the  same  provisions  as  to  what  messages 
may  be  transmitted  as  does  the  half  talking  contract,  under  which 
that  respondent  leases  its  Morse  service.  Little  is  said  of  record 
concerning  the  matter  transmitted  over  talking  systems.  That  little 
is  to  the  effect  that  the  carrier  can  not  tell  whether  the  contract  is 
abused  or  not.  The  lessees'  good  faith  is  relied  on,  although  there 
probably  are  Avays  of  censoring. 

Diligent  inquiry  throughout  this  proceeding  has  failed  to  disclose 
the  source  of  the  mile-per-annum  rate  upon  which  private  wires  are 
leased.  Likewise,  neither  the  respondents  nor  the  lessees  have  en- 
lightened us  as  to  the  comparative  reasonableness  of  that  rate  and 
the  rates  charged  by  respondents  for  service  over  the  public  wires. 

In  estimating  the  value  of  the  service  in  its  bearing  upon  the  rea- 
sonableness of  the  rate  two  theories  might  be  advanced — first,  that 
the  actual  use  be  taken  as  the  standard,  and,  second,  that  the  maxi- 
mum capacity  of  the  facilities  be  the  standard.  It  is  natural  that  a 
lessee  should  endeavor  to  use  the  facilities  to  their  maximum  ca- 
pacity. Moreover,  the  use  would  vary  with  the  different  lessees, 
and  from  day  to  day,  so  that  it  would  be  practically  impossible  to 
secure  data  that  would  be  representative  of  all  leases  or  upon  which 
conclusions  even  approximately  fair  to  respondents,  lessees,  and  the 
public  could  be  based.  In  our  opinion  the  only  practicable  or  fair 
basis  is  the  maximum  capacity  of  the  facilities.  The  use  made  of 
them  seems  rather  a  matter  for  consideration  by  lessees,  or  pros- 
pective lessees,  to  determine  whether  or  not  the  attendant  expense  is 
justified  by  the  needs  of  their  business. 

As  bearing  upon  the  existing  rates,  we  shall  also  consider  such 
evidence  of  use  as  is  before  us. 

The  average  day  message  sent  over  public  telegraph  wires  contains 
11  words  in  the  body  and  14  in  the  address  and  signature.  On  a 
conservative  estimate  the  average  telegraph  operator  can  send  or 
receive  about  40  such  messages  in  an  hour.  In  private-wire  messages 
the  address  and  signature  usually  consist  ©f  one  word  each.  On 
the  basis  of  the  information  transmitted  it  may  be  said,  then,  that 
25  words  over  a  private  wire  would  contain  the  equivalent  of  the  body 
of  two  public-wire  messages  aggregating  25  words  each.  The  greater 
possibility  of  abbreviation  and  the  use  of  expressions  peculiar  to  a 
particular  business  enhance  the  advantages  of  the  private  wire. 

It  thus  appears  that  the  use  of  operators  of  average  ability  on  the 
private  wires  would  give  an  average  capacity  per  hour  equivalent  to 
the  information  contained  in  80  average  messeges  sent  over  the 
public  wires  between  the  same  points.  The  capacity  of  the  private 
wires  is  further  increased  by  the  employment  of  operators  who  are, 
as  a  rule,  especially  in  the  offices  of  brokers,  far  above  the  aA^erage  in 
ability.  It  should  be  borne  in  mind,  of  course,  that  the  employ- 
ment of  these  skilled  operators  increases  the  expenses  of  the  lessees. 

Another  advantage  accruing  to  the  users  of  private  wires  is  that 
operators  at  the  drops  along  the  route  can  listen  in  on  messages  pass- 
ing between  the  terminals.  Thus  matter  dispatched  only  once  may 
be  received  simultaneously  at  several  points,  increasing  the  capacity 
of  the  wire.  The  distribution  of  quotations  and  market  gossip 
is  generally  made  in  this  way. 
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The  expenses  of  the  lessee  for  this  service,  in  addition  to  the 
rental,  are  operators'  salaries,  incidental  expenses  such  as  stationery, 
and  a  fair  proportion  of  office  rent,  heat,  and  light.  The  rates  for 
private-wire  service  are  of  record.  Operators'  salaries  are  not  given 
for  the  individual  leases,  but  the  record  indicates  that  at  the  time  it 
was  made  the  average  salaries  per  annum  would  not  exceed  $1,500 
for  those  employed  by  brokers  and  $1,000  for  others.  Not  infre- 
quently private-wire  operators  at  country  stations  act  also  as  office 
managers. 

No  lessee  has  offered  figures  covering  the  incidental  expenses, 
although  one  stated  that  the  expenses  other  than  rental  usually 
equaled  the  rental.  As  the  rental  varies  with  the  length  of  the  wire 
while  the  other  expenses  bear  no  relation  to  such  length  this  hypoth- 
esis can  not  be  accepted  for  general  application.  It  seems  improb« 
able  that  the  incidental  expenses  would  exceed  the  salaries  of  the 
operators,  and,  merely  to  secure  some  basis  for  comparison,  we  shall 
assume  in  the  following  illustrations  that  they  would  be  the  same 
in  amount. 

Applying  expenses  reached  in  this  way  to  a  short  industrial  line, 
assumed  to  be  in  use  312  days  per  annum  from  8  a.  m.  to  5  p.  m., 
with  one  hour  for  midday  meal  deducted,  we  have  the  following: 

Rental,  53  miles  at  $20 .?!,  060.  00 

Salaries,    2    operators 2, 000.  00 

Incidental  expenses 2,000.00 

Total    expenses    per    annum 5,  OGO.  00 

Total  expenses  per  day    (312  days) $16.21 

Wire  capacity  per  day  of  8  hours messages 640 

Expense    per    message cents 2.  5 

It  is  said  that  this  particular  circuit  was  in  use  only  about  two- 
thirds  of  the  day.  On  this  basis  the  capacity  would  be  426  messages 
daily  at  a  cost  of  3.8  cents  each.  The  public-message  rate  for  10 
words  between  the  same  points  was  25  cents. 

Similar  results  are  reached  in  considering  private-wire  operations 
in  other  sections.  In  the  Middle  West  we  find  brokerage  wire  be- 
tween cities  where  the  public  telegraph  rate  is  40  cents  per  10-word 
message.  Assuming  the  broker's  wire  is  used  to  capacity  for  the 
six  hours  from  9  a.  m.  to  3  p.  m.,  or  a  little  later,  during  which  the 
record  shows  such  wires  are  normallj^  in  service,  we  may  compile 
this  statement: 

Rental,  498  miles,  flat  rate $11,240.00 

Salaries,    2    operators 3,  000.  00 

Incidental  expenses 3,  000.  00 

Total  expenses  per  annum 17,  240.  00 

Total  expenses  per  day    (312  days) $55.26 

Wire  capacity  per  day  of  6  hours messages 480 

Expense   per    message cents —  11.  5 

These  brokers'  wires  are  leased  from  6  a.  m.  to  6  p.  m.,  but  never 
so  used.  On  the  other  hand,  it  must  also  be  remembered  that  the 
capacity  of  these  operators  is  greater,  no  doubt,  than  that  on  which 
the  above  computation  is  based.  Furthermore,  there  are  intermedi- 
ate drops  on  this  wire  at  two  points,  and  for  the  additional  rental 
of  $500  per  drop  per  annum  and  the  additional  operators  and  inci- 
dental expenses,  there  is,  as  already  explained,  a  large  increase  in  the 
wire  capacity. 
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One  broker's  private  wire  extended  from  Chicago  to  San  Francisco 
with  drops  at  Omaha,  Nebr.,  Salt  Lake  City,  Utah,  and  Los  Angeles, 
Calif.  Assmning  that  it  was  used  to  capacity  six  hours  daily  the  ex- 
pense per  message  between  Chicago  and  San  Francisco  would  have 
been  as  follows: 

Rental,    2,466    miles $49,320.00 

Salaries,    2    operators 3,000.00 

Incidental  expenses 3,  000.  00 

Total  expenses,  per  annum 55,  .320.  00 

Total  expenses  per  day  (312  days) $177.31 

Wire  capacity  per  day  of  6  hours messages 480 

Expense   per    message cents 37 

The  10-word  message  toll  rate  between  the  same  two  points  was  75 
cents.  The  expense  of  this  wire,  so  far  as  Chicago-San  Francisco 
business  is  concerned,  was  increased  by  the  very  indirect  routing  via 
Los  Angeles.  Here,  again,  the  operators  are  of  more  than  average 
ability,  and  the  capacity  of  the  wire  is  increased  by  reason  of  the 
drops  en  route. 

Lessees  who  are  brokers  maintain  that  comparisons  should  not  be 
based  upon  the  public-message  rates  as  quotations  are  not  charged 
those  rates  and  gossip  would  not  be  sent  if  it  were  necessary  to  pay 
those  rates.  The  first  objection  is  based  on  the  fact  that  the  tele- 
graph companies  through  their  commercial-news  departments  fur- 
nish a  quotation  service  at  what  are  commonly  called  "  C.  N.  D." 
rates.  This  is  an  entirely  different  class  of  service  from  the  ordinary 
10-word  day-message  service,  and  the  rates  are  much  lower.  The 
quotations  of  the  various  exchanges  are  supplied  by  the  carriers 
under  contracts  whereby  the  exchanges  reserve  the  right  to  reject 
any  application  for  service.  The  charge  for  continuous  daily  quota- 
tions was  $150  per  month  for  each  line  of  quotations.  For  example, 
the  charge  for  continuous  quotations  on  stocks,  grain,  and  cotton 
would  have  been  $450  per  month.  Each  line  of  quotations  is  sent 
over  a  special  trunk  wire,  and  the  subscriber  must  receive  the  quota- 
tions through  his  own  operator,  in  his  own  office,  and  at  his  own 
expense.  Chicago  grain  quotations  would  average  about  3,500  words 
a  day,, the  maximum  being  about  6,000  words. 

This  service  for  any  line  of  quotations  is  available  only  at  points 
along  the  line  of  the  trunk  wire,  or  at  points  which  may  be  reached 
by  extension  not  exceeding  90  miles.  If  the  subscriber's  office  is 
more  than  90  miles  from  the  trunk  wire,  the  service  is  charged  for  at 
the  rate  of  $20  per  mile  per  annum ;  and  if  a  by- wire  is  not  available, 
the  service  can  not  be  rendered  at  points  off  the  trunk  line. 

Market  quotations  are  also  furnished  by  noncontinuous  service  at 
rates  much  lower  than  the  continuous-quotation  rate,  some  being  as 
low  as  $12  a  month.  This  service  entitles  the  subscriber  to  a  state- 
ment of  certain  quotations  at  fixed  hours  during  the  day,  delivered 
by  messenger  at  destination. 

The  objection  to  the  consideration  of  gossip  has  already  been  noted. 
Opinions  of  the  various  witnesses  as  to  the  value  of  gossip  were  not 
in  accord,  some  considering  it  practically  worthless  and  other  urg- 
ing that  it  is  of  considerable  value  to  correspondents,  customers, 
and  the  public  at  large.  One  broker  counts  it  "  highly  valuable," 
while  another  deems  it  an  "  absolute  necessity  "  in  its  effect  on  the 
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trading  public.  Many  lessees  insist  that  it  has  a  distinct  business 
and  news  value. 

It  can  not  be  said  that  it  should  be  transmitted  free  over  public 
wires,  and  there  seems  i>o  reason  for  asserting  that  in  estimating 
cost  of  service  it  should  be  assessed  nothing  on  private  wires.  The 
gossip  is  transmitted,  and  in  making  computations  there  seems  no 
alternative  but  to  assume  that  gossip  should  pay  the  rate  at  which 
service  most  closely  approximating  that  rendered  is  available  to 
the  public;  that  is,  the  day-message  rate.  While  the  value  of  the 
service  is  unquestionably  a  factor  to  be  considered  in  establishing 
rates,  the  value  of  a  telegraphic  communication  is  usually  known 
onl}'  to  the  sender,  and  matter  receiving  the  service  accorded  day 
messages  on  the  public  wires  is  charged  for  at  the  day-message  rate, 
regardless  of  variations  in  value. 

The  record  shows  the  details  of  two  days'  operations  of  a  broker's 
wire  from  Chicago  to  Kansas  City,  Mo.,  with  drops  at  Davenport, 
Iowa,  and  St.  Joseph,  Mo,  The  expenses  of  this  operation  were  as 
follows : 

Rental  of  wire,  including  two  drops,  per  annum $11,  000.  00 

Salaries  of  four  operators 5,  720.  00 

Total  allocated  expenses 16,  720.  00 

Incidental  expenses,  estimated 5,  720.  00 

Total  expenses,  per  annum 22,  440.  00 

Total  expenses,  per  day 71.  90 

Based  on  the  matter  transmitted  over  that  wire-  for  two  days,  the 
average  day's  business  would  be  as  follows : 

ORDERS  AND  REPORTS. 


Chicago 

Chicago . . . : . 

Chicago 

Davenport.. 
St.  Joseph... 
St.  Joseph... 
Kansas  City 
Kansas  City 


Davenport . . 
St.  Joseph.., 
Kansas  City, 

Chicago 

Chicago 

Kansas  City, 

Chicago 

St.  Joseph... 


113 


QUOTATIONS;  GRAIN  AND  PROVISIONS;  COTTON. 


Chicago 
Chicago 
Chicago 


Davenport 200 

St.  Joseph 200 

Kansas  City •  200 


600 


GOSSIP. 


Chicago . 
Chicago . 
Chicago . 


Total  equivalent  of  10-word  messages. 


Davenport.. 
St.  Joseph... 
Kansas  City. 


371 
371 
371 


1,113 


1, 826 
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At  this  time  there  were  no  stock  or  bond  quotations,  the  New  York 
Stock  Exchange  being  closed  on  account  of  the  European  war. 

In  computing  the  value  of  this  service  to  the  lessee  the  parties  are 
wide  apart,  except  in  their  agreement  that  the  orders  and  reports 
should  be  valued  at  current  public-message  rates,  and  that  at  such 
rates  the  charge  for  those  messages  would  be  $41.05.  The  extremes 
of  these  values  of  the  service  compare  thus,  the  maximum  value  being 
computed  on  behalf  of  the  opponents  of  the  private  wires  and  the 
minimum  on  behalf  of  the  Bell  company : 


Minimum. 


Orders  and  reports 

Quotations: 

Chicago  to  Davenport.. 

Chicago  to  St.  .loseph... 

Chicago  to  Kansas  City 
Gossip: 

Chicago  to  Davenport. . 

Chicago  to  St.  .Toseph... 

Chicago  to  Kansas  City 

Total  per  day 


50.05 


In  ascertaining  the  expense  incident  to  the  lessee's  operating  of  his 
wire  the  opponents  of  the  practice  include  only  the  rental  and  the 
operators'  salaries;  the  Bell  company  adds  about  20  per  cent  to  that 
total  to  cover  incidentals.  The  figures  thus  reached  show  $55.73 
and  $66.66  per  day,  respectively,  for  expense,  and  on  this  basis  the 
opponents  say  that  this  lessee  saves  $613.42  per  day  in  telegraph 
tolls,  while  the  Bell  company  concludes  that  the  lessee's  private  wire 
costs  him  $16.16  more  daily  than  the  real  telegraphic  matter  would 
cost  at  current  rates,  commercial  as  well  as  day-message  rates.  It  is 
suggested  that  this  $16.61  is  the  lessee's  payment  for  "  additional 
efficiency." 

Manifestly  the  proper  value  is  somewhere  between  these  extremes. 
It  has  been  shown  above  that  the  daily  expense  of  this  wire  may  be 
conservatively  t^ken  as  not  more  than  $71.90.  If  continuous-quota- 
tion service  were  rendered  to  this  lessee  or  his  correspondence  the 
rate  for  each  office  would  be  $300  per  month  for  the  two  lines  of 
quotations.  As  each  line  would  be  carried  on  a  separate  trunk  wire 
there  would  have  to  be  an  operator  in  each  office  on  each  of  the  two 
wires.  Under  such  circumstances  the  continuous-quotation  service 
for  grain  and  provisions,  and  for  cotton,  in  Davenport,  St.  Joseph, 
and  Kansas  City  may  be  estimated  as  follows : 

Subscription  for  two  lines  of  quotations : 

To  Davenport $300.  00 

To  St.  Josepli 300.00 

To  Kansas  City 300.  00 

Salaries  for  sis  operators 750.  00 

Total  expenses  per  month 1,  650.  00 

Total  expenses  per  clay 62.  32 

It  can  not  be  contended,  of  course,  that  quotations  to  the  extent 
of  2,000  words  per  day  would  be  the  equivalent  of  the  continuous- 
quotation  service  which  is  available  to  the  subscriber  at  this  expense 
of  $62.32,  for  t)ie  Chicago  Board  of  Trade  quotations  alone  average 
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3,500  words  daily.  But  clearly  the  private-wire  quotation  service 
is  superior  to  the  carriers'  noncontinuous  quotations.  One  promi- 
nent lessee  says  that  the  quotations  sent  over  his  private  wires  are 
"  approximately  continuous."  Another  sends  such  quotations  as  he 
considers  necessary  to  keep  his  branch  offices  informed  regarding 
fluctuations  of  the  market.  The  private-wire  continuous-quotation 
service  is  immediate,  and  even  though  its  quotations  are  not  so  ex- 
tensive as  the  carriers'  continuous  service  it  leaves  the  patron  free 
to  send  such  quotations  as  he  desires.  Quotations  usually  take 
precedence  over  gossip  on  brokers'  private  w^ires,  and  as  Chicago  sent 
3,716  words  of  gossip  it  may  be  presumed  that  the  quotation  sent 
included  all  that  the  lessee  desired.  The  brokerage  business  was 
extremely  dull  when  these  investigations  were  made,  and  it  is  fair 
to  assume  that  usually  the  orders  and  reports  would  constitute  a 
larger  proportion  of  the  total  matter  sent.  The  record  shows  one 
broker's  wire  which  serves  10  sublessees  and  carries  no  quotations. 

As  it  appears  that  all  quotations  desired  were  transmitted,  it 
would,  perhaps,  be  not  unfair  to  say  that  even  on  the  basis  of  the 
C.  N.  D  rates  the  quotation  service  was  worth  $62.32  daily.  But 
assuming  that  the  quotations  were  worth  one-third-  of  that  amount, 
$20.77,  and  estimating  gossip  on  the  basis  of  the  day-message  rates, 
we  have  the  following  cost  for  the  best  public  service  available  for 
the  transmission  of  this  matter  which  is  daily  handled  in  a  more 
efficient  manner  over  the  private  wire  at  a  cost  not  exceeding  $71.90: 

Orders  and  reports $41.  05 

Quotations 20.  77 

Gossip 408. 10 

Total 469.  92 

There  are  instances  of  record  where  the  use  of  the  private  wire  is 
such  that  the  same  matter  transmitted  over  public  Avires  would  cost 
less.  For  example,  an  insurance  company  leased  a  wire  between  New 
York  and  Chicago  at  an  aggregate  annual  expense  of  about  $21,000, 
while  its  messages  would  have  amounted  to  about  $17,000  per  annum 
at  public-message  rates.  A  Chicago  bank  wdth  a  private  wire  be- 
tween that  point  and  New  York  is  said  to  incur  an  annual  expense 
in  excess  of  $21,000  and  to  send  matter  which  would,  if  sent  over  the 
public  wires,  cost  about  $9,000  a  year.  On  the  other  hand,  an  eastern 
manufacturer  is  under  an  expense  of  about  $4,480  per  annum  to  send 
messages  that  would,  at  public-message  rates,  cost  approximately 
$8,100. 

The  foregoing  discussion  of  rates  and  costs  to  lessees  has  reference 
only  to  Morse  wires.  The  record  contains  little  concerning  the  prac- 
tical operation  of  taking  circuits,  beyond  the  attempt  of  the  repre- 
sentatives of  the  Bell  company  to  show  that  talking  service  is  in 
every  way  superior  to  Morse  service  for  private-wire  operation. 

The  talking  service  furnished  by  the  Bell  company  consists  in  each 
case  of  the  use  of  a  telephone  circuit  with  such  other  facilities  of  the 
carrier  as  are  used  for  telephone  communication  between  the  stations 
named  during  the  period  specified  in  the  contract.  Its  analogy, 
therefore,  to  ordinary  long-distance  toll  service  is  apparent.  This 
being  so,  it  is  of  interest  to  observe  the  economy  resulting  from  the 
use  of  talking  service  by  contract,  as  appears  from  the  following 
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table,  offered  of  record  on  behalf  of  the  respondent  Bell  company,  and 
showing  the  revenue  yield  from  its  various  rates  then  in  effect.  The 
element  of  economy  may  be  measured  on  the  basis  of  the  toll-message 
rate,  which  is  based  on  a  revenue  of  2  mills  per  mile  per  minute : 

Comparison  of  rates  in  mills  per  mile  per  minute. 

TELEPHONTE;  313  DAYS  ARE  USED  TO  THE  YEAR  UNLESS  OTHERWISE  STATED;  TWO 

WIRES. 


Rates  per 

mile  per 

mjnute, 

one  circuit. 


The  message  rate 

Short-period  basic  rate,  Sin  liour;  if  10  minutes  are  taken. . 
Public  news  telephone  (365  daj's);  if  15  minutes  are  takea 
Short-period  basic  rate,  $7  hour;  if  10  minutes  are  taken... 
Short-period  basic  rate,  J6  hour;  if  10  minutes  are  taken... 

Short  period  basic  rate,  .f  10  ham;  if  1  hour  is  taken 

Short-period  basic  rate,  $7  hour;  if  1  hour  is  taken 

Short-period  basic  rate,  S6  hour;  if  1  hour  is  taken 

Short-period  basic  rate,  $5  hour;  if  30  minutes  are  taken... 

Short-period  l>asicra1e,  S5  hour;  if  1  hour  is  taken 

Short-period  basic  rate,  $4  hoiu';    if  30  minutes  are  taken. . 

Half  talking  service  (first  inn  miles) 

Short-period  basic  rate,  $4  hour;  if  1  hour  is  taken 

Short-period  basic  rale,  $3  hour;  if  .30  nunutes  are  taken... 

Short -period  basic  rate,  S3  hour;  if  1  lioui-  is  taken 

Day  full  talking  service  (365  days) 

Public  news  telephone  (365  days);  if  5  hours  are  taken  .. . 
Short-period  basic  rate,  S2  hour;  if  30  minutes  are  taken... 

Short-period  basic  rate,  S2  hour;  if  1  hour  is  taken 

Full  talking  service,  24  hours  daily  (365  days) .. . 

Night  full  talking  service  (305  days) ". 


Mills. 
2.00 
1.17 
.86 
.82 
.70 
.64 
.45 
.38 
.37 
.32 
.30 
.27 
.26 
.22 
.19 
.18 
.18 
.15 
.13 
.07 
.08 
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Day  commercial  south  of  Ohio  River. . 

Day  press  associaticn., . 

Day  commercial  north  of  Ohio  River. . 

Day  newspaper 

Night  commercial  south  of  Ohio  River, 

Night  press  association .. . 

Night  commercial  north  of  Ohio  River 
Night  newspaper 


Mills. 


0.10 
.09 
.08 
,08 
.05 
.05 
.04 
.04 


While  there  is  little  of  record  concerning  the  character  of  the 
service  given  to  subscribers  for  the  various  talking-service  contracts, 
it  is  obvious  that  there  is  saved  to  the  subscriber  the  time  and  trouble 
incident  to  obtaining  a  long-distance  connection.  It  appears,  there- 
fore, that  the  private-wire  talking  service  is  more  efficient  than  public 
toll  service,  but  that  the  superiority  is  less  marked  than  in  the  case  of 
public  and  private  wire  Morse  service. 

Under  the  terms  of  section  1  of  the  act  to  regulate  commerce,  as 
amended  June  18,  1910,  the  provisions  of  the  act  apply — 

to  telegraph,  telephone,  and  ca)3le  companies  (whether  wire  or  wireless)  en- 
gaged in  sending  messages  from  one  State,  Territory,  or  District  of  the  United 
States  to  any  other  State,  Territory,  or  District  of  the  United  States,  or  to 
any  foreign  country,  who  shall  be  considered  and  held  to  be  common  carriers 
within  the  meaning  of  this  act,     *     *     *. 

And  it  is  further  provided  that — 

All  charges  made  for  any  service  rendered  or  to  be  rendered  in  the  trans- 
portation of  passengers  or  property  and  for  the  transmission  of  moSvSages  by 
telegraph,  telephone,  or  cable,  as  aforesaid,  or  in  connection  therewith,  shall  be 
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just  ilnd  reasonable ;  and  every  unjiist  and  unreasonable  charge  for  such  service, 
or  any  part  thereof,  is  prohibited  and  declared  to  be  unlawful :  Provided,  That 
messages  by  telegraph,  telephone,  or  cable,  subject  to  the  provisions  of  tliis 
act,  may  be  classified  into  daj',  night,  repeated,  unrepeated,  letter,  commercial, 
press.  Government,  and  such  other  classes  as  are  just  and  reasonable,  and  dif- 
ferent rates  may  be  charged  for  the  different  classes  of  messages. 

As  stated  above,  private-wire  contracts  were  in  force  for  many 
years  before  the  amendment  of  June  18,  1910,  made  telegraph  and 
telephone  companies  engaged  in  the  business  described  in  section  1  of 
the  act  subject  to  the  provisions  of  the  act.  Had  the  Congress  de- 
sired either  to  recognize  the  propriety  of  such  contracts,  or  to  forbid 
them,  it  could  haA'e  expressed  this  intent  in  appropriate  language. 
This  was  not  done. 

We  must  assume,  therefore,  that  the  lawfulness  of  private-wire 
service  depends  upon  wliether  or  not  private-wire  messages  are 
among  "  such  other  classes  as  are  just  and  reasonable  "  into  whicli  the 
carriers  may  classify  messages  transmitted  over  their  wires. 

In  construing  the  portion  of  section  1  quoted  above  we  said  in 
White  V.  Western  Union  Telegraph  Co.,  33  I.  C.  C,  500,  501 : 

Th  right  of  carriers  subject  to  the  act  to  initiate  their  charges  is  too  well 
established  to  need  citation  of  autliorfty.  Such  charges  are  prima  facie  reason- 
able, except  where  otherwise  provided  by  law.  Congress  has  here  provided 
that  messages  may  be  classified  into  "  day,  *  *  *  press,  *  *  *  and 
such  other  classes  as  are  just  and  reasonable,"  and  that  different  rates  may  be 
charged  for  the  different  classes. 

It  is  plain  that  botli  classification  and  charge  are  to  be  made  in  the  first 
instance  by  the  carrier,  and  it  follows  by  necessary  implication  that  the  carrier 
is  to  define  the  classes  and  formulate  such  rules  and  regulations  pertaining 
thereto  as  shall  be  just  and  reasonable.     The  initiative  is  with  the  carrier. 

See  also  Malone  v.  New  York  Telephone  Co.,  40  I.  C.  C,  185,  187. 

Some  question  is  raised  regarding  our  jurisdiction  on  the  ground 
that  respondents  are  subject  to  the  act  only  in  so  far  as  they  are  en- 
gaged in  "  the  transmission  of  messages,"  and  that  in  rendering  the 
private-wire  service  they  merely  lease  facilities,  the  messages  being 
transmitted  by  the  lessees.  With  this  refinement  we  can  not  agree. 
It  is  true  that  by  providing  his  own  operators  the  private-wire 
lessee  receives  a  service  that  differs  in  some  respects  from  that  ren- 
dered to  the  general  public.  The  fallacy  of  the  argument  is,  how- 
ever, clearlj^  shown  when  it  is  remembered  that  the  service  rendered  ' 
to  the  private-wire  lessee  corresponds  very  closely  with  that  furnished 
bj^f.^^lp^^j^ione  companies  to  their  subscribers.  We  do  not  understand]^ 
t|,g|^,.t^^ie,]j.\^'^^diptipnal  point  is  seriously  urged.    It  seems  clear  thaij^ 

"    '    ' '"^    are  .common  carriers  engaged  in  the  transmission  of  in^-^ 
,-),  ..r.^^.i,,.         ,     ...     .        UnionTel.Co.y.CaUPiid^l 

MoUle  County,  209  U.  Sl]^ 
0  U.S.,  364,  367.     Iti!^ 

^^j^ ^  .,,      .^      ,     ,.     ^  ,  .   ^^^  ^Iph  or  telephone  bet we^ii 

clifferenf  States,' Territories,  orTDist*ri6is  or  tti^  tJiii'ted  States  is  inf^-'^ 

Union 


1846       RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

clearly  states  that  the  provisions  of  the  act  shall  apply  to  any  cor- 
poration or  person  so  engaged. 

Complainant  claims  tliat  the  private-wire  service  is  a  wholesale 
service,  the  necessary  effect  of  which  is  to  give  lower  rates  to  those 
having  sufficient  business  to  justify  the  use  of  private  wires.  The 
Western  Union  and  the  Postal,  as  previously  stated,  call  it  a  surplus 
product,  while  the  Bell  terms  it  a  by-product.  The  receivers'  asso- 
ciation, while  alleging  that  the  charges  are  too  high  to  render  the 
service  available  to  any  except  the  largest  concerns,  claims  that 
such  charges  are  too  low  and  result  in  undue  preference  of  private- 
wire  lessees  and  undue  prejudice  to  users  of  the  public  wires. 

We  have  frequently  stated  that  the  co-called  wholesale  theory  has 
no  proper  place  in  the  rates  of  common  carriers.  In  one  of  the  first 
cases  decided  by  the  Commission,  Providence  Goal  Co.  v.  Providence 
(&  Worcester  R.  R.  Co.^  1  I.  C.  C,  107,  it  considered  a  rate  limited  to 
consignees  receiving  30,000  tons  or  more  of  coal  at  one  point,  this 
rate  being  10  per  cent  lower  than  the  unrestricted  rate.  In  con- 
demning the  rate  the  commission  said,  pp.  117,  118 : 

A  discrimination  such  as  the  offer  and  its  acceptance  by  one  or  more  dealers 
would  create  must  have  necessary  tendency  to  destroy  the  business  of  small 
dealers.  *  *  *  a  railroad  company  has  no  right,  by  any  discrimination  not 
grounded  in  reason,  to  put  any  single  dealer,  whether  a  large  dealer  or  a 
small  dealer,  to  any  such  destructive  disadvantage. 

And  in  Harvard  Co.  v.  Penn.  Co..,  4  I.  C.  C,  212,  224,  it  was 
said: 

In  such  a  ease  mere  quantity,  not  measured  by  a  recognized  unit  of  quantity 
adapted  to  carriage  and  lessening  the  expense  of  handling  and  carriage,  can 
not  be  allowed  to  affect  rates  in  the  transportation  of  property.  The  small 
dealer  is  entitled  to  .iust  and  reasonable  rates  on  his  product,  as  much  so  as 
many  and  large  dealers,  and  any  disci'imination  between  them  in  rates  based 
upon  the  idea  that  one  class  of  persons  makes  many  shipments  while  tlie 
other  makes  but  few  is  unjust  and  unreasonable  under  the  provisions  of  the 
act  to  regulate  commerce. 

In  repeated  decisions  we  have  held  that  "  the  mere  fact  that  cer- 
tain traffic  is  hauled  in  trainload  lots  can  not  be  made  the  basis  of 
rates  different  from  those  applied  to  shipments  in  single  carloads." 
Wood'ward-Bennetf  Co.  v.  S.  P.,  L.  A.  &  S.  L.  R.  R.  Co.,  29  I.  C.  C, 
664,  665,  and  cases  cited. 

The  principles  set  forth  in  the  foregoing  cases  have  been  con- 
sistently followed.     The  apparent  exception  in  establishing  lower 
rates  on  most  commodities  for  carload  than  for  less-than-cairlqad ' 
shipments  is  not  really  an    exception,    the    difference' 'brt'ii'g',"b'as6(i^ 


I^t,  Comm.  Coinm.  v.  q^^W^S".  R.  ^.,^220  IT;  S!,  2S5,'^4p.';^t^fef 
uimecessary  to  di^c^u^  Al^, '  f or  circus  trains  or  per  caV?rares''i[fi^^ 

'^fl'^o  far.^i^t3^i%^ 

ba^cl  up|0p  t^^e^^w^](^l^^e  .pi^Gsfy'^'wi^  have  no  difficult v  in  fihdihg  that 


RETUKN   OF   THE  EAILROADS  TO  PRIVATE  OWNERSHIP.       1847 

of  expense  and  that  revenue  derived  from  another  class  is  practically 
net  revenue.  This  theory,  carried  to  its  logical  conclusion,  would 
permit  a  railroad  to  charge  the  first  passengers,  up  to  a  given  number, 
entering  a  car  a  fare  sufficiently  high  to  cover  expenses  and  yield 
a  profit,  and  charge  passengers  over  this  number  a  lower  fare  on 
the  principle  that  they  were  receiving  surplus  transportation. 

In  determining  whether  or  not  private-wire  messages  are  among 
"  such  other  classes  as  are  just  and  reasonable,"  we  must  consider 
the  question  from  the  standpoint  of  the  whole  country  for — 

The  outlook  of  the  commission  *  *  *  must  be  as  comprehensive  as  tlie 
interest  of  the  wliole  country.  If  the  problems  whicli  are  presented  to  it 
therefore  are  complex  and  difficult,  the  means  of  solving  them  are  as  great 
and  adequate  as  can  be  provided.  Interstate  Comm.  Comm.  v.  CM.,  R.  I.  rf-  Pac. 
Ry.,  218  U.  S.,  88,  103. 

The  Postal  asserts  on  brief,  "  When  a  broker  leases  a  wire  and 
sends  over  it  the  telegraph  business  of  a  number  of  brokers,  he  is 
carrying  on  a  public  telegraph  business  and,  in  fact,  is  a  small  tele- 
graph company  in  himself,  doing  business  at  a  reduced  rate  and 
discriminating  in  favor  of  some  members  of  the  public  (i.  e.,  his  con- 
spirator brokers)  as  against  other  members  of  the  public."  In  Ware 
c&  Leland  v.  Mobile  County^  supra^  which  concerned  contracts  for 
sales  of  cotton  for  future  delivery,  in  connection  with  which  the  appel- 
lants used  a  private  telegraph  line,  the  Supreme  Court  said,  p.  412: 

The  appellants  are  brokers  who  take  orders  and  transmit  them  to  other  States 
for  the  purchase  and  sale  of  grain  or  cotton  upon  speculation.  They  are,  in  no 
just  sense,  common  carriers  of  messages,  as  are  the  telegraph  companies. 

Clearly  the  fact  that  in  Morse  service  the  lessees  furnish  their  own 
operators  does  not  divest  respondents  of  their  status  of  common 
carriers  as  to  messages  sent  over  the  private  wires.  If  this  were  so 
the  same  reasoning  would  support  the  conclusion  that  telephone  com- 
panies are  never  common  carriers  despite  the  express  provision  of  the 
act.  In  reaching  our  conclusions  we  are  not  unmindful  of  the  different 
liability  assumed  by  the  companies  when  messages  are  sent  through 
the  medium  of  their  operators. 

This  is  a  practical  question  and  should  have  a  practical  solution. 
In  effect  we  are  asked  to  abolish  the  private-wire  service.  But  in 
our  opinion  it  must  stand  or  fall  according  to  whetlier  or  not  under  a 
ji^st  and  reasonable  cl^ssifi^afciom  it  oiayrbe-reciogniKed  as  a  separate 
c|a^s^^o|,  tSQi^vifiie,'  h^vjjQg  idistinGtiY&. :lea|;iip^, icif  i^s- o^n^  >  While  the 
abolition  of  this  service  might  be  the  easi^t^ jwa^fffto r meet ; the  diffi- 
culties eneou^iterefi- itnf  i|a  r€*giilatijOni,!{w^;dQ(jaQtr.vfederstnnd  that  the 
act  confers  upon  us  arbitrary  power' in  regasrd'.ta  theTclassificationof 
messages  by  the  caj'riers,  but  that  we  must  iconsider  SucTicilassifica-' 
tipii  in  connection  with  the  myriad  details  incident  to  any  complicated! 
rate  problem.,:  As  was : said  in- Board  of.  Trade  :s.  Christie  Grain  S^ 
Si,iBfGJiv(Jp4  iR8  ■ijtfS^  g35,a?4;§5'yrfil^jaaltu.i'a[l!;evolutlon^iof  ;a  complfex'- 
society  are  to  be  touched  with  a  very  cautious  hand,  and  such  eortrsefJ 
att^ipp^^'pt^  rem€)dyirJoBr|the!;^ast)e  incid^Pit.  tio'iriveryisocialfuinctidn 
a§tf^r§i«i>ifl^rpi?P!l)iybi^W/ftftd|^^  te:^§)P'-iAa[  beii5jig.jairec>liaian&il^aiBlr{ 

va4n.f'vv<M^  >\c'\=^.v>^'^of<;?.??'c>~^T  v^V">  ?A^?.fn">'A     .gtfi'i  rauffiinirfr  e  erfrio-^siq 
'iJ^veryone  is  familiat  ^with  itieimS^?el6)is''detel(jpjaa€fatdf.mean§^o£\ 
ti;ansix)rtation  an4  c«nin)a$iiqatic(i>  cfeiOHg/JiieTlagt  abd /present >c^r'^.> 
tui:y.i  l^e^mays  v^CJ^:, l.ss^liae, SfclSit. '^Oaie 8aQ>  x«WQ^r'^n>  ac  period\'«f\ 
,.•^\   'A  :\   ">  ,L  .7  .(/>  ^^o'^  V*^'^^^^'^*^  'SSI  .GSI  ,.3  .0  .1  i-i:  ..o  >  .^  .^ 
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transition  or  attempt  to  govern  conditions,  perhaps  as  yet  unforeseen, 
by  hard-and-fast  rules  which  might  impede  the  natural  development 
of  the  country. 

Regulation  of  the  interstate  commerce  of  many  common  carriers 
of  different  types  has  been  confided  to  us.  Pipe  lines,  telegraph,  tele- 
phone, and  cable  companies,  whether  wire  or  wireless;  railroads;  and, 
under  certain  conditions,  water  carriers,  are  subject  to  the  provisions 
of  the  act.  Manifestly  the  operation  of  these  agencies  of  commerce 
should  be  regulated  in  a  broad  spirit  with  a  view  to  the  welfare  of  the 
entire  country  and  not  in  such  a  way  as  to  stifle  progress.  The  neces- 
sities and  limitations  of  the  various  means  of  transportation  or  com- 
munication must  be  recognized ;  and  the  greatest  care  must  be  exer- 
cised in  applying  to  one  kind  of  carrier  by  analogy  rules  found  neces- 
sary in  connection  with  a  different  kind  of  carrier.  This  thought  is 
expressed  in  the  following  excerpt  from  United  States  Tel.  Co.  v. 
Central  Union  Tel.  Co.,  171  Fed.,  130,  143: 

When  it  is  said  that  a  long-distance  teleplione  company  has  no  right  to  compel 
a  connection  witli  a  local  telephone  exchange  belonging  to  another  company 
(which,  of  course,  must  be  done,  if  at  all,  on  reasonable  and  fair  terms  to  the 
local  company),  for  the  same  reason  that  one  railroad  company  can  not  be  per- 
mitted to  run  its  engines  and  cars  loaded  with  its  freight  on  the  lines  of  another 
railroad  company,  no  account  is  taken  of  the  fact  that  the  law  as  applied  to 
railroad  companies  is  a  law  arising  out  of  convenience  and  necessity ;  for  it 
would  be  physically  impossible  and  unsafe  for  one  railroad  company  to  be  per- 
mitted to  run  its  cars  and  engines,  except  with  the  consent  of  the  other  company, 
over  another  company's  lines.    This  is  an  obvious  fact. 

But  in  the  reasoning  whereby  an  analogy  is  sought  to  be  shown  between  con- 
necting telephone  lines  and  connecting  railroad  lines  in  the  respects  referred  to, 
no  account  is  taken  of  the  fact  that  originally,  when  railroads  were  first  insti- 
tuted, the  theory  upon  which  they  were  given  the  right  of  eminent  domain  was 
that  the  line  of  railroad  was  in  truth  and  in  fact  in  every  respect  a  legal  high- 
way, and  that  in  the  primary  conception  of  railroads  it  was  intended  that  they 
should  be  used  as  highways — that  any  person  might  go  upon  them  with  his  own 
locomotive  and  cars  and  operate  them  under  reasonable  restrictions.  In  the 
stupendous  development  of  the  physical  facts  of  railroading,  this  theoretical 
and  basic  idea,  that  the  railroad  was  a  public  highway  in  the  large  sense  which 
I  have  described,  disappeared. 

It  appears  that  among  patrons  of  telegraph  and  telephone  service 
the  dissatisfaction  with  the  private-wire  service,  so  far  as  shown  by 
the  record,  is  practitatlly  conBaed  to  the  receivers'  association.    More- 
over, the  compMtitr5<](f^'its''jii6jnisfei1i  te>ftOti^^'so?mu!^*i'^'hg^iittS*  }1t4^al^[ 
wires  in  genem}^as'4gatinst>prl\'li^eowSf^^ff)b^k]f'^icd©iii:>fe§i^ 
them  iQfiSi{i^rainibvisi«e^i  -(^a  orli  sd  jrloira  sDiviag  ^uU  '±o  noiiilodji 

Th^yife<ao*h»'ibiiiik)ltit)fll  0*  *hJQC^afet^  ^|iMsfa^^if#@§»9oiefJigo 
fiMnapbtf!aAitoife)t'e)fI^oM)f feisjfils  Othf^wg^jf A^'ee-^:J^to  tlfefi^M  ^ii#kfe>'t]l§« 
rentffi^g(Klhi^iJ^afertfe©Wf^etiee  Willi ^llafJj)tar/!5riTl$ei¥lio^eKt^^ 
tliwtt  Jldi^cpfatgB^/ior  (^riKai^9wi^i8^tfeife«iaf^fe©i^5b^^faPtlftj«feff^rfiiitt^  * 
tBemMs^^s  of ^it ^fe^uFe^inml^d^te ^ref &-effifc(^>i ^?idi^.^th6fte^*^^9^«^^8f 
saifrgh<tha.t'britf<tB(Dd©mtfMta/liuigefeiYsiififefe-ci.^M  e^ut^  §fii  b^^fl't?.^^^ 
tbe'ilow  riat^  ban  ^bnnd  gnoituna  'p-yr  j;  divn  byilouoj  o6  o:t  9'ifi  vioiooa 

f'l5!tl-fetffi(?:btIw8<)ar«-ia^kedt^hfejoto  afetslfebfiJigcief^iggi^'l-  Wf)f^a3^^J5 
higiieifri^hte&Jo^rit.SfS^^  bAivgj^JftgJ^  §e«t^dbr!lli«iw^ifefe^<ii(^%[#^8rf5t§« 
prescribe  a  minimum  rate.    Kansas  City  Transportation  Burea'v^^^^' 

fS-fm-af^^'gicivbtlv^  ^fiKsffiP.sftJrnl?  @?iO.^i®8ffrl0a^  Pf%s^f^'M^mi'tm3^ 
PheJ&n'ffid^ous&'Pv&gmispm €i.r.Oj'€.^^£,s65&^a^o^^iX Wi/^'^  L:mi 
R.  R.  Co..  24  I.  C.  C,  129,  133;  Galloway  Coal  Co.  v.  A.  G.  S.  R.  R., 
40  I.  C.  C.  311.  315. 
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In  disposing  of  the  questions  presented  we  will  consider  first  the 
Morse  service  and  second  the  talking  service. 

It  is  well  settled  that  what  is  undue  or  unreasonable  preference  or 
advantage  is  a  question  of  fact.  Texas  <&  Pac.  Railway  v.  Inter- 
State  Com.  Com.,  162  U.  S.,  197,  219;  Int.  Com.  Com.  v.  Alabama 
llidland  Ry.,  168  U.  S.,  144,  170 ;  Western  Union  Tel.  Co.  v.  Call 
Fill).  Co..,  supra;  Int.  Comm.  ComTrv.  v.  Del..,  L.  &  ^¥.  R.  R.,  supra; 
United  States  v.  Loids.  &  Nash.  R.  R.,  235  IJ.  S.,  314 ;  Pennsylvania 
Co.  V.  United  States,  236  U.  S.,  351,  361.    . 

Upon  a  sufficient  showing  we  can  enter  an  order  requiring  the 
removal  of  unjust  discrimination  or  undue  preference.  Such  an 
order  is  in  the  alternative  and  in  the  case  of  rates  may  be  complied 
with  by  reducing  the  higher  to  the  level  of  the  lower,  by  increasing 
the  lower  to  the  level  of  the  higher,  or  by  placing  both  upon  some 
other  common  level.  Here,  however,  the  receivers'  association  seeks 
to  have  the  private- wire  charges  increased. 

The  record  justifies  the  conclusion  that  respondents  furnish  pri- 
vate-wire service  to  all  applicants  therefor,  at  least  to  the  capacity 
of  their  spare  facilities,  without  discrimination  and  in  the  order  of 
the  applications.  It  seems  clear  that  the  members  of  the  receivers 
association  might,  if  they  saw  fit,  apply  for  and  secure  this  service 
on  the  same  terms  as  others.  In  White  v.  Westej^n  Union  Telegraph 
Co.^  supra.,  we  said,  p.  502  : 

AH  cable  rates  above  mentioned,  other  than  those  for  press  service,  are  open 
to  the  public.  Complainants  may  avail  themselves  of  the  lower  rates,  and 
there  is  nothing  of  record  to  show  how  they  are  subjected  to  unjust  discrimi- 
nation when  they  elect  to  use  the  standard  service. 

It  is  alleged  that  this  is  a  wholesale  service.  But,  as  regards  the 
Morse  service,  the  record  does  not  support  this  assertion.  The  rate 
is  based  on  mileage,  not  on  volume  of  business,  and  there  appears  to 
be  no  minimum-mileage  restriction.  Mention  is  made  of  a  private 
wire  only  2  miles  long  used  by  Swift  &  Company. 

The  character  of  the  Morse  service  rendered  by  respondents  in 
connection  with  the  private  wires  differs  from  that  furnished  over 
the  public  wires.  This  is  summarized  as  follows  by  the  Bell  com- 
pany: 

The  telegraph  company  undertakes  to  collect  the  telegrams  either  over  the 
local  telephone  or  by  messenger,  collects  the  charge  for  transmission  either 
from  the  sender  or  the  addressee,  or,  in  lieu  thereof,  makes  a  record  throi:gh 
its  bookkeeping  department,  handles  the  telegram  over  its  counter  through 
its  recording  clerks,  passing  the  same  to  its  operators  by  means  of  messengers, 
transmits  the  telegram  over  the  wire  to  the  distant  point,  sometimes  after  sev- 
eral relays,  and  there,  after  making  a  copy  of  the  telegram  and  making  the 
proper  entries  upon  its  books,  delivers  the  telegram  by  messenger  to  the  person 
addressed.  The  very  telegram  itself,  instead  of  containing  only  the  words  of 
the  message  desired  to  be  conveyed  to  the  addressee,  usually  has  eighteen  to 
twenty  additional  words  or  characters  identifying  the  sender,  his  address,  the 
date  of  sending,  the  addressee,  his  address,  the  time  of  sending,  the  time  of 
receiving,  the  operator  sending,  the  operator  receiving,  the  number  of  the 
telegram  according  to  the  files  of  the  sending  office  and  the  same  of  the  receiv- 
ing office,  the  sending  marks  of  the  operator  at  either  end,  the  check  of  tlje" 
number  of  words,  information  as  to  whether  or  not  the  charge  for  the  trte- 
gram  has  been  paid  or  is  to  be  collected  from  the  addressee,  andi^iiolttaeri;^ 
necessary  information  to  complete  the  records  of  the  company,j[jIrj;j^fljql^,. 
tion  to  all  of  this  the  telegraph  company  maintains  its  own  offices,  na.j^s  for: 
its  own  light,  heat,  counter  clerks,  cashiers,  managers,  statioh^ix'  messsengers, 
and  other  overhead  expense,  and  assumes  under  the  law  full  legal  respon- 
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sibility  for  all  errors  or  delays  in  transmission.  In  the  case  of  the  leased-wire 
service  the  telegram  company  does  nothing  except  furnish  the  wire,  telegraph 
instruments,  and  electric  current.  The  user  furnishes  everything  else  and  as- 
sumes full  legal  responsibility  for  any  errors  made,  as  well  as  all  expenses  of 
operation. 

In  Texas  &  Pac.  Railway  v.  Interstate  Com.  Cam..,  supra,  the 
Supreme  Court  said  (p.  219)  : 

Commerce,  in  its  largest  sense,  must  be  deemed  to  be  one  of  the  most  im- 
portant subjects  of  legislation,  and  an  intention  to  promote  and  facilitate  it,, 
and  not  to  hamper  or  destroy  it,  is  naturally  to  be  attributed  to  Congress. 

Upon  the  facts  of  record  we  are  of  opinion  and  conclude  that  the 
so-called  Morse  private-wire  service  furnished  by  respondents  differs 
in  many  essentials  from  other  classes  of  service  and,  stripped  of  cer- 
tain abuses,  may  properly  be  placed  amon^  "  such  other  classes  as 
are  just  and  reasonable  "  into  which  respondents  are  authorized  by 
the  act  to  classify  messages  transmitted  by  them. 

On  the  question  of  discrimination  the  case  of  Penni  Refining  Co.  v. 
West.  N.  Y.  d'  P.  R.  R.  Co.,  208  U.  S.,  208,  is  instructive.  That  case 
dealt  with  certain  questions  arising  from  proceedings  before  this 
Commission  in  which,  among  other  things,  "  The  Commission  ordered 
the  defendants  to  cease  and  desist  from  charging  or  collecting  any 
rate  or  sum  for  the  transportation  of  the  barrel  package  on  shipments 
of  oil  in  barrels  over  their  respective  roads."  In  disposing  of  the 
case  the  court  said  (p.  221)  : 

We  are  unable  to  concur  in  this  view.  Because  circumstances  existed  which 
prevented  the  economical  use  of  the  tank  car  by  plaintiffs  (no  demand  being^ 
made  for  the  use  of  a  tank  car)  is  no  ground  for  finding  discrimination  in  the 
charge  for  the  weight  of  the  barrel  package  (such  charge  being  in  itself  not 
an  unreasonable  one),  while  none  is  made  for  the  tank  containing  the  oil.  It 
might  be  different  if  plaintiffs  desired  tank  cars  and  defendants  failed  to  fur- 
ni.sh  them  on  demand. 

We  are  of  opinion  and  conclude  that  the  Morse  private-wire  service 
is  not  shown  to  be  unjustly  discriminatory  or  unduly  prejudicial 
to  users  of  respondents'  public  telegraph  service. 

The  abuses  to  which  we  have  referred  seem  chiefly  to  be.  first,  the 
restoration  of  private  wires  after  interruption  before  the  needs  of 
the  general  public  are  adequately  cared  for,  and,  second,  the  sending 
of  what  are  known  as  "  contraband  "  messages. 

With  regard  to  the  first,  we  recognize  the  fact  that  we  have  '"  no 
control  whatever"  over  the  operation  or  physical  maintenance  of  car- 
riers subject  to  the  act.  The  Xeir  England  Investigation,  27  I.  C.  C, 
560,  616.  But  respondents'  services,  other  than  those  specified  in  the 
act,  can  be  recognized  as  a  legitimate  exercise  of  the  power  to  cla.ssify 
only  where  they  are  just  and  reasonable.  We  are  not  to  be  under- 
stood as  considering  just  and  reasonable  any  classification  which 
operates  to  restrict  to  a  few  persons  equipment  necessary-  for  the 
efficient  service  of  the  public.  In  this  connection  it  is  proper  to  state 
that  the  provisions  in  the  contract  of  one  respondent  that,  in  time 
of  interruption  to  the  private  wires,  the  public  wires  can  be  used  at 
half  the  regular  rates  is  unduly  preferential  and  must  be  eliminated. 

Xh?  second  point  raises  a  problem  in  which  the  practical  and  legal 
questions  presented  are  complicated  in  the  extreme.  In  the  last 
a-AMysii^  the  status  of  "  contraband  "  messages  can  be  determined  only 
ii^^^  «5^4!^J^j''o^j  f^pmpetent  jurisdiction.     Yet  the  question  is  squarelv 
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presented  to  us  and  it  seems  only  fair  to  the  parties  to  dispose  of  it 
in  so  far  as  we  can. 

The  analogy  between  the  private-wire  lessees  and  forwarders  of 
freight  has  been  urged  upon  us.  In  what  is  known  as  the  Forwarders 
€ase^  Int.  Comm.  Comm.  v.  Z>e?.,  L.  d:  W.  R.  i?.,  supra.,  the  Supreme 
Court  sustained  our  holding  that  mere  ownership  of  goods  tendered 
for  transportation  can  not  be  made  a  test  of  the  duty  to  carry  or  a 
basis  for  fixing  charges ;  and  that  under  the  act  to  regulate  commerce 
a  carrier  can  not  refuse  to  transport  carload  lots  at  carload  rates  be- 
cause the  goods  do  not  actually  belong  to  one  shipper  or  are  shipped 
b}"  a  forwarding  agency  for  account  of  others.  This  principle  is 
obviously  sound,  but,  as  stated  above,  great  care  should  be  taken  in 
applying  rules  for  the  regulation  of  railroads  to  that  of  telegraph 
companies.  In  forwarding  a  carload  of  freight  the  property  is  de- 
livered to  the  carrier  in  one  lot;  the  property  passes  into  its  posses- 
sion ;  the  quantity  is  definitely  known  and  is  paid  for  on  the  basis  of 
quantity,  subject  to  an  established  minimum  weight;  and  the  right 
to  ship  an  aggregated  lot  of  shipments  as  a  carload  lot  is  restricted 
by  the  established  rules  governing  mixed  carload  shipments.  In  the 
case  of  private-wire  service  the  messages  are  sent  at  various  times;  no 
propert}^  passes  into  the  hands  of  the  telegraph  company;  the  quan- 
tity can  be  known  to  the  carrier  only  after  the  messages  have  been 
transmitted  and  then  only  by  censoring  the  messages;  the  messages 
have  no  tangible  value;  and  usually  Uieir  value  would  be  known  only 
to  the  sender  and  recipient. 

In  the  case  of  private-wire  service  it  seems  entirely  proper  and, 
from  a  practical  standpoint,  ne(.'essary  in  the  interest  of  the  public 
to  apph'  some  reasonable  restrictions  to  the  service.  To  concede  the 
analogy  of  the  Forwarders  Case  to  the  private-wire  service  would 
■overlook  the  fact  that  the  application  of  the  doctrine  to  the  latter 
service  would  more  nearly  resemble  renting  at  fixed  rates  to  certain 
persons  freight  cars  in  which  the}'  might  transport  for  themselves 
and  others  whatever  articles  they  desired,  unknown  to  the  carriers 
and  regardless  of  the  charges  on  such  articles  when  shipped  by 
others.  Moreover,  the  holding  in  the  Forwardei's  Case  rests  directly 
on  the  inhibition  of  section  2  of  the  act  against  charging  one  person 
more  than  another  for  doing  "a  like  and  contemporaneous  service 
in  the  transportation  of  a  like  kind  of  traffic  under  substantially  sim- 
ilar circumstances  and  conditions."  220  U.  S.,  235,  at  p.  253.  Section 
2  is  by  its  terms  restricted  to  "  the  transportation  of  passengers  or 
property." 

We  are  of  opinion  and  conclude  that  respondents  are  justified  in 
inserting  in  the  contract  for  private-wire  service  a  provision  restrict- 
ing the  use  of  the  instruments  and  facilities  pi'ovided  to  the  trans- 
mission of  messages  concerning  the  business  of  the  lessee  or  lessees 
and  providing  that  messages  shall  not  be  transmitted  for  other  per- 
sons or  firms.  As  shown  above,  such  provisions  are  now  embodied  in 
respondents'  contracts,  but  it  is  said  that  they  are  not  enforced. 
AVhile  section  6  of  the  act  does  not  require  telegraph  and  telephone 
companies  to  publish  and  file  their  charges  for  interstate  transmission 
of  messages,  other  sections  require  that  such  charges  shall  be  just 
and  reasonable,  and  neither  unduly  preferential  nor  unduly  preju- 
dicial.    The  nonenforcement  or  discriminatory  enforcement  of  any 
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rule  affecting-  the  service  may  well  result  in  violation  of  these  pro- 
visions of  the  act.  Philli'ps  v.  Grand  Tr-rnik  Ry.^  236  U.  S.,  662.  So 
long  as  a  provision  remains  a  part  of  the  contract  it  should  be  en- 
forced. This  is  not  to  say  that  we  consider  it  unlawful  for  two  or 
more  persons  to  unite  in  securing  private-wire  service.  But  where 
this  is  done  all  should  be  named  as  lessees. 

While  recognizing  the  propriety  of  the  so-called  Morse  private- 
wire  service  as  a  separate  class  of  service  available  to  the  public 
upon  reasonable  compensation,  it  is  not  to  be  inferred  that  we  ap- 
prove the  existing  relation  between  the  charges  for  such  service  and 
those  for  messages  sent  through  respondents'  commercial  offices. 
Whatever  may  be  the  defects  in  the  examples  set  forth  earlier  in  this 
report  they  obviously  warrant  the  conclusion  that  respondents  are 
furnishing  the  more  valuable  service  at  a  relatively  lower  charge 
contrary  to  recognized  principles  of  classification. 

In  Western  Union  Tel.  Co.  v.  Call  Pub.  Co..,  supra.,  the  court  said. 
p.  100: 

As  a  consequence  of  this,  all  individuals  have  equal  rights  both  in  respect  to 
service  and  charges.  Of  course,  such  equality  of  right  does  not  prevent  dif- 
ferences in  tlie  modes  and  kinds  of  service  and  different  charges  based  thereon. 
There  is  no  cast-iron  line  of  uniformity  which  prevents  a  charge  from  being 
above  or  below  a  particular  sum,  or  requires  that  the  service  shall  he  exactly 
along  the  same  lines.  But  that  principle  of  equality  does  forbid  any  difference 
in  charge  which  is  not  based  upon  difference  in  service,  and  even  vv'hen  based 
upon  difference  of  service,  must  have  some  reasonable  relation  to  the  amount 
of  difference,  and  can  not  be  so  great  as  to  produce  an  unjust  discrimination. 

The  Postal  on  brief  says: 

We  do  not  hesitate  to  say  that  the  present  leased-wire  rate  is  unreasonably 
low,  as  compared  with  the  public  telegra'ph  rate.  There  can  be  no  dt>ubt  that 
the  amount  of  telegraph  business  which  can  be  sent  over  a  leased  wire  during 
the  day  would  cost  very  much  more  if  sent  at  the  public  rate. 

As  pointed  out,  however,  it  is  beyond  our  power  to  require  re- 
spondents to  increase  their  charges  for  private-wire  service.  And 
even  did  such  powder  exist,  we  can  not  assume  that  these  charges 
should  be  raised  rather  than  that  those  for  the  sending  of  day  mes- 
sages shoidd  be  reduced.  The  charges  for  messages  other  than  by 
private  wires  are  not  in  issue. 

Few  complaints  concerning  the  rates  and  service  of  the  three  re- 
spondents have  been  filed  with  us,  and  consequently  this  field  of 
regulation  has  been  little  touched.  Moreover,  we  appreciate  the  fact 
that  the  Bell  company  proper  furnishes  directly  no  other  form  of 
telegraphic  communication  to  the  public;  that  it  is  not  responsible 
for  the  commercial  rates  of  its  competitors ;  and  that  the  relation,  if 
any,  between  rates  for  telegraphic  and  telephonic  communication 
may  be  difficult  to  establish.  The  Bell  company  in  fixing  its  rates  as- 
sumed a  certain  relation  between  the  telephone  and  telegraph  service 
to  exist  based  upon  the  number  of  wires  in  the  circuit. 

We  are  convinced  of  respondents'  desire  to  have  their  rates  just 
and  reasonable  in  themselves  and  properly  related  with  respect  to  the 
various  services  performed.  They  should  consider  whether  or  not 
their  rates  for  Morse  private- wire  service  should  be  revised. 

Passing  now  to  the  private-wire  talking  service  furnished  by  the 
Bell  company,  we  are  unable  to  perceive  any  essential  differences  be- 
tween this  and  the  toll  service  rendered  the  general  public  by  that 
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company.  It  is  true  that  such  service  is  rendered  at  stated  times  and 
for  longer  periods  than  is  usual  with  toll  messages,  but  this  seems 
merely  an  application  of  the  wholesale  theory  which  we  have  so 
often  condemned. 

The  Bell  company  on  brief  concedes  that  the  cases  of  Hayes  v. 
Pennsylvania  Co.^  12  Fed.,  309,  and  United  States  v.  Tozer,  89  Fed., 
369,  which  "  hold  that  quantity  alone  offers  no  basis  for  a  difference 
in  classification,"  are  "  undoubtedly  good  law." 

Upon  the  record  we  are  of  opinion  and  find  that  the  classification 
in  this  respondent's  private-wire  talking  service  of  messages  by  tele- 
phone is  not  a  just  and  reasonable  classification,  and  that  in  maintain- 
ing this  talking  service  the  Bell  company  unduly  prefers  messages 
,sent  by  private  wire  and  the  lessees  of  such  wires  and  subjects  to 
undue  prejudice  messages  sent  at  the  toll  rates  and  the  senders 
thereof. 

By  virtue  of  the  President's  proclamation  dated  July  22,  1918,  all 
telegraph  and  telephone  systems  within  the  jurisdiction  of  the 
United  States  are  now  under  Federal  control.  The  authority  pri- 
marily to  determine  and  initiate  the  character  of  services  to  be  fur- 
nished by  these  systems,  and  the  concomitant  classification  and 
charges,  no  longer  rests  with  the  private  interests  which  are  respond- 
ents in  this  proceeding,  and  the  entry  of  an  order  would  serve  no  use- 
ful purpose.  Nevertheless,  since  this  statement  of  facts  so  far  as  they 
have  been  developed  and  the  incidental  discussion  may  be  beneficial 
in  the  form  of  a  public  report,  we  have  deemed  it  expedient  to  pro- 
mulgate this  report. 

By  the  Commission. 

[seal,.]  George  B.  McGinty, 

Secreta/ry. 


PART  11. 

RETURiN  OF  THE  RAILROADS  TO  PRIVATE  OWiNERSHIP. 


Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Wednesday^  September  3,  1919. 
The  Chairman.  We  will  now  hear  the  rej)resentatives  of  the  short- 
line  railroads. 

STATEMENT  OF  MR.  BIRD  M.  ROBINSON,  PRESIDENT    AMERICAN 
SHORT  LINE  RAILROAD  ASSOCIATION,  WASHINGTON,  D.  C. 

The  Chairman.  Mr.  Robinson,  please  give  your  name,  address,  and 
whom  you  represent. 

Mr.  Robinson.  Bird  M.  Robinson;  president  of  the  American 
Short  Line  Railroad  Association ;  now  temporarily  residing  in  Wash- 
ington. 

The  Chairman.  You  may  proceed,  Mr.  Robinson. 

Mr.  Robinson.  Mr.  Chairman,  there  are  about  800  short-line  rail- 
roads in  the  country.  They  aggregate  about  35.000  miles.  They 
have  cost  approximately  $2,500,000,000.  You  will  recall  that  the 
President  took  over  all  the  railroads  by  his  proclamation  in  De- 
cember, 1917,  and  that  in  a  hearing  before  this  committee,  in  this 
room,  when  the  short-line  railroads  presented  their  case  at  the  time 
the  Federal  control  bill  was  under  consideration,  and  after  about 
two  days'  time  had  been  devoted  to  that  hearing.  Judge  Payne, 
representing  the  administration,  announced  that  some  six  or  eight 
hundred  of  the  short-line  railroads  had  not  been  taken  over  by  the 
Government,  whereupon  we  produced  telegrams  from  the  Director 
General  to  the  various  lines  announcing  that  their  properties  had 
been  taken  over  and  were  under  the  control  of  the  Government. 
Notwithstanding  that  fact,  the  Director  General  insisted  that  they 
were  not  under  Federal  control.  Following  that  Congress  passed 
the  Federal-control  act  as  of  March  21,  1918,  and  included  a  definite 
provision  therein  that  independently  owned  and  operated  short-line 
railroads  were  and  should  be  a  part  of  the  general  railroad  system 
under  the  control  of  the  Government.  Notwithstanding  that  act 
of  Congress  the  Director  General  ignored  those  roads  and  refused  to 
take  them  over  or  to  have  anything  to  do  with  them,  leaving  them 
to  shift  for  themselves  and  they  have  been  left  to  shift  for  them- 
selves. He  proceeded  in  the  most  ruthless  manner  to  take  from 
them  everything  that  he  could  take,  everything  that  was  loose,  if 
I  may  use  the  word,  for  the  benefit  of  the  Government-controlled 
lines,  leaving  them  without  any  protection  or  any  assistance  of 
any  character  or  description,  so  far  as  the  Government  was  con- 
cerned. 
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Mr.  Hamilton.  Do  you  mean  that  he  took  the  rolling  stock? 

Mr.  RoBixsoN.  He  took,  in  many  instances,  the  engines  where  they 
had  more  than  he  thought  was  necessary.  They  were  bej'Ond  doubt 
legally  under  the  control  of  the  Government  from  the  date  of  the 
Federal  control  act  to  June  29,  1918,  Congress  having  settled  that 
question.  The  Eailroad  Administration  did  just  as  they  pleased; 
the}-  dealt  fast  and  loose  with  these  roads  during  that  period.  Dur- 
ing that  period  there  can  be  no  question  but  that  all  of  these  lines 
were  under  Federal  control,  and  the  administration  exercised  just  as 
much  authority  as  they  cared  to.  They  issued  orders  to  the  short 
lines,  which  caused  such  roads  to  increase  the  wages  of  employees,  and 
on  the  29th  and  30th  days  of  June,  1918,  and  for  some  days  after  the 
1st  day  of  July,  the  general  counsel  of  the  director  general  issued  or- 
ders of  relinquishment,  notwithstanding  the  fact  that  Congress  was 
then  passing  a  joint  resolution  which  specifically  determined  that 
these  short  lines  were  under  Federal  control  and  should  remain  so  so 
long  as  the  connecting  lines  were  retained  under  that  control. 

The  then  chairman  of  this  committee  kept  the  House  of  Congress 
in  session  until  about  7  o'clock  in  the  evening  on  June  29,  1918,  so  as 
to  pass  the  joint  resolution  with  some  amendments  made  by  the  Sen- 
ate. Notwithstanding  the  administration  knew  that  Congress  was 
acting  upon  that  matter,  they  proceeded  to  issue  orders  of  relin- 
quishment, not  only  up  to  that  hour  but  for  some  two  or  three  days 
thereafter.  The  President  vetoed  that  resolution  and  promised  aid 
to  the  roads.    He  said : 

I  quite  agree  that  practically  all  of  these  should  be  retained  and  that  they 
should  not  only  be  retained  but  that  they  shoiild  be  accorded  a  fair  division  of 
joint  rates — a  fairer  division  than  some  of  them  have  been  accorded  hitherto — - 
an  equitable  allotment  of  cars  and  motive  power,  and  lair  routing  arrangements. 

That  promise  has  not  been  met,  either  in  letter  or  spirit.  Director 
General  Mci\.doo  openly  and  notoriously  disregarded  it  in  every  way, 
and  his  administration  not  only  did  not  give  a  fair  division  of  joint 
rates,  allotments  of  cars  and  motive  power,  and  fair  routing  arrange- 
ments, but  he  actually  and  ruthlessly  took  from  the  short  lines  sub- 
stantially all  their  competitive  business  and  attempted  to  decrease 
their  divisions,  a  thing  we  have  resisted  earnestly  and  with  some  de- 
gree of  success. 

We  finally  succeeded,  after  months  of  effort,  in  inducing  Director 
General  McAdoo  to  agree  upon  a  standard  form  of  contract  which 
the  Government  was  to  make  with  the  short  lines,  but  we  have  found 
it  most  difficult  to  induce  the  administration  to  actually  make  the  con- 
tracts with  the  individual  lines.  Only  113  of  such  contracts  have  been 
made  notwithstanding  our  constant  and  continued  efforts  to  get  such 
contracts  made.  The  policy  pursued  has  been  to  procrastinate,  and, 
when  a  contract  is  made,  to  limit  the  benefits  that  should  go  to  the 
short  line  making  it.  In  every  case  presented  where  substantial 
benefit  would  move  to  the  respective  short  line,  the  administration  in 
some  way  or  for  some  reason  declined  to  enter  into  the  contract.  In 
the  meantime  it  continued  the  practice  of  diverting  the  competitive 
business,  of  forcing  up  the  wages  of  employees,  increasing  the  prices 
of  cross  ties  and  other  material  produced  on  the  short  lines,  and  in 
many  other  ways  inflicting  heavy  losses  without  giving  any  consid- 
eration or  benefit  in  return. 
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That  situation  has  been  most  serious  with  most  of  these  short 
lines,  and  a  very  large  percentage  of  them  would  have  gone  into 
the  hands  of  receivers,  except  for  this  one  fact.  As  a  rule  they 
belong  to  the  best  men  in  their  communities,  men  of  the  largest 
means,  men  who  have  had  that  public  spirit  which  has  caused  them 
to  go  in  and  build  these  railroads  for  the  benefit  of  the  communities. 
These  roads  belong  to  that  class  of  men,  and  to  meet  this  situation 
they  have  used  their  individual  credit  to  the  extent,  some  of  them, 
of  becoming  seriously  embarrassed  financially.  But  for  support 
of  these  local  owners  these  properties  would  have  gone  into  liqui- 
dation, and  if  they  do  not  receive  some  real  consideration  in  the 
legislation  which  Congress  is  to  pass  there  will  be  wholesale  liquida- 
tion and  loss  throughout  this  whole  country. 

Mr.  Hamilton.  You  state  that  a  number  of  the  roads  have  had 
great  hardships  because  they  could  not  pay  the  interest  on  their 
bonds  ? 

Mr.  Robinson.  A  great  majority  of  these  short  lines  have  not  paid 
the  interest  on  their  bonds  during  these  two  years  and  the  bond- 
holders have  all  refrained  from  taking  possession,  because  it  is  not 
an  inviting  proposition  to  take  a  road  from  the  owners  and  have 
it  on  their  own  hands  with  all  that  that  involves.  We  are  convinced 
that  a  very  large  percentage  of  them  have  not  paid  the  interest  on 
their  bonds  during  Federal  control  and  many  of  them  have  not 
been  earning  their  operating  expenses. 

We  have  not  prepared  any  plan  for  the  solution  of  the  railroad 
problem,  but  we  have  adopted  some  very  definite  principles  that  we 
know  are  necessary  for  the  protection  of  these  roads  and  for  the 
protection  of  the  communities  which  they  serve.  The  principles 
referred  to  were  very  carefully  considered  in  a  convention  of  these 
short  lines  which  was  held  here  in  June.  That  was  the  largest  rail- 
road meeting  ever  held  in  this  country.  There  were  more  delegates 
present,  more  persons  interested,  the  real  owners  of  the  property 
were  there  considering  this  subject.  Some  of  the  best  posted  men 
in  the  United  States  on  the  railroad  problem,  your  chairman  and 
your  ex-chairman  among  the  number  were  present  and  addressed 
the  delegates. 

The  principles  which  were  adopted  have  been  formulated  into 
amendments,  largely  to  the  Esch  bill,  and  our  Mr,  Cain,  of  Texas, 
who  has  been  attending  your  hearings,  is  here  to-day  and  will  now 
present  to  you  those  amendments,  I  want  to  say  in  connection 
therewith  that  we  regard  them  as  the  minimum  of  which  can  be 
accepted  if  these  roads  are  to  continue.  We  will  have  but  four  or 
five  witnesses,  Mr.  Cain  being  our  principal  one.  After  these  wit- 
nesses have  finished  I  will  take  the  liberty  of  addressing  you  again 
on  the  principles  involved  in  the  general  legislation. 

Mr.  Denison.  Mr.  Robinson,  before  you  close,  I  want  to  ask  one 
question :  Did  the  increases  in  wages  which  were  made  by  the  ad- 
ministration during  the  period  of  Government  control  apply  also  to 
the  short-line  roads  ? 

Mr.  Robinson.  Yes  and  no.  Many  of  them  complied  literally  with 
Order  27,  which  was  the  wage  order  and  certain  supplements  that 
were  issued  thereto.  The  great  majority  of  the  short  lines  did  not, 
theretofore,  pay  the  standard  rate  of  wages,  but  they  had  to  increase 
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the  wages  which  they  were  paving  as  a  result  of  the  fact  that  the 
standard  on  the  main  lines  had  been  increased,  and  in  most  instances 
the  increases  that  were  made  by  the  short  lines  amounted  to  a  larger 
percentage  than  did  Order  27  on  the  roads  paying  standard  wages. 
I  had  that  up  with  Director  General  McAdoo  before  we  agreed  upon 
the  standard  form  of  contract  for  short  lines.  We  got  reports  from 
a  very  large  percentage  of  these  roads,  and  demonstrated  to  Director 
General  McAdoo  that  the  short  lines  had.  in  most  cases,  increased 
wages  a  larger  percentage,  although  they  did  not  reach  the  standard 
wage  paid  on  the  main  lines  in  many  cases. 

Mr.  Denison.  Did  the  short  lines  have  to  pay  the  back  pay  as  was 
done  on  the  standard  roads  ? 

Mr.  EoBi^csGX.  In  many  cases  they  did.  but  not  universally  so. 

Mr.  Dexisox.  Wliy  did  they  not  in  all  cases?  Why  did  they  not 
have  to  do  that  ? 

Mr.  EoBiNsox.  They  succeeded  in  handling  their  employees  by 
demonstrating  that  their  income  was  such  that  it  was  an  impossi- 
bility to  pay :  that  they  did  not  have  the  money. 

Mr.  Dexisox.  Are  not  the  men  on  the  short  lines  members  of  the 
brotherhoods  ? 

^Ir.  EoBiNsox.  Largely,  but  not  universally. 

Mr.  Dexisox.  Xow.  let  me  ask  you  another  question.  Mr.  Robinson: 
Did  the  increase  in  freight  rates  made  by  the  administration  apply 
likewise  to  the  short -line  roads  ? 

Mr.  EoBixsox'.  As  to  those  lines  that  were  nominally  under  Federal 
control,  if  I  may  use  that  term,  or  legally  under  Federal  control  up 
to  the  30th  of  June,  the  increase  did  apply,  because  they  succeeded 
in  filing  their  rates  before  the  order  of  relinquislunent  took  effect, 
and  therefore  they  were  independent  of  the  State  commissions.  Some 
of  the  States  commissions  resisted  the  increase,  and  it  was  some 
months  before  the  roads  succeeded  in  getting  the  increase  put  in.  I 
think,  however,  the  increase  finally  did  become  effective  in  all  the 
States.  The  increase  of  2.5  per  cent  applied  to  the  entire  movement 
of  the  traffic,  not  merely  to  the  short  lines"  proportion  of  the  rate, 
and  in  many  cases,  in  fact,  a  very  large  number  of  cases,  the  adminis- 
tration would  not  permit  the  short  line  to  participate  in  the  increase. 
They  said.  "  Your  division  is  fixed  and  we  will  take  all  the  2.5  per 
cent."  and  in  many  cases  they  did  take  it  all.  There  are  a  number 
of  cases  that  we  are  contesting  with  the  administration  over  the  fact 
that  they  took  the  entire  2-5  per  cent  increase  and  gave  the  short 
lines  no  part  thereof.  I  call  your  attention  to  the  fact  that  the  per- 
cenage  of  increase  in  wages  by  short  lines  greatly  exceeded  their 
percentage  of  the  25  per  cent  increase. 

The  Chaikmax.  I  suppose  one  justification  for  the  lower-wage  scale 
on  the  short  lines  is  due  to  the  fact  that  the  employees  on  the  short 
line  live  at  their  homes  and  can  be  home  practically  every  night. 

Mr,  EoBixsox'.  That  is  one  of  the  elements  that  enters  into  it. 
There  are  many  elements.  One  is  that  frequently  the  older  men,  men 
who  have  served  their  time  on  the  main  lines  and  are  not  able  to  con- 
tinue in  that  service,  very  much  prefer  to  work  on  a  short  line  and 
accept  smaller  compensation,  where  they  can  be  at  home  and  where 
the  work  is  lighter.  There  are  other  things ;  for  example,  some  of  the 
employees  have  not  had  experience  sufficient  to  enable  them  to  get 
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positions  on  the  main  lines ;  in  fact,  it  is  quite  the  ordinary  tiling  for 
the  short  lines  to  employ  men  to  operate  engines  that  could  not  suc- 
ceed in  getting  like  employment  on  any  of  the  main  lines.  A  number 
of  other  things  enter  into  it ;  hence,  the  employees  are  willing  to 
accept  less  compensation  on  the  short  road  where  they  have  every 
condition  that  is  easy  and  favorable,  as  compared  with  the  more 
strenuous  work  on  the  long  lines. 

Mr.  Watsox.  Mr.  Robinson,  were  not  a  majority  of  these  short 
lines  completed  previous  to  1910  and  very  few  built  since  that  time? 

Mr.  RoBiNSOx.  Yes;  the  verj'  large  majority  of  them  were  built 
prior  to  1910. 

Mr.  AVatson.  Up  to  1910  were  they  making  their  operating  ex- 
penses and  the  interest  on  the  bonds? 

Mr.  RoBixsoN.  A  majority  were.  In  800  lines  the  conditions  are 
so  varied  it  is  rather  difficult 

Mr.  Watson  (interposing).  What,  in  your  opinion,  is  the  reason 
they  have  not  been  successful  since  1910? 

Mr.  Robin sox.  Very  largely  due  to  governmental  restrictions. 
Until  within  a  short  period  the  Government  regulation  has  been  ad- 
ministered largely  b}'  the  State  commissions  and  they  have  limited 
in  various  ways  what  could  be  done.  One  of  the  principal  reasons 
is  that  the  main  lines  have  heretofore  done  as  they  pleased,  so  far 
as  the  division  of  the  joint  rate  is  concerned.  The  big  fellow  would 
take  what  he  wanted  out  of  the  joint  rate  and  say,  "  You  can  have 
the  balance."  One  of  the  things  that  handicaps  the  competing  short 
lines  is  that  the  larger  lines  trade  business  as  between  one  another 
and  deprive  the  short  lines  of  any  participation  in  competitive 
traffic.  Mr.  Cain  and  Mr.  Cass  are  going  into  the  matter  rather 
fully. 

Mr.  Watson.  The  short  lines  have  been  of  great  benefit,  however,  to 
the  communities,  have  they  not? 

jNIr.  Robinson.  They  are  absolutel}-  essential  to  the  communities 
they  serve,  as  a  rule. 

Mr.  Watson.  Then  it  is  likely  short  lines  will  not  be  built  in  the 
future. 

Mr.  Robinson.  In  my  closing  testimony  I  am  going  to  present  my 
view  of  the  limitation  I  am  sure  Congress  is  going  to  place  on  the 
right  to  construct  without  permission  and  the  right  to  issue  securities, 
both  of  which  I  think  will  prove  absolutely  fatal  as  to  future  devel- 
opment. 

Mr.  DoEEMus,  Mr.  Chairman,  I  suppose  the  record  shows  the 
average  length  of  these  short  lines  and  the  proportion  of  their  total 
mileage  to  the  entire  mileage  of  the  country. 

The  Chairman,  Those  statistics  were  given  at  the  time  we  had 
the  Federal  control  act  under  consideration,  but  if  you  have  them, 
Mr.  Robinson,  you  might  incorporate  them  in  your  hearing  now. 

Mr.  Robinson.  I  could  not  answer  the  first  portion  of  the  ques- 
tion, as  to  the  aA^erage  length,  because  of  the  varying  conditions. 
A  short  line  may  be  350  miles  long,  whereas  another  line  less  than 
100  miles  long  may  be  classed  as  a  trunk  line.  I  will  give  you  an 
illustration  of  two  lines  in  Georgia.  The  Georgia  &  Florida  is  ap- 
proximately 300  miles  long.  It  is  very  poor.  It  is  prevented  from 
having  any  considerable  volume  of  the  through  traffic  in  its  territory, 
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because  of  the  frequent  junctions  Avith  the  trunk  lines,  hence  its 
earnings  are  such  as  to  be  wholly — well,  they  do  not  earn  operating 
expenses.  We  reo-urd  that  as  a  short  line.  Tlie  Atlanta  &  West 
Point  Railroad  is  less  than  100  miles  long  and  we  re<^ard  it  as  a 
trunk  line.  It  is  practically  a  funnel  through  which  heavy  trains 
run  to  New  Orleans  and  its  earnings  are  probabh'  $20,000  a  mile. 

Mr.  DoKE]Mus.  There  must  be  figures  available  somewhere  showing 
the  proportion  which  the  mileage  of  these  short  lines  bears  to  the 
total  mileage  of  the  country. 

]Mr.  EoBixsox.  Mr.  Doremus,  we  have  said  that-  these  short  lines 
aggregate  about  35.000  miles,  but  you  asked  for  the  average  length. 
I  was  trying  to  give  you  some  idea  of  the  difficulty  in  the  way  of 
ascertaining  that  average.  We  can  work  it  out  and  supply  it  to 
the  best  of  our  ability  if  that  is  desired  by  the  committee. 

STATEMENT  OF  MH.  BEN  B.  CAIN,  713  UNION  TRUST  BUILDING, 

WASHINGTON,  D.  C. 

Mr,  HAMrLTOx.  Mr,  Cain,  Avhere  do  you  live? 

Mr,  Cain,  I  live  at  Dallas,  Tex,  I  am  here,  or  have  been  here  for 
something  over  a  year  doing  what  I  could  for  the  salvation,  I  be- 
lieve, Judge  Sims  styles  it,  of  the  short-line  railroads.  I  am  one 
of  the  executives  of  the  American  Short  Line  Association,  vice  presi- 
dent and  general  manager  of  the  Gulf,  Texas  &  Western  Railway 
Co, 

I  have  no  prepared  presentation.  ^Ir.  Chainnan,  and  tlie  patience 
as  well  as  the  manifest  intelligence  Avith  which  members  of  this 
committee  have  conducted  this  hearing  lead  me  to  believe  that  I  should 
be  as  brief  as  possible,  and  I  promise  you  I  will :  but  in  advance  of 
the  presentation  of  such  amendments  as  we  have  prepared,  I  think 
it  would  be  helpful  that  I  should  make  some  general  observations 
in  support  of  the  principles  which  we  desire  to  have  3'ou  consider 
in  the  wa}'  of  amendments  to  such  bill  as  may  be  enacted, 

Mr,  Chairman,  as  I  proceed,  since  we  are  presenting  this  in  a 
somewhat  informal  wa^',  it  will  not  disturb  me  if  members  of  the 
committee  see  fit  to  ask  questions.  Indeed,  I  believe  the  most  helpful 
way  in  which  we  could  ]3roceed  in  the  further  consideration  of  this 
question  is  possibly  through  colloquial  discussion. 

I  think  every  man  who  is  familiar  with  the  situation  that  con- 
fronts our  country  realizes  that  transportation  is  face  to  face  with 
a  crisis  that  threatens  not  only  the  comfort  and  the  welfare  of  the 
people,  but,  perhaps,  our  national  economic  structure. 

The  issue  between  Government  OAvnership  and  regulation  through 
private  control  and  operation  is  here.  If  we  are  to  continue  the 
operation  of  these  properties  through  private  control,  it  must  be 
through  the  wisdom  of  Congress  in  providing  a  constructive  policy 
that  will  put  these  properties  upon  a  different  financial  footing. 
The  financial  question  is  at  the  bottom,  and  whether  the  properties 
are  to  go  into  Government  ownership  or  to  continue  in  private  own- 
ership depends  upon  whether  we  have  the  wisdom  to  put  them  in 
sound,  financial  condition  through  regulation. 

We  think,  Mr,  Chairman,  that  the  subject  must  be  considered  in 
its  national  aspect.     We  are  in  an  age  and  in  a  country  where  no 
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man  liveth  unto  himself.  If  the  farmer  should  cease  to  attend  his 
farm  or  to  work  his  farm,  and  the  shepherd  should  discontinue  to 
tend  his  flock,  and  the  ranchman  or  the  herder  should  discontinue  his 
activities  with  his  herd,  the  fires  of  every  factory  would  go  out  and 
the  doors  of  every  shop  and  every  office  and  every  institution  would 
be  closed.  If  our  transportation  system  should  suddenly  fail,  the 
effect  would  be  as  thoucrh  all  this  had  happened. 

The  railroad  is  the  means  through  which  we  have  our  sustenance 
and  through  which  we  conduct'  our  activities,  and  therefore  should 
be  considered  as  a  national  question.  It  should  be  considered,  and 
so  far  as  my  presentation  shall  go.  it  Avill  be  considered  from  the 
standpoint  of  the  public  interest. 

Ten  years  ago  when  I  chartered  the  railroad  which  I  constructed  in 
the  State  of  Texas,  I  knew  that  power  had  been  reserved  to  Congress 
to  regulate  the  commerce  between  the  States  ;md  that  that  power 
reserved  was  as  potent  as  though  it  had  been  written  in  my  charter. 
Whatever  doubt  I  may  have  had  as  to  the  limitation  of  the  power  of 
Congress  with  regard  to  regulation  of  the  roads  in  the  past,  that 
doubt,  if  I  had  any,  has  long  since  been  removed.  So  that  now  I 
do  not  believe  there  is  any  limitation  on  the  power  of  Congress  short 
of  the  public  interest.  AYherever  the  public  interest  ends,  private 
right  may  come  in. 

Therefore.  Mr.  Chairman,  what  I  shall  say,  and  the  propositions 
which  I  shall  submit  to  you  w^ill  be  more  largely  from  the  angle  of 
the  general  or  the  public  interest  rather  than  my  interest  as  part  owner 
of  a  short-line  railroad,  and  it  would  be  the  same  if  I  owned  the 
largest  railroad  in  the  United  States. 

If  I  were  not  an  American  citizen,  I  would  be  content,  perhaps, 
to  take  either  of  the  plans  that  have  been  presented,  and  either  of 
the  plans  which  I  think  must  inevitably  be  adopted  by  Congress, 
namely,  Government  ownership,  which  under  any  plan  must  pay 
me  for  my  property  according  to  its  value,  or  regulation  which  we 
know  must  ultimately  find  its  solution  in  the  absorption  or  con- 
solidation of  the  weaker  roads.  Looking  at  the  problem  from  my 
position  as  representntive  of  a  short-line  road,  I  realize  that  taking 
either  horn  of  the  dilemma,  my  daj^s  as  a  short-line  railroad  owner 
are  like  those  of  man — "  of  few  days  and  full  of  trouble."  Therefore, 
I  am  interested,  and  I  shall  present  my  views,  more  largely  from  the 
standpoint  of  an  American  citizen  than  from  the  standpoint  of  a 
short-line  railroad  owner. 

Mr.  Hamilton.  Broadly  speaking,  what  do  you  mean  when  you 
speak  of  a  short-line  railroad? 

Mr.  Cain.  Mr.  Hamilton,  there  are  in  the  United  States  about  1,000 
railroads  doing  a  general  transportation  business.  Out  of  that  1,000 
there  are  not  quite  200  numbered  as  class  1  carriers,  and  the  others  are 
in  class  2  and  in  class  3.  There  are  just  14  railroads  in  the  United 
States  whose  stock  has  sold  at  par  and  above  from  the  year  1914  up 
to  January  1,  1919.  Those  14  railroads  have  a  total  mileage  of 
50,286  miles.  There  are  over  900  other  roads,  exclusive  of  the  14 
which  I  have  listed  before  me,  and  out  of  that  total,  the  900  roads 
have  a  mileage  of  205,672  miles. 

According  to  a  statement  filed  by  Commissioner  Woolley,  which  I 
find  in  volume  1  of  the  Senate  hearings  on  the  "  extension  of  tenure 


1862        RETURN   OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

of  Government  control  of  railroads,"  at  page  407,  et  seq.,  there  is 
a  list  of  all  of  the  railroads  which  were  in  Federal  control  January 
2,  1919.  The  total  roads  in  Federal  control  according  to  that  state- 
ment are  621,  which  includes  the  14  to  which  I  have  alluded.  Out  of 
the  621  railroads  66  of  them  are  roads  over  500  miles  long,  555  are 
less  than  500- miles  long,  so  that  in  that  category  are  what  you  might 
call  all  the  short  lines  and  a  few  of  the  weak  lines  of  the  United 
States  which  are  in  Federal  control. 

Mr.  Sims.  When  you  say  500  miles  long  you  mean  all  the  mile- 
age  

Mr.  Cain  (interposing).  All  the  mileage  that  they  own. 

Mr.  Sims.  Yes. 

Mr.  Cain.  The  total  mileage.    I  am  glad  you  raised  that  point. 

Mr.  Merritt.  Single  track. 

Mr.  Cain.  Yes;  single  track. 

Mr.  Merritt.  I  mean  that  there  are  500  miles  of  single  track. 

Mr.  Cain.  Yes;  500  miles  or  less  of  single  track,  exclusive,  of 
course,  of  sidings  and  spurs. 

Mr.  DoREMus.  Does  it  necessarily  follow  that  because  the  stock 
of  a  railroad  is  selling  below  par  that  it  is  not  earning  dividends  on 
its  stock? 

Mr.  Cain.  Well,  I  am  not  prepared  to  answer  definitely  that  ques- 
tion, Mr.  Doremus,  but  I  think  that  roads  that  have  regularly  earned 
dividends  and  paid  dividends  their  stocks  are  around  par  and  above 
par. 

Mr.  DoREiMus.  I  have  in  mind  the  Atchison,  Topeka  &  Santa  Fe, 
and  my  recollection  is  that  that  railroad  pays  5  per  cent  on  its  com- 
mon stock. 

Mr.  Cain.  Yes ;  and  always  up  to  recent  years  that  stock  was  above 
par;  that  is,  it  was  above  par  as  late  as  1916  and  from  time  to  time 
since  then,  even  in  the  present  year  1919. 

Mr.  DoREMus.  It  has  been  selling  below  par,  if  my  recollection 
serves  me  right,  for  a  number  of  years. 

Mr.  Cain.  In  the  last  year  I  know  the  stock  has  declined,  so  that  it 
was  in  the  eighties.  I  happen  to  know  about  the  Atchison  because  I 
represent  some  children  who  own  stock  in  that  road. 

Mr.  DoREMUS.  Is  not  that  also  true  of  a  number  of  the  other  big 
roads? 

Mr.  Cain.  Yes.  There  is  but  one  road  in  the  United  States  at  this 
time,  I  believe,  or  perhaps  two,  whose  stocks  are  selling  above  par; 
that  is,  from  the  quotations  I  have  observed  within  the  last  two  days. 
One  of  these  is  the  Union  Pacific,  whose  stock  is  quoted  at  125,  and 
the  other  is  the  Southern  Pacific.  On  account  of  a  clecision  in  Cali- 
fornia, which  affects  the  rights  of  the  Southern  Pacific  to  oil  lands, 
wdiich  was  decided  in  their  favor,  that  stock  went  above  par  within 
the  last  two  days. 

Mr.  Doremus.  The  Delaware  &  Hudson,  I  think,  is  paying  9  per 
cent,  and  has  for  a  long  time,  and  yet  its  stock  at  the  present  time  is 
selling  for  a  little  above  par.  What  I  am  getting  at  is  whether  the 
fact  that  the  stocks  of  many  of  these  roads  are  selling  at  so  low  a 
price  on  the  market  now  is  an  indication  of  any  inherent  wealmess  in 
the  road  itself. 

Mr.  Cain.  Oh,  not  at  all.  I  did  not  so  present  it.  I  did  not  pre- 
sent it  for  that  purpose,  but  I  did  present  it  for  the  purpose  of  show- 
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ing  you  gentlemen  the  difference  between  a  strong  road  and  a  weak 
road  in  a  crisis,  showing  you  that  there  are  a  very  few  strong  roads 
that  can  weather  a  storm  such  as  we  are  in  now,  whereas  the  other 
roads  can  not  weather  it,  and  I  think  it  brings  sharply  to  your  atten- 
tion the  necessity  for  such  legislation  as  will  take  care  of  this  great 
transportation  machine  as  a  whole. 

Mr.  Hamilton.  Mr.  Cain,  is  not  the  term  "  short  line "  really  a 
misnomer,  because  these  lines  may  be  comparatively  long  lines  and 
interstate  lines,  and  the}'  may  be  comparatively  strong  lines  also. 

Mr.  Cain.  Mr.  Hamilton,  there  is  this  distinction,  which  you 
ought  to  keep  in  mind:  The  short  line  in  its  general  acceptation 
means  a  short  feeder  or  producer  road,  in  contradistinction  to  an 
intermediate  carrier  or  a  longer  road  that  has  overhead  business. 
Of  course,  there  are  some  short  roads  that  are  intermediate  carriers. 
There  are  some  short  roads  that  are  as  strong  as  the  strongest  road 
I  have  listed  in  the  14  roads  here,  but  they  are  strong  because  they 
do  a  through  business. 

Mr.  Hamilton.  A  good  many  people  think  of  them  as  intrastate 
roads  mainly. 

Mr.  Cain.  Yes;  they  are  largely  and  perhaps  almost  altogether 
intrastate  roads,  in  so  far  as  their  physical  location  is  concerned. 
There  are  some  short  roads  of  a  few  miles  that  extend  across  a  State 
line  and  are  therefore  interstate.  I  think,  with  you,  that  it  is  a  mis- 
nomer to  speak  of  the  sliort  roads  as  being  a  designation  that  would 
cover  the  weak  roads.  I  think  that  the  short  roads  generally  are  in 
the  nature  of  a  branch  line  and  serve  the  purpose  that  the  branch 
lines  do  to  the  main  or  trunk  lines. 

Mr.  Merritt.  Would  it  be  proper  to  think  of  them  as  trunk  lines 
and  nontrunk  lines? 

Mr.  Cain.  Yes;  I  think  that  would  be  a  better  classification,  Mr. 
Merritt,  for  this  reason :  Trunk  lines  are  roads  that  run  from  a  rate- 
making  to  a  rate-breaking  point.  Therefore  a  trunk  line  might  not 
be  a  very  long  line  and  yet  be  a  trunk  line.  The  road  that  does  not 
reach  a  rate-breaking  point  would  fall  outside  of  the  classification 
of  a  trunk  road  as  we  understand  that  term. 

Mr.  Watson.  During  your  experience  have  you  found  that  trunk 
lines  encourage  the  building  of  independent  short  lines? 

Mr.  Cain.  No,  sir.  On  the  contrary,  Mr.  Watson,  I  think  that 
the  short  line  or  the  branch  line  road  necessarily  suffers  from  a  lack 
of  what  I  might  call  sympathetic  treatment.  If  the  short  line  had 
the  same  kind  of  treatment  as  the  branch  line — that  is,  the  inde- 
pendent short  line,  I  think  they  would  have  been  in  a  much  better 
condition. 

Mr.  Watson.  I  understand  that  trunk  lines  do  not  encourage  the 
building  of  short  lines  as  connecting  roads.  They  regard  the  short 
lines  as  parasites  and  that  they  cause  more  trouble  than  their  finan- 
cial worth. 

Mr.  Cain.  If  you  will  permit  me  to  reply  to  that  suggestion,  I 
was  talking  with  a  gentleman  of  wide  experience  a  short  time  ago — 
it  would  not  be  improper  for  me  to  give  you  his  name,  because  it  was 
not  confidential — it  was  Mr.  Clifford  Thorne — we  were  discussing 
the  short-line  problem,  and  he  stated  to  me  that  a  few  years  ago  one 
of  the  strong  system  lines  of  the  West  had  an  annual  meeting  in 
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which  they  liad  up  the  question  as  to  the  value  of  its  branch  Hnes, 
and  the  matter  was  of  such  importance  that  the  stockholders  passed 
a  resolution  creating  a  committee  of  experts  and  financed  that  com- 
mittee to  nuike  an  exhaustive  investigation  as  to  the  value  of  the 
brancli  lines  to  the  system  in  order  that  it  might  adopt  a  policy  of 
retaining  those  lines  or  doing  away  with  them.  The  committee  of 
experts  made  its  investigation,  and,  after  presenting  the  facts  in 
detail,  closed  their  report  wnth  this  conclusion : 

Tliere  is  not  a  single  branch  line  on  your  system  paying  operating  expenses. 

And  they  follow  that  with  this  proposiJ;ion : 

Your  system  would  be  in  bankruptcy  if  you  did  not  have  the  branch  lines. 

I  asked  Mr.  Thorne  if  that  report  was  available.  He  said,  "  I 
have  it  in  my  office."  My  recollection  is  he  stated  the  name  of  the 
road.  I  would  not  be  sure  that  my  recollection  is  accurate  about  it, 
but  I  think  it  was  the  Burlington  system.  You  may  take  another 
instance  which  occurred  recently.  Mr.  Morse,  who  is  the  engineer 
of  the  Railroad  Administration,  a  man  for  whom  I  have  the  highest 
respect  and  in  whom  I  have  the  greatest  confidence,  made  the  state- 
ment in  a  recent  paper  that  the  branch  lines  of  all  of  these  roads 
brought  the  traffic  to  the  junction  with  a  deficit  in  the  cost  of 
hauling  and  that  the  trunk  lines  absorbed  that  deficit. 

Mr.  Robinson  seems  to  have  it  in  his  possession.  I  will  read  it 
to  you: 

Taken  alone  and  considered  as  a  iniit,  practically  none  of  these  small  branch 
lines  pays  expenses,  but  as  gatherers  of  freight  and  passengers  to  increase 
the  density  of  traffic  on  the  main  line  they  are  a  source  of  profit.  As  after 
the  traffic  gathered  by  them  is  turned  over  to  the  main  line  with  a  deficit 
attached,  which  has  to  be  overcome  through  the  main-line  movement  before 
any  profit  is  made,  it  would  be  a  decided  advantage  if  this  traffic  could  be 
delivered  to  the  trunk  line  by  means  of  the  motor  truck,  tractor,  and  auto- 
mobile without  this  bill  of  expense  attached. 

Mr.  Hamilton.  Did  you  hear  Mr.  Bryan's  plan? 

Mr.  Cain.  I  am  sorry  I  did  not.  I  was  only  present  a  part  of 
the  time. 

Mr.  Hamilton.  As  outlined,  his  plan  provides  that  the  Govern- 
ment should  control  a  trunk  system  which  should  touch  every  State 
in  the  Union  and  that  the  States  should  own  the  intrastate  roads, 
each  State  owning  the  system  within  itself,  and  the  trunk  system 
then  would  take  the  traffic  of  the  various  State  systems;  but  he 
argued  that  the  Government  would  not  by  that  plan  be  controlling 
all  the  paying  business,  that  the  business  of  the  State  systems  would 
be  practically  as  good  as  governmental  trunk  system.  Your  state- 
ment here  seems  to  contradict  the  conclusion  of  Mr.  Bryan  in  that 
connection. 

Mr.  Cain.  Judge,  from  my  experience — I  have  had  considerable 
experience  as  an  operating  man  as  well  as  a  constructor  of  rail- 
roads, and  I  have  had  much  to  do  with  short  lines — I  do  not  believe 
any  railroad,  long  or  short,  can  live  on  its  local  rates.  It  must  share 
in  through  business  to  be  successful. 

Mr.  Hamilton.  That  is,  it  is  essential  to  have  the  through  business 
also? 

Mr.  Cain.  Yes,  sir.  You  would  perhaps  be  interested  to  know 
that  the  through  business  as  contradistinguished  from  the  local 
business  of  the  railroads  of  the  country  is  as  much  as  85  per  cent. 
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Mr.  Hamilton,  Pardon  me,  how  long  must  the  business  be  to  be 
•called  "  through  business  "  ? 

Mr.  Cain.  Any  business  that  goes  beyond  the  rails  of  a  road  to 
another  point  on  some  other  railroad  is  through  business.  A  car 
of  cotton  starting  from  my  railroad  in  Texas — and  I  originate  a 
■considerable  amount  of  cotton — starts  upon  its  journey  from  my 
road  to  the  New  England  manufacturer  on  a  through  rate.  I  haul 
it  a  few  miles  to  my  junction  and  turn  it  over  to  one  of  the  trunk 
lines,  and  that  car  of  cotton  travels  over  the  rails  of  the  intermediate 
lines  between  the  producer,  which  is  my  road,  and  the  manufac- 
turer, who  is  not  a  consumer,  all  the  way  to  Boston,  reaching  the 
East  over  one  of  the  strong  trunk  lines,  and  cars  from  all  other 
producing  roads  are  fimneled  into  this  line  situated  in  densely  pop- 
ulated territory,  like  the  Pennsylvania  and  the  New  York  Central, 
and  they  share  in  that  through  rate.  When  it  gets  to  the  manu- 
facturer one  of  the  items  in  the  cost  of  the  manufactured  product 
is  the  freight  charge,  and  it  is  sent  back  over  these  lines  to  widely 
separated  sections  of  the  country,  and  when  it  reaches  Jones,  down 
in  your  State,  or  Jones,  in  California,  or  Jones,  in  Tennessee,  Jones 
pays  the. freight  from  the  time  it  started  on  my  road  until  it  gets 
back  to  him  as  the  consumer. 

The  Chairman.  Mr.  Cain,  the  statement  accredited  to  Mr.  Thorne 
is  that  short  lines  are  feeders  and  may  operate  at  a  loss  and  yet  the 
trunk  line  which  they  feed  may  produce  a  surplus  may  be  due  to 
the  fact  that  the  traffic  on  the  feeder  or  short  line  is  not  as  large, 
that  they  have  short  trains  but  that  the  crews  are  just  as  big  as  on  the 
trunk  line,  and  that  haul  is  vastly  greater? 

Mr.  Cain.  Yes,  sir. 

The  Chairman.  And  that  the  trunk  lines  have  to  increase  the  per 
ton  mile  rate  to  develop  revenue  sufficient  to  ])ay  the  deficit  of  the 
short  line  and  to  create  a  surplus? 

Mr.  Cain.  That  is  absolutely  true,  Mr.  Chairman.  Then  there  are 
some  additional  features  to  it.  You  take  the  short-line  railroad,  and 
as  a  producing  road  it  gathers  up  the  traffic  and  performs  a  terminal 
service.  Of  course,  some  road  eventually  performs  that  terminal 
service,  too,  but  they  perform  a  terminal  and  switching  service  and 
they  turn  it  over  to  the  trunk  line  as  a  loaded  car,  and  all  the  trunk 
line  does  is  to  put  it  in  its  train  and  go  with  it. 

In  addition  to  that  there  is  not  any  short  line  or  branch  line  that 
is  built  up  to  the  standard  of  a  trunk  line.  It  has  steeper  grades, 
and  its  full  tonnage  is  therefore  less;  its  track  is  rough  usually, 
in  most  cases  unballasted;  and  it  therefore  has  more  wrecks  and 
more  delays,  incurring  more  overtime  because  of  the  slow  time  they 
make  and  incurring  greater  expense  as  to  upkeep  of  equipment.  Mr. 
Robinson  suggests  also  paying  the  per  diem  of  the  cars  which  it  has 
to  retain.  In  this  connection  I  think  it  fair  to  state  that  the  differ- 
ence in  the  standard  wages  paid  by  the  trunk  lines  and  the  wages 
that  are  being  paid  by  the  short  lines  is  negligible.  There  is  a 
difference  in  the  wage  of  the  trainmen,  but  it  is  not  large;  it  is  slight 
now.  There  is  no  difference  in  the  wage  of  the  section  men,  which 
constitutes  a  large  percentage.  In  other  words,  the  migratory  labor 
I  should  call  it,  on  the  short  line  costs  just  as  much  as  on  the  trunk 
line,  and  the  short  line  takes  what  is  left  from  the  trunk  line  as  a 
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rule.  So  that  the  expense  of  the  short  line,  which  was  considerably 
less  in  prewar  days,  is  now  almost  at  the  same  level  with  the  trunk 
line ;  and  if  you  consider  the  inferiority  of  the  character  of  help  that 
the  short  line  uses,  the  difference  is  in  favor  of  the  trunk  line.  I  am 
one  of  those  who  have  always  believed  that  you  get  the  most  efficient 
service  out  of  a  man  wdio  is  properly  paid.  No  man  who  is  harassed 
with  debt,  who  is  looking  to  a  rainy  day  with  his  family  surrounding 
him  without  the  ability  to  provide  for  that  rainy  day  can  give  me  or 
you  as  good  service  as  if  he  were  properly  provided  for. 

The  Chairman.  The  committee  will  suspend  now  and  will  con- 
tinue the  subject  of  the  short-line  roads  at  2  o'clock,  to  which  time 
the  committee  will  take  a  recess. 

(Thereupon  the  committee  took  a  recess  until  2  o'clock  p.  m.) 

.\FTER  RECESS. 

The  committee  met  pursuant  to  the  recess  at  2  o'clock  p.  m. 

Mr.  EoBiNSON.  Mr.  Chairman,  prior  to  Mr.  Cain's  proceeding,  I 
want  to  correct  a  statement  I  made  in  my  testimony  this  morning,  and 
I  will  correct  it,  if  permitted,  when  the  proof  comes  to  me. 

The  Chairman.  You  will  have  that  right. 

Mr.  Robinson.  I  made  the  statement  this  morning  that  less  than 
100  short-line  contracts  had  been  made.  I  have  had  that  verified  since 
that  time  and  find  that  up  to  August  27,  113  contracts  had  been  made. 
If  permitted,  I  will  insert  that  so  that  the  record  may  show  the  facts. 

STATEMENT  OF  MR.  BEN  B.  CAIN— Hesumed. 

Mr.  Cain.  Mr.  Chairman,  at  the  conclusion  of  the  morning  session 
I  had  made  suggestion  of  the  necessity  for  a  constructive  policy  for 
the  railroads  and  the  treatment  of  the  problem  from  the  standpoint 
of  the  public  interest.  As  the  members  of  the  committee  know,  up  to 
the  present  time  the  policy  so  far  as  it  has  been  expressed  in  the  act 
to  regulate  commerce  has  been  repressive  rather  than  helpful  in  its 
nature.  The  Interstate  Commerce  Commission  has  always  been  be- 
tween contending  forces.  Always  there  has  been  the  effort  of  the  ship- 
pers on  the  one  side  to  prevent  higher  rates,  and  on  the  other  side 
the  effort  of  the  carriers  to  increase  the  rates,  and  in  the  administra- 
tion of  the  law  the  commission  has  very  properly  said,  "  We  have 
nothing  to  do  with  the  policy;  we  simply  administer  the  law  as  we 
find  it,"  and  in  the  administration  of  the  law  the  commission,  being 
human  and  not  divine,  has  necessarily  been  influenced  against  giving 
the  railroads  the  protection  and  the  fostering  care  that  has  been  re- 
quired. 

Regulation,  Mr.  Chairman,  means  in  its  full  sense  to  foster  and  to 
protect  as  well  as  to  control  and  restrain.  The  commission,  on  account 
of  the  fact  that  the  law  has  not  been  positive  and  mandatory,  has 
necessarily  been  repressive  in  its  conduct  and  in  its  decisions  so  far 
as  the  railroads  are  concerned  with  regard  to  rate  making. 

Every  thinking  man  realizes  now  that  the  railroads  are  essentially 
instrumentalities  of  the  public  as  a  whole;  just  as  necessary  for  the 
general  public  and  the  business  of  the  general  public  as  the  farm 
horse  is  to  the  farmer  and  his  family.    Down  in  my  country  a  man 
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who  had  some  theories  that  are  along  the  line  of  some  men  who  have 
considered  the  railroad  problem,  conceived  the  idea  that  he  could 
economize  in  the  feeding  of  his  horse.  He  discussed  it  with  a  neigh- 
bor and  took  the  position  that  the  matter  of  food  was  largely  a  mental 
concept,  and  that  it  was  really  possible,  by  proper  operation  of  the 
mind,  to  reduce  food  to  a  minimum,  and  suggested  the  trying  out  of 
his  theorjps.  His  neighbor,  very  wisely,  suggested  that  he  try  it  out 
on  the  horse.  So  he  got  a  balanced  ration  of  wheat  bran  and  sawdust, 
the  sawdust  resembling  the  bran,  and  started  to  feeding  his  horse.  He 
reduced  the  ration  of  bran  daily  and  the  horse  continued  to  serve  him, 
but.  of  course,  eventually  died,  and  when  his  neighbor  met  him  he 
asked  him  how  he  was  getting  along,  and  he  said  that  just  about 
the  time  he  taught  the  horse  to  eat  sawdust  he  had  laid  down  and 
died.  That  is  not  an  overdrawn  picture  of  the  manner  in  which  we 
have  been  handling  the  railroads  as  a  whole. 

The  raih'oads  as  a  whole  have  not  been  permitted  to  earn  enough 
because  of  the  fact  that  the  strong  roads  might  get  too  much.  A 
policy  that  will  limit  or  make  the  rations  too  small  for  fear  that  some 
one  may  get  too  much  is  not  wise.  The  most  difficult  problem  with 
which  you  have  to  contend,  and  with  which  s  nyone  has  to  contend,  in 
the  solution  of  the  railroad  problem,  is  the  conflict  between  the  strong 
and  weak  roads.    That  has  been  manifested  in  this  hearing. 

If  I  sat  in  the  place  of  this  committee  I  would  weigh  every  plan 
that  has  been  presented  or  will  be  presented  in  the  scale  of  public 
interest.  I  would  measure  every  proposition  that  is  p^'esented  with 
the  yardstick  of  the  public  good,  and  if  it  can  not  be  solved  in  that 
way  I  think  we  will  fail  to  solve  it  at  all.  The  public  interest  is  su- 
perior. Back  somewhere  in  the  past,  a  long  ways  beyond  my 
time,  the  higher  right  of  the  public  was  coined  into  a  maxim, 
"  Salus  populi  suprema  lex  " — "  the  good  of  the  public  is  the  highest 
law  " — and  using  that  as  the  yardstick  to  measure  the  problem  or  to 
decide  the  question  which  is  presented  to  this  committee,  it  seems 
to  me  you  will  proceed  upon  lines  that  will  solve  it,  and  if  you  do 
not  do  that,  you  will  not  succeed  in  solving  it  at  all. 

That  brings  me  to  the  question  as  to  what  is  public  interest.  First, 
who  is  the  public?  Not  this  densely  populated  section  around  New 
York  nor  the  thinly  populated  section  of  my  State;  not  the  con- 
stituents of  a  district  of  some  Member  of  Congress,  not  the  Union 
Pacific  Railroad,  nor  the  Atchison  Railroad,  nor  the  Pennsylvania 
Railroad ;  but  all  the  people  considered  as  a  Nation,  and  the  question 
considered  as  a  national  question. 

The  next  question  is :  What  is  the  public  need ;  what  is  in  the  pub- 
lic interest  ?  The  answer  is  that  the  public  interest  is  adequate  serv- 
ice, and  the  complaint  all  over  this  country  now,  and  the  complaint 
which  will  exist  hereafter  until  that  matter  is  changed,  will  be  the 
discrimination  or  difference  in  the  service  given  by  the  railroads  in 
different  sections  of  the  country. 

Down  in  my  State  the  man  who  travels  over  the  roads  and  comes 
up  into  this  section  where  it  is  more  densely  populated  and  gets  upon 
a  strong  road  immediately  becomes  discontented  with  the  character 
of  service  that  he  gets  in  his  section.  He  compares  the  service 
given  him  by  the  public  carrier  in  his  section  with  the  service  that 
is  given  up  here,  and  he  realizes  that  there  is  something  wrong  some- 
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where  if  the  transportation  system,  regulated  as  it  sJiould  be.  fails 
to  give  him  adequate  service. 

I  read  only  two  or  three  days  ago  where,  down  in  Arkansas,  the 
farmers  had  raised  a  great  crop  of  melons  and  were  throwing  them 
to  the  hogs  or  letting  them  rot  in  the  fields  because  they  could  not 
move  them.  There  was  no  service,  and  the  man  who  puts  his  faith  in 
the  regulation  of  the  railroads  and  the  power  of  Congress  to  compel 
good  service,  suffers  unless  that  service  is  given  to  him. 

Tlie  trouble  has  always  been,  and  always  will  be  (unless  you  treat 
it  from  the  standpoint  of  the  public  interest),  the  contest  between  the 
strong  road  and  the  weak  road.  That  presents  the  greatest  difficulty. 
Why  are  the  strong  roads  strong  ?  In  the  first  place  those  roads  were, 
constructed  in  a  day  and  time  when  there  were  no  restrictions 
around  them.  Many  of  them  w^ere  constructed  when  they  had  State 
and  National  aid ;  municipal  bonds  were  issued  to  many  of  them  and 
State  bonds  were  issued  and  State  lands  w^ere  given  and  National 
aid  was  given. 

In  addition  to  that,  those  roads  having  been  laid  out  in  the  years 
gone  b}^  and  having  had  provision  made  to  take  care  of  them  in 
their  developing  period,  have  draw^n  around  them  peoj)le;  their  waste 
places  have  been  settled ;  communities  and  cities  have  grown  up,  and 
various  other  lines,  like  the  tributaries  of  a  stream,  have  been  built 
from  those  lines  out  into  the  remoter  sections.  So  that  both  the 
Government,  State,  National,  and  municipal,  as  well  as  the  public 
itself,  have  contributed  to  make  those  roads  strong.  Being  strong 
as  they  are,  they  must  and  will  grow  stronger  unless  Congress  deals 
with  the  situation  so  as  to  equalize  their  strength  with  the  weakness 
of  their  competitors.  Why?  You  take  any  man  who  starts,  for 
instance,  from  my  State  or  from  your  State,  to  travel.  He  always 
seeks  the  road  that  has  the  best  service,  the  road  that  is  most  attrac- 
tive, the  road  that  is  always  on  time;  and  when  you  create  a  fund 
sufficient  to  take  care  of  all  these  railroads  and  place  it  at  the  feet 
of  the  strong  road  and  the  weak  road,  and  say,  "  Now,  you  giant  over 
there  and  you  pigmy  over  here,  wrestle  for  this  purse."  Is  there  any 
hope  for  the  pigmy?  The  strong  road  gets  the  traffic  because  it  is 
strong.  If  they  have  a  surplus  of  earnings,  they  take  that  surplus 
to  make  them  stronger,  and  it  is  perfectly  proper  for  them  to  do  so. 

One  of  the  most  attractive  railroads  in  the  United  States  is  the 
Santa  Fe  Railroad.  It  gets  the  principal  part  of  the  traffic  from 
Chicago  to  California,  although  other  roads  are  running  in  opposi- 
tion to  it  because  it  has  earned  a  surplus  and  has  not  spared  any 
expense  to  make  its  road  one  of  the  best  physically,  one  of  the  most 
attractive  to  the  eye,  one  of  the  most  comfortable  to  the  stomach 
and  to  every  other  physical  sense.  Consequently  its  very  strength 
has  made  it  more  attractive,  and  therefore  it  accumulates  more  and 
more  of  the  earnings  which  you  permit  all  the  roads  to  get  unless 
there  is  some  kind  of  a  plan  by  which  you  can  equalize  or  distribute 
those  earnings. 

The  weak  road  likewise  grows  weaker  from  the  very  same  cause. 
It  starts  out  with  its  equipment  poor;  it  starts  out  with  a  poor  road 
and  a  poor  everything.  It  can  not  compete  with  the  strong  road 
unless  it  has  some  helpful  treatment  in  any  policy  that  may  be 
adopted. 
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Mr.  Montague.  Mr.  Cain,  there  is  a  line  of  thought  entertained 
by  a  good  many  people,  and  one  that  has  been  suggested  to  this 
committee,  conceding  that  there  is  the  weak  road  and  there  is  the 
other  road  which  by  superior  facilities  attracts  to  itself  the  travel  and 
the  freight,  what  is  the  necessity  of  the  weak  road?  What  right 
has  it  to  be?  That  thought  has  been  suggested  to  me,  and  I  would 
like  to  have  your  answer  if  it  does  not  divert  you. 

Mr.  Cain.  Not  at  all;  I  invited  questions. 

Mr.  Montague,  It  is  put  upon  the  law  of  supply  and  demand,  and 
that  is  the  argument  that  underlies  it.  If  there  is  no  demand  for 
this  road,  why  have  it,  and  why  burden  the  people  to  carry  it  if  the 
other  road  will  do  the  business  and  do  it  well  ? 

Mr.  Cain.  If  you  want  to  concentrate 

Mr.  Montague.  I  "am  not  expressing  an  opinion  myself,  but  just 
want  your  view. 

Mr.  Cain.  Answering  your  question,  if  the  policy  of  this  Govern- 
ment is  not  to  expand  but  to  restrict,  not  to  grow  but  to  confine  itself 
and  its  activities  to  certain  lines  of  travel  throughout  the  country, 
then  that  might  be  all  right ;  but  you  can  not  develop  except  through 
this  kind  of  industry,  and  the  very  policy  of  this  Government  is 
to  develop  in  that  way.  We  sit  here  in  a  thickly  or  densely  settled 
section  of  the  city  of  Washington.  You  go  here  to  a  hydrant  and 
you  draw  water  and  you  use  water.  Out  in  the  suburbs  the  same 
plant  that  serves  you  has  extended  its  pipes,  and  it  costs  just  as  much 
to  extend  it  out  there  mile  per  mile  as  it  costs  here.  According  to 
the  theory  of  some  people,  that  pipe  ought  not  to  be  extended  out 
there,  and  if  it  is  extended  out  there  the  people  out  there  ought 
to  pay  more  for  the  service  than  the  man  here,  because  the  people 
here  in  a  particular  section  are  practically  supporting  the  plant.  The 
same  thought  runs  all  the  way  through.  Another  answer  to  the 
question,  Governor,  is  this:  The  roads  are  here;  and  I  do  not  come 
before  this  committee,  and  I  could  not  come  before  this  committee, 
and  say  that  if  I  have  laid  out  a  railroad  in  a  poor  section  that 
never  can  earn,  and  can  not  be  made  to  earn  under  any  circumstances, 
that  such  an  investment  ought  to  be  protected ;  but  if  I  build  a  rail- 
road under  the  policy  of  our  Government,  and  under  the  laws  of  our 
Government,  which  guarantees  competitive  conditions  whereby  I  can 
go  and  sell  my  traffic  to  different  markets,  and  you  propose  to  change 
that  policy  so  that  my  road  can  not  exist,  you  have  done  an  injustice 
to  me,  but  the  real  injustice  is  to  the  public  that  upon  the  faith  of 
those  laws  have  gone  there  and  built  their  communities  and  their 
industries  and  located  their  homes  and  their  churches  and  their 
schools.  They  are  there,  and  they  are  a  part  of  the  people  of  this 
country,  and  you  can  not  take  the  most  densely  settled  section  of  the 
United  States  or  of  any  other  country  and  make  it  self-sustaining. 

The  Mississippi  River  would  not  be  a  river  if  it  were  not  for  the 
tributaries  that  come  from  the  mountains  and  from  the  distant  places 
and  together  make  the  river  that  carries  on  its  bosom  the  commerce 
that  it  does,  and  so  the  big  railways  would  not  be  railways  if  it  were 
not  for  these  little  railways.  Therefore  you  have  got  to  keep  them 
up  in  self-defense.  You  have  got  to  keep  them  up  because  they  are 
props  to  the  big  system  and  because  the  big  system  and  the  little  sys- 
tem all  constitute  one  system  that  supports  and  sustains  the  people  of 
the  Nation.     Does  that  answer  j^our  question,  Governor  ? 
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Mr.  Montague.  That  is  a  very  interesting  comment  upon  it.  I 
will  not  argue  with  it  at  all,  and  I  am  glad  to  have  your  views. 

Mr.  Denison.  Mr.  Cain,  may  I  ask  j^ou  a  question"^ 

Mr.  Cain.  Certainly. 

Mr.  Denison.  Am  I  right  in  assuming  that  all  these  roads  were 
built  originally  on  the  assumption  that  they  would  make  money  for 
the  men  who  built  them  and  pay  their  own  way ;  is  not  that  true ) 

Mr.  Cain.  Yes;  I  think  that  is  true. 

Mr.  Denison.  They  were  not  built  out  of  any  philanthropic  spirit? 

JSIr.  Cain.  Not  at  all,  ]Mr.  Denison. 

Mr.  Denison.  The  owners  or  the  builders  built  them  because  they 
thought  they  would  make  an  investment  there  which  would  inci- 
dentally be  a  good  thing  for  the  country,  but  ^primarily  would  be  a 
good  thing  for  the  company. 

Mr.  Cain.  Yes. 

Mr.  Denison.  Now,  is  the  fact  that  they  are  not  paying  operating 
expenses  conclusive  evidence  of  poor  j  uclgment  in  the  building  of  those 
roads  ? 

Mr.  Cain.  I  do  not  think  so  at  all.  Of  course,  Mr.  Denison,  there 
are  some  roads  that  have  been  built  and  have  become  general  public 
carriers  that  really  ought  not  to  ha^'e  been  built,  and  would  not  have 
been  built  but  for  the  fact  that  they  were  at  one  time  industrial  roads 
or  rather  originally  industrial  roads.  For  instance,  you  take  a  lumber 
road  or  a  mine  road  that  was  originally  built  to  develop  a  mine  or 
develop  a  lumber  camp  or  a  lumber  mill. 

The  public  goes  along  that  line  and  locates  some  industries.  There 
are  some  of  those  kind  of  roads  where  the  public  service  is  not  so  im- 
portant as  that  they  could  not  be  abandoned,  and  such  roads  ought  to 
be  abandoned.  So  I  am  glad  that  you  have  incorporated  in  a  bill  here 
authority  to  abandon  them  under  those  circumstances.  But  the  great 
majority  of  these  roads  were  built  as  commercial  carriers  with  the 
expectation  of  making  money  and  with  the  expectation  that  under 
proper  regulation  they  would  be  fostered  and  protected. 

Mr.  Denison.  Do  you  think  the  fact  that  they  have  not  been  suc- 
cessful is  due  to  improper  regulation  or  lack  of  regulation  ? 

Mr.  Cain.  Yes;  to  a  large  extent.  Let  me  explain  what  I  mean. 
As  I  stated  a  while  ago  the  regulation  has  been  of  such  a  nature  as  that 
the  weak  road  found  it  impossible  to  live  upon  the  earnings  or  the 
rate  structure  which  was  fixed  because  the  strong  roads  got  too  much. 
That  is  really  the  whole  trouble.  If  you  fix  a  rate  structure  suffi- 
ciently high  to  take  care  of  all  the  roads  and  you  see  that  the  strong 
road  does  not  take  more  than  is  necessary  or  right  and  proper,  then 
you  have  solved  the  whole  problem. 

Mr.  Denison.  That  matter  heretofore  has  been  entirely  a  matter 
of  contract  with  the  roads  ?  By  that  matter  I  mean  the  distribution 
of  the  through  rate. 

Mr.  Cain.  Primarily  it  is  a  matter  of  agreement  between  the  rail- 
roads, but  there  has  been,  I  think,  authority  in  the  law  for  the  Inter- 
state Commerce  Commission  to  act  in  case  the  parties  disagreed  as  to  a 
division  of  the  rate. 

Mr.  Denison.  By  exercise  of  that  power. 

Mr.  Cain.  They  held  up  to  a  very  recent  case  that  they  did  not  have 
the  power  to  fix  divisions  except  where  they  had  fixed  the  rate  upon 
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complaint.  In  a  late  case,  Morgantown-Kingwood  case,  the  commis- 
sion in  a  divided  opinion,  five  to  four,  held  that  they  had  the  authority 
under  the  present  law,  but  some  of  the  strong  commissioners  were  in 
the  minority  and  a  change  in  the  commission  might  change  that 
decision  at  any  time ;  they  might  go  back  to  the  old  policy. 

Mr.  Denison.  The  Esch-Pomerene  bill  gives  the  commission  the 
power  to  adjust  that,  whether  they  initiated  the  rates  or  not? 

Mr.  Cain.  Yes.  We  have  that  presented  in  the  shape  of  an  amend- 
ment. It  does  not,  perhaps,  make  it  sufficiently  positive  and  specific 
in  terms,  so  that  the  commission  will  have  something  to  protect  it 
against  these  contending  interests  that  are  always  there. 

Mr.  Sims.  I  do  not  understand  you  to  mean,  Mr.  Cain,  as  laying 
down  the  doctrine  that  a  railroad,  long  or  short,  that  does  not  have 
sufficient  revenue  should  not  exist? 

Mr.  Cain.  No,  Judge.  I  am  glad  you  m^e  that  suggestion.  No 
road  should  be  abandoned  that  with  reasonaSl^e  divisions  can  be  made 
to  earn  an  operating  income.  Here  is  what  I  mean,  Mr.  Chairman 
and  gentlemen:  It  all  goes  back  to  the  question  as  to  what  is  a 
reasonable  division  of  a  fair  rate.  Here  is  a  commodity  that  will 
move,  we  will  say,  from  the  State  of  California  across  the  continent. 
It  originates  on  a  little  line  up  in  the  mountains  on  a  short-line  rail- 
road in  a  thinly  populated  territory.  Then  it  travels  over  an  inter- 
mediate line  to  a  stronger  line,  and  then  it  goes  out  on  one  of  the 
transcontinental  roads  and  gets  into  dense  territory.  Now,  the  com- 
modity moves  upon  a  through  rate.  The  commission  says  that  a 
reasonable  rate  for  this  commodity  from  California  to  New  York  is 
so-and-so  per  hundred  pounds. 

Now,  then,  the  question  is  what  is  a  reasonable  division  of  that 
rate?  I  contend,  and  I  think  I  can  convince  any  man  if  I  can  make 
my  views  plain  enough,  that  a  reasonable  rate  for  the  Pennsylvania 
Railroad  would  be  a  very  unreasonable  rate  for  the  little  short  line 
in  California  or,  to  put  it  differently,  I  think  a  division  of  the  rate 
which  would  be  very  high  for  the  Pennsylvania  would  be  very  low 
for  the  road  that  originated  it  out  there.  Why  ?  The  whole  question 
goes  back  to  the  value  of  the  service,  the  cost  of  the  service.  If  you 
gentlemen  go  to  the  end  of  a  railroad  line  and  get  on  a  stage  line, 
if  you  find  a  stage  line,  you  will  find  the  rate,  perhaps,  five  times  as 
high  per  mile  as  it  is  upon  the  railroad.  Then  if  you  will  get  off  the 
stage  line  which  carries  a  number  of  passengers  and  mail  to  help 
sustain  the  cost  of  operating  the  stage  line,  and  you  want  to  go  a  little 
farther  away  from  civilization,  you  may  do  as  I  did  about  two  months 
ago.  I  went  to  the  end  of  public  transportation  and  had  to  go  35  miles 
farther.  I  could  get  an  automobile  to  carry  me  the  35  miles  and  back 
for  $20,  If  I  could  get  three  more  passengers  to  go  in  the  automobile, 
I  would  pay  $5.  Do  you  catch  the  point  ?  The  idea  is  that  the  cost 
or  value  of  the  service  is  greater  in  proportion  as  you  get  further  away 
from  density  of  traffic.  If  you  are  going  to  have  public  service,  it  is 
like  a  fellow  out  on  one  of  these  pipes;  there  n>ay  be  only  two  houses 
within  a  mile  of  the  pipe  getting  water  and  it  costs  more  to  give  those 
men  water,  but  you  can  not  charge  them  a  different  rate ;  they  would 
not  stand  for  it  It  goes  to  the  question  of  what  is  the  fair  price  of  the 
particular  service. 
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Mr.  Montague.  All  the  water  comes  from  the  same  place  ? 

Mr.  Cain.  Yes ;  all  the  water  comes  from  the  same  place. 

Mr.  Montague.  And  it  is  all  owned  by  the  same  owner? 

Mr.  Cain,  Yes,  sir ;  and  is  served  to  the  public. 

Mr.  Montague.  There  is  no  competition? 

Mr.  Cain.  No  competition. 

Mr.  Montague.  There  is  one  owner  of  all  the  water  supply  in  the 
city? 

Mr.  Cain.  Yes,  sir. 

Mr.  Montague.  Does  not  that  illustration  argue  for  Government 
ownership  as  the  solution  of  the  problem  ? 

Mr.  Cain.  Governor,  we  are  going  to  have  one  of  two  things — Gov- 
ernment ownership  or  Government  regulation,  Avhich  includes  not 
alone  control  and  restraint,  but  to  foster  and  protect.  You  are  going 
to  have  that  kind  of  regulation  or  Government  ownership  is  in- 
evitable. My  argument  is  that  3^011  are  not  taking  a  thing  in  the 
world  from  the  strong  road  when  you  give  the  short  originating  road 
the  greater  part  of  the  through  rate,  because  he  would  not  get  that 
commodity  if  the  little  fellow  did  not  exist.  You  are  making  him 
exist  by  giving  the  other  one  enough  to  live  upon,  thereby  continuing 
production  and  adding  to  the  volume  of  traffic,  and  the  other  one  has 
to  have  more  of  the  particular  rate,  because  it  costs  more  to  produce 
the  service.  If  you  are  ready  to  say  that  this  remote  community 
now  served,  or  all  remote  communities  not  yet  served,  by  i-ailroads 
should  not  be  served,  then  you  can,  of  course,  adopt  the  idea  that  these 
roads  that  are  remotely  situated  in  thin  territory  should  not  have 
this  differential  in  the  matter  of  divisions,  but  if  you  are  going  to 
sustain  the  transportation  machine  as  a  whole  in  the  interest  of  the 
public  as  a  whole,  you  must  take  into  consideration  the  difference  in 
the  price  of  producing  the  particular  service  in  a  particular  locality 
and  give  to  that  company  or  corporation  or  carrier  or  servant,  if  you 
please,  that  out  yonder  in  remote  sections  has  to  run  its  trains, 
has  to  incur  the  same  kind  of  initial  costs — you  have  got  to  give  it 
more  out  of  the  through  rate  than  you  give  relatively  to  the  stronger 
road. 

Mr,  Merritt.  Can  you  give  us  an  example  as  to  some  commodity  in 
dollars  and  miles,  so  that  we  can  see  what  the  general  situation  is 
now? 

Mr,  Cain,  Mr,  Merritt,  I  can  not  give  you  the  figures ;  I  am  not  a 
traffic  man.  But  I  can  illustrate  what  I  mean.  You  take  a  carload 
of  cotton  that  moves  from  my  road  to  the  port  of  Galveston,  moving 
over  only  two  roads;  we  get  $1  a  hundred  pounds  for  the  through 
rate,  and  that  makes  $5  a  bale  for  moving  that  cotton.  My  road  gets 
SO  cents  out  of  that,  the  originating  road. 

Mr.  Merritt.  Eighty  cents  out  of  the  dollar? 

Mr.  Cain.  Eighty  cents  out  of  the  $5.  I  am  merely  using  that 
figure ;  I  am  not  sure  that  the  figure  is  correct. 

Mr.  Merritt.  I  understand. 

Mr.  Cain.  If  I  got  what  I  should  have  out  of  that  cominodity  and 
all  other  commodities — you  can  not  take  any  one  commodity  if  you 
o,re  going  to  establish  a  rate  level,  as  the  commission  will  have  to  do 
eventually  in  the  solution  of  this  problem — then  you  take  these  differ- 
ent comrnodities  moving  from  different  classification  territories  or 
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different  sections,  and  you  take  into  consideration  the  situation  of  the 
line  over  there  and  this  intermediate  line  here,  and  this  line,  as  to  their 
necessities,  as  to  the  volume  of  traffic  that  goes  over  them,  whether 
that  line  out  there  is  an  originating  line  or  a  remote  line  or  not,  and 
you  make  the  division  of  the  rate  after  you  have  established  the  rate 
level  as  between  all  of  those  carriers  with  that  in  view. 

Mr.  Merritt.  In  your  particular  case  how  many  miles  w^ould  you 
move  it  for  80  cents  and  how  many  miles  would  the  other  fellow 
move  it  ? 

Mr.  Cain.  I  would  move  it  over  my  entire  line  or  any  part  of  the 
line,  which  would  be  what  we  call  in  common  point  territory. 

Mr.  Merritt.  What  would  be  the  distance  in  miles  ? 

Mr.  Cain.  My  road  is  100  miles  long. 

Mr.  Merritt,  And  how  far  is  it  from  the  end  of  your  line  to  the 
port  in  the  instance  which  you  have  cited  ? 

Mr.  Cain.  About  350  to  400  miles. 

Mr.  Merritt.  They  move  it  three  times  as  far  as  you  do  for  four 
times  the  amount  of  money ;  a  little  over. 

Mr.  Cain.  Yes,  sir.  I  want  you  to  understand  that  I  am  not  sure 
that  I  have  given  you  the  correct  figures. 

Mr.  Merritt.  Is  it  not  a  fact  that  these  so-called  strong  lines,  prob- 
ably the  more  economically  run  lines,  get  more  per  ton-mile  than  you 
do  on  the  weak  line  ? 

Mr.  Cain.  No;  I  do  not  think  so.  That  may  occur  in  some  in- 
stances; I  can  not  give  you  a  positive  answer  as  to  that.  I  am  not 
assuming  that  they  do,  but  I  am  assuming  that  they  take  full  tonnage 
and  they  haul  that  tonnage  for  a  great  deal  less  than  we  can  possibly 
haul  it. 

Mr.  Merritt.  I  appreciate  your  view.  Do  you  mean  to  say  that 
the  rate-making  power  should  not  only  consider  the  distance  that  the 
other  carriers  go,  but  also  the  necessities  of  each  one  in  order  to  ad- 
just the  rate  so  that  he  may  share  enough  to  keep  alive? 

Mr,  Cain.  If  you  establish  a  rate  structure  based  on  the  value  of 
all  of  these  properties,  you  must  then  take  into  consideration  the 
location  and  every  other  fact  that  enters  into  the  question  as  between 
the  different  roads.  Else  in  any  rate-making  district  you  are  merely 
creating  a  purse  and  throwing  it  out  there  in  order  that  the  strong 
and  weak  roads  may  wrestle  for  the  purse.  What  is  the  undoubted 
result?  The  stronger  road  takes  it  and  the  weaker  road  grows 
weaker  and  the  stronger  road  stronger.  You  can  not  avoid  it,  I 
think  that  is  the  danger  we  have  in  front  of  us  and  that  will  bring 
us  to  Government  ownership  unless  we  can  solve  the  problem  in 
some  equitable  way. 

Mr.  Montague.  Your  cure  is  a  proper  proportion  or  division  of 
the  rate? 

Mr,  Cain,  Yes,  sir;  and  also  a  distribution  of  the  traffic, 

Mr,  Montague,  You  rather  take  the  converse  of  the  security 
holders'  plan,  a  division  of  the  excess  profits? 

Mr,  Cain.  I  do  not  think  it  would  be  so  contended.  I  do  not  fear 
the  legal  proposition  that  the  Government  can  not  do  it  under  the 
power  to  regulate,  but  I  do  not  think  we  go  that  far.  Now,  I  do  not 
see  any  chance  for  the  weak  or  the  short  or  producing  line  except 
through  a  division  of  the  rate  and  a  distribution  of  traffic. 
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Mr.  Montague.  Your  plan  is  a  division  of  the  rates  and  a  proper 
division  of  the  rates  as  between  the  strong  and  wealc  lines? 

Mr.  Cain.  Yes,  sir. 

Mr.  Montague.  And  not  a  division  of  the  earnings? 

Mr.  Cain.  No. 

Mr.  Montague.  To  equalize  the  rates  in  the  form  of  earnings  ? 

Mr.  Cain.  Not  at  all. 

Mr.  Montague.  Yon  go  back  to  the  rate  itself? 

Mr.  Cain.  We  go  back  to  the  rate  itself,  what  it  costs  to  produce 
the  transportation. 

Mr.  Montague.  I  understand  the  way  you  get  at  it,  speaking 
broadly,  you  hope  to  cure  the  situation  by  equalization  of  the  pay 
which  the  several  roads  get  for  hauling  produce  and  mankind? 

Mr.  Cain.  Exactly.    That  is  the  fundamental. 

Mr.  Merriit.  Do  you  propose  an  amendment  that  would  produce 
that  result? 

Mr.  Cain.  Only  this  kind  of  an  amendment,  Mr.  Merritt,  giving 
the  commission  the  power  to  establish  routes,  rates,  and  divisions, 
and  telling  them  to  exercise  it. 

Mr.  Sims.  In  other  words,  making  it  mandatory? 

Mr.  Cain.  Yes,  sir. 

Mr,  Merritt.  It  seems  to  me  if  you  should  lay  out  some  sort  of  a 
rule  that  you  will  get  a  government  of  men  and  not  of  law  ? 

Mr.  Cain.  We  have  a  yardstick  which  I  will  present  to  you,  and  1 
will  introduce  our  amendments  now,  because  I  have  taken  altogether 
too  much  of  your  time. 

Mr.  Sanders  of  Indiana.  You  have  been  dealing  with  the  question 
of  the  weak  and  strong  roads,  using  as  your  illustration  of  the  weak 
roads  one  of  the  feeder  lines.  As  I  understand,  the  Warfield  plan 
not  only  deals  with  that  sort  of  a  situation,  but  deals  with  the  weak 
roads  which  may  parallel  other  roads  and  may  not  be  a  feeder  at  all? 

Mr.  Cain.  Yes,  sir. 

Mr.  Sanders  of  Indiana.  Do  you  offer  any  solution  for  two  trunk 
lines,  one  strong  and  one  weak? 

Mr.  Cain.  As  I  understand  it,  the  Warfield  plan  does  advocate 
this  rule  of  the  distribution  of  the  traffic  as  well  as  their  recapture 
of  the  excess  earnings.  I  do  not  see  how  we  are  going  to  solve  the 
problem  of  the  strong  and  weak  lines,  using  weak  lines  in  the  sense 
you  do,  without  you  have  something  of  the  sort.  Of  course,  the 
short  line  or  the  producing  line  can  live  upon  the  division  and  dis- 
tribution of  the  traffic  and  the  intermediate  carriers  could  be  made 
much  stronger.  To  illustrate  what  I  mean.  Here  is  the  Union 
Pacific  or  the  Santa  Fe  or  any  road  that  runs  from  the  Pacific  coast 
to  Chicago.  They  originate  traffic  all  the  w^ay  across  the  Avestern 
part  of  the  continent.  They  bring  that  traffic  unrouted  to  Chicago, 
but  it  is  destined  for  the  Atlantic  coast.  New  England,  for  export. 
Those  lines  could  be  required,  and  properly  so,  in  my  opinion,  to  give 
that  unrouted  traffic  to  some  weak  line  rather  than  to  its  strong  as- 
sociates. The  competitive  conditions  produce  this  result.  A  strong 
line  naturally  trades  with  strong  lines  and  have  reciprocal  relations 
with  each  other.  Therefore  an  originating  road  in  the  West  will 
bring  its  traffic  to  the  breaking  point  at  Chicago  and  turn  it  over  to 
a  road  that  it  has  an  interest  in  by  reciprocal  relation,  or  by  actual 
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investment  as  the  Union  Pacific  has,  I  think,  with  the  Illinois  Cen- 
tral. I  think  as  to  the  unrouted  traffic  the  commission  should  have 
the  power  to  say  to  those  roads,  ''  We  want  you  to  distribute  that 
traffic  in  the  East  to  the  w^eak  lines,  give  it  to  the  Erie,  for  instance." 

The  Chairman.  You  take  away  from  the  original  shipper  the 
right  to  determine  the  route? 

Mr.  Cain.  Not  at  all,  when  routed.     I  said  unrouted. 

The  Chairman.  I  did  not  catch  that. 

Mr.  Cain.  I  think  at  least  50  per  cent  or  60  per  cent  of  the  traffic 
is  unrouted,  the  through  traffic,  I  mean 

The  Chairman.  I  did  not  catch  those  words. 

Mr.  Montague.  Do  you  not  think  that  it  is  larger  than  that? 

Mr.  Cain.  It  might  be,  governor.  That  is  a  guess.  I  think  it  is 
a  safe  guess. 

Mr.  Montague.  Is  there  any  way  of  finding  that  out? 

Mr.  Cain.  I  could  not  tell  you,  but  of  course  the  connnission  woiild 
know.  They  could  determine  that  fact.  I  only  used  it  as  an  illus- 
tration of  wdiat  they  could  do  in  the  way  of  taking  care  of  the  weak 
roads  by  having  the  power  to  distribute  unrouted  traffic  at  the  end 
of  the  carriage  by  the  originating  line. 

The  Chairman.  Does  commodity  freight,  as  a  rule,  go  unrouted? 

Mr.  Cain.  I  think  nearly  all  the  commodities  go  unrouted;  the 
great  majority  go  unrouted. 

Mr.  Montague.  Is  not  cotton  a  commodity? 

Mr.  Cain.  Yes,  sir. 

Mr.  Montague.  I  call  it  a  commodity.  I  did  not  know  wiiether 
111  railroad  parlance  you  called  it  a  commodity. 

Mr.  Cain.  I  thought  the  chairman  used  the  word  "  commodity  " 
in  that  he  meant  less  than  carload  lots.  Practically  that  all  goes  un- 
routed, I  think,  I  am  not  sure,  but  that  is  my  judgment,  basing  my 
judgment  upon  my  own  experience. 

The  Chairman.  Things  shipped  in  bulk  generally  go  routed  be- 
cause they  require  terminal  facilities  and  the  party  who  ships  wants 
to  take  advantage  of  the  terminal  facilities  in  loading  and  the  eleva- 
tors, warehouses,  storehouses,  and  things  of  that  kind  ? 

Mr.  Cain.  I  can  not  say  to  what  extent  that  ma}'  or  may  not  be 
true. 

Mr.  Sims.  I  thoroughly  sympathize  with  what  seems  to  be  the 
object  and  purpose  of  what  you  advocate,  but  I  want  to  ask  you 
this.  Take  east  of  the  Mississippi  River  and  south  of  the  Ohio  and 
Potomac  Rivers  there  is  a  section  in  which  we  have,  perhaps,  as  many 
trunk  lines  as  we  will  ever  have,  especially  running  north  and  south. 
We  may  need  a  few  more  east  and  west.  The  only  way  to  further 
develop  that  section  is  through  short  lines  or  branch  lines  where 
they  do  not  exist,  if  that  section  of  the  South  is  to  be  developed  to 
the  extent  it  should  be  developed,  not  only  for  itself,  but  for  the 
whole  country  and  the  world,  there  ought  to  be  a  great  many  short 
lines  going  out  into  that  section  of  the  country  in  order  to  increase 
farm  production,  lumber  production,  and  anything  else.  They  will 
not  build  a  short  line  because  it  would  not  be  commercially  profitable 
because  it  connects  with  a  trunk  line.  The  trunk  line  in  some  way  or 
other  should  be  compelled  to  take  that  freight  that  originates  50 
miles  from  it  on  a  short  line  and  the  short  line  should  have  a 
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compensatory  portion  of  the  whole  freight  charge  from  the  point  of 
shipment  to  destination,  sufficiently  discriminatory  in  its  favor. 
Else  you  will  not  have  any  more  short  lines,  because  the  long  line 
will  get  all  the  business.  They  will  say,  "  We  have  all  the  business 
that  we  care  for  and  we  will  not  do  that,"  but  if  you  can  compel 
them  to  make  a  rate  and  to  divide  the  through  rate  in  such  a  manner 
as  to  give  the  greatest  bulk  of  it  to  the  short  line  which  produces  the 
traffic  you  will  increase  production? 

Mr.  Cain.  Yes,  sir. 

Mr.  Sims.  Why  not  adopt  such  a  policy  that  would  force  the  trunk 
lines,  make  it  mandatory  that  these  places  can  be  built  up  other  than 
by  the  power  of  the  Government  itself? 

Mr.  Cain.  Yes,  sir. 

Mr.  Sims.  I  have  known  of  instances  in  my  country — Mr.  Eobin- 
son  is  probably  well  acquainted  with  them,  there  is  the  Nashville  & 
Chattanooga  Road  which,  if  it  was  deprived  of  its  branch  connec- 
tions, I  do  not  know  whether  or  not  it  would  pay  operating  expenses, 
but  as  it  is  it  is  a  magnificent  property.  In  the  county  in  which  I  live 
there  is  not  one  mile  of  railroad.  We  even  voted  county  bonds  and 
then  the  trunk  lines  bought  out  the  road.  Some  of  our  farm  lands 
have  sold  as  high  as  $300  an  acre.  You  can  not  get  a  road  built  in 
there,  because  it  will  not  commercially  pay  to  operate  only  in  the 
county.  The  trunk  line  should  be  compelled  to  give  the  local  or 
short  line  road  the  bulk  of  it.  Under  existing  conditions  j^ou  can 
not  have  any  new  short  lines  built  unless  it  is  to  a  furnace  or  some- 
thing of  that  kind,  on  account  of  the  haul. 

Mr.  Cain.  That  is  what  I  want  to  bring  about,  more  development, 
more  traffic,  more  for  the  trunk  lines  as  well  as  weak  lines. 

In  this  connection  the  policy  which  we  propose  would  not  be,  per- 
haps, a  proper  policy  if  you  did  not  give  the  power  to  control  future 
construction,  and  that  may  be  done  under  the  Esch  bill,  which  I 
think  will  necessarily  be  incorporated  in  any  legislation.  It  would 
be  unwise  to  try  to  take  care  of  these  roads  by  a  differential  and 
thereby  encourage  improvident  construction,  as  it  would  do,  without 
some  power  to  restrict  construction  in  the  future.  I  think  that  now 
you  propose  to  limit  construction  or  encourage  construction,  as  the 
case  may  be,  there  will  be  no  improvident  construction  in  the  future 
and  yet,  this  policy,  I  think,  will  have  to  be  adopted  with  regard  to 
any  kind  of  construction. 

The  Chairman.  Mr.  Cain,  you  were  about  to  take  up  j^our  amend- 
ments. 

Mr.  Cain.  Yes,  sir.  The  first  subject  which  I  wish  to  present  to 
you  in  the  form  of  amendment  deals  with  the  matter,  of  through 
routes  and  joint  rates,  the  subject  which  I  have  been  discussing.  If 
you  will  kindly  refer  to  page  4  of  the  committee  print,  after  the  word 
"  therefore,"  in  line  24,  we  suggest  that  you  insert  the  following : 

To  make  such  physical  connection  and  so  operate  their  lines  as  that  they  will 
constitute   and   be   in   effect   single   national   ti'ansportation   and   transmission 

systems. 

I  use  the  word  "  transmission  "  in  that  case  because  your  bill  seems 
to  be  directed  to  both  the  telephone  and  telegraph  lines  as  well  as  the 
railroads. 

The  next  amendment  on  the  same  subject  is  on  page  5,  line  9,  after 
the  word  "  carriers." 
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Mr.  Sims.  Mr,  Cain,  in  reference  to  the  amendments  whicli  you  pro- 
'  pose  it  says,  "in  effect  single  national " ;  do  yon  not  think  it  should  be 
in  effect  a  single,"  etc.  ? 

Mr.  Cain.  It  is  in  the  plural  there  and  refers  to  both  transporta- 
tion and  transmission  systems.  It  would  be  properly  so  if  we  were 
dealing  with  the  railroads  alone. 

After  the  word  "  carriers,"  in  line  9,  on  page  5,  add  the  following: 

Provided,  hoirevcr,  That  all  rates,  fares,  charges,  classifications,  tariffs,  and 
practices  affecting  the  transportation  of  passengers  or  property  and  the  division 
of  joint  rates  and  fares  and  charges  in  effect  between  carriers  at  the  time  of 
the  passage  of  this  act  are  hereby  declared  to  be  prima  facie  reasonable,  jnst, 
and  lawful,  and  no  common  carrier  shall  be  required  to  rediice  or  to  modify 
or  change  any  such  rate,  fare,  charge,  classification,  tariff,  or  practice,  or  the 
division  of  any  joint  rate,  fare,  or  charge  except  upon  an  order  of  the  Interstate 
Commerce  Commission  requiring  such  change. 

You  will  observe,  gentlemen  of  the  committee,  that  the  purpose 
of  that  is  to  take  care  of  the  present  situation  more  than  as  a  perma- 
nent provision. 

The  Chairman.  In  the  bill  before  us  we  take  out  the  two-year  limi- 
tation. You  know  the  existing  interstate  commerce  act  allows  the 
rates  to  remain  in  force  and  effect  for  a  period  of  two  years.  We 
eliminate  that  limitation. 

Mr.  Cain.  Our  thought  was  this,  Mr.  Chairman :  That  unless  you 
preserve  in  effect  the  present  provisions  and  the  present  rates  that 
immediately,  when  Federal  control  ceases,  the  State  rates  will  go  into 
effect  and  the  divisions  may  be  taken  out  by  the  railroads;  in  other 
words,  they  may  cancel  these  divisions  which  we  have  made  during 
Federal  control  with  some  of  them. 

Mr.  Sims.  And  you  want  to  continue  the  present  conditions. 

Mr.  Cain.  Yes;  until  there  is  an  adjustment  by  the  Interstate  Com- 
merce Commission. 

Mr.  Sims.  Both  the  rates  and  the  division  of  the  rates  ? 

Mr.  Cain.  Yes. 

Mr.  Hamilton.  You  want  to  retain  the  present  rates  as  a  basis  of 
action  rather  than  to  go  back  to  the  old  rates  ? 

Mr.  Cain.  That  is  it.  Judge.  We  fear  there  will  be  a  disposition 
on  the  part  of  the  State  commissions  to  restore  the  original  rates  that 
existed  at  the  time  of  Federal  control  which  would  carry  us  back 
beyond  the  25  per  cent  increase,  and,  in  addition  to  that,  we  fear  that 
the  trunk-line  railroads,  in  many  instances,  will  want  to  reduce  the 
divisions  or  to  change  the  divisions  that  now  exist  and  which  we  have 
made  with  the  Director  General. 

The  Chairman.  You  remember  that  Commissioner  Clark,  in  his 
testimony,  recommended  that  the  existing  district  traffic  committees 
might  be  retained  for  a  certain  period  after  Federal  control  ceases 
so  that  any  applications  for  changes,  increases,  and  so  on,  would  pass 
through  the  district  traffic  committees  before  they  reached  the  In- 
terstate Commerce  Commission  and  thus  avoid  the  tremendous  rush 
which  might  come  upon  the  Interstate  Commerce  Commission  un- 
less some  intermediary  body  were  created. 

Mr.  Cain.  Yes;  I  remember  that  and  I  think  it  was  a  wise 
suggestion.  What  we  are  trying  to  do  is  to  prevent,  by  act  of  Con- 
gress, any  change  that  would  put  us  in  a  worse  position  than  we  are. 
Mr.  Robinson  calls  my  attention  to  the  fact  that  we  know  by  experi- 
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ence  that  these  traffic  committees  are  trying  to  reduce  the  divisions 
in  many  instances  and  have  been  doing  it  recently.  We  are  contend- 
ing for  increased  divisions  and  we  have  had  very  little  increases ;  in 
fact,  I  believe  they  are  negligible  in  any  case. 

Mr.  Sims.  You  are  referring  to  the  increase  in  the  division  of  a 
through  rate. 

Mr.  Cain.  Yes.  In  the  Cummins  bill  there  is  an  attempt,  which 
we  do  not  think  goes  sufficiently  far,  to  cover  that  and  which  I  merely 
call  to  your  attention  to  shoAv  that  it  is  recognized  as  being  necessary 
by  the  Senate  committee.  On  page  3  of  the  Cummins  bill  they  try 
to  take  care  of  that  situation  or  do  take  of  it  by  this  provision : 

Rates,  fares,  and  charges  for  the  service  of  the  common  carriers  in  force  at 
the  time  that  the  repeal  of  the  said  act  takes  effect  shall  remain  in  force  until 
changed  by  competent  authority. 

That  would  be  sufficient  if  it  really  took  care  of  divisions  but  it 
does  not  seem  to  include  divisions  at  all,  and  we  think  that  the  divi- 
sions which  we  have  are  very  important. 

Mr.  Montague.  The  Cummins  bill  takes  care  of  the  rate  but  not  of 
the  divisions. 

Mr.  Cain.  Yes;  and  it,  of  course,  leaves  open  the  question  as  to 
whether  or  not  State  rates  will  include  either  or  would  be  included 
in  the  language  they  use. 

The  Chairman.  You  did  not  read  the  second  paragraph  of  the 
amendment. 

Mr.  Cain.  No:  the  second  paragraph  relates  to  the  question  of 
through  routes  again: 

In  establishing  joint  rates  applicable  to  transportation  of  traffic  over  tht'ougb 
routes  herein  required  to  be  established,  no  difference  shall  be  made  in  the 
amount  or  measure  of  such  rates  by  reason  of  differences  in  the  ownership  or  con- 
trol of  any  of  the  lines  or  portions  of  lines  embraced  within  the  through  routes, 
it  being  the  intent  and  purpose  hereof  that  as  to  through  routes  like  rates  shall 
be  maintained  for  the  like  or  substantially  similar  services  of  transportation, 
irrespective  of  the  number  of  common  carriers  participating  therein  and  irre- 
spective of  the  relationship  of  such  common  carriers:  Provided,  That  the  com- 
mission shall  have  the  right  whenever  a  through  route  is  shown  to  be  unreason- 
ably long  as  compared  with  another  practicable  and  existing  through  route 
between  the  same  points  to  grant  relief  from  this  requirement  upon  the  applica- 
tion of  any  carrier  or  carriers  and  to  fix  the  condition  upon  which  such  relief 
may  be  afforded. 

Now,  it  is  probable  that  the  commission  has  that  power  under  the 
law  as  it  exists,  but  in  practice  we  have  found  that  it  is  necessary  to 
invoke  the  power  of  the  commission  to  file  a  complaint,  and  in  every 
instance  that  brings  up  opposition  on  the  part  of  the  trunk  lines  and 
opens  the  way  for  retaliation.  The  discrimination  that  exists  is  of 
this  kind :  Here  is  a  trunk  line  that  has  a  branch  line  into  the  same 
general  territory  that  one  of  these  little,  independent  short  lines  is 
in.  The  trunk  line  gives  to  its  branch  line  a  through  rate,  so  that 
an  industry  located  on  that  branch  line  gets  the  same  advantage, 
commercially,  from  the  market  viewpoint,  as  the  man  located  on  the 
main  line,  whereas  the  little  independent  line  has  to  charge  its  local 
or  arbitrary,  as  they  call  it,  up  to  the  junction,  and  the  through  rate 
is  the  arbitrary  plus  the  junction  rate,  or  trunk-line  rate,  making  the 
industry  on  the  independent  or  short  road  pay  more  for  its  traffic 
or  for  that  through  traffic  than  is  given  to  the  branch  line  in  many 
instances  by  the  trunk  line.     In  other  words,  there  is  a  discrimina- 


RETURN   OF   THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1879 

tion  there  that  ought  not  to  exist,  and  the  purpose  of  fhis  is  to  make 
it  positive  and  definite  that  they  shall  not  have  that  right,  and  that 
the  commission  shall  see  that  the  same  kind  of  rate  is  given  to  an 
industry  on  an  independent  short  line  that  is  given  a  branch  to  some 
trunk  line  or  to  industries  on  their  own  branch.  You  can  at  once 
see  that  if  a  lumber  mill  or  a  manufacturing  concern  is  on  one  of 
these  little,  independent  roads,  and  they  have  to  pay  a  higher  through 
rate  on  account  of  the  two  rates  than  the  other  industry  situated  in 
the  same  forest  or  the  same  section  has  to  pay,  situated  on  a  branch 
line,  the  industry  will  locate  on  the  branch  line  of  the  trunk  line  and 
not  on  the  independent  short  line  because  of  the  ditference  in  rates. 
It  may  be  small,  but  we  all  know  that  in  this  day  of  competition 
every  man  figures  a  penny  of  difference,  and  the  industry  on  the 
independent  road  that  does  not  have  the  same  rate  as  the  industry 
on  the  owned  road  has  to  absorb  that  difference.  lie  has  to  put  his 
product  down  in  the  market  at  the  same  price  to  the  purchaser  that 
the  fellow  does  who  has  the  through  rate. 

Mr.  Denison.  That  arbitrary  charge  on  the  small  line  is  especially 
disastrous  to  the  coal  companies. 

Mr.  Cain.  Yes;  it  is  to  any  industry;  that  is,  it  puts  that  industry 
at  a  disadvantage  and  they  operate  at  a  loss  pro  tanto,  the  loss  of  the 
difference  between  the  two  rates. 

The  Chairman.  Is  not  the  last  paragraph  Avhich  you  read  prac- 
tically the  same  recommendation  that  was  made  by  the  Western 
Association  of  Short  Lines? 

Mr.  Cain.  Yes;  it  comes  as  a  suggestion  from  the  Western  Asso- 
ciation to  us  and  we  think  that  it  is  a  good  suggestion.  I  intended 
to  tell  you  that  it  is  presented  at  their  suggestion. 

The  next  suggested  amendment  to  which  I  invite  your  attention  is 
after  the  word  "  character,"  on  line  1  of  page  25,  insert  these  words: 
"  but  ma}^  establish  such  through-route  classifications  or  practices  as 
to  all  other  railroads  subject  to  this  act  without  regard  to  ownership 
of  stock  or  the  character  of  motive  power  used  in  the  operation  of 
trains." 

You  will  notice  that  that  suggested  insertion  follows  the  clause: 
"  but  shall  not  establish  any  through-route  classification  or  rate  be- 
tween street  electric  passenger  railways  not  engaged  in  the  general 
business  of  transporting  freight  in  addition  to  their  passenger  and 
express  business  and  railroads  of  a  different  character." 

There  are  a  number  of  small  railroads  that  are  not  interurban  lines 
in  the  common  acceptation  of  the  term  but  are  really  the  most  up-to- 
date  commercial  lines. 

We  have  two  or  three  members  belonging  to  our  association,  nota- 
bly the  Salt  Lake  &  Utah,  the  Waterloo,  Cedar  Falls  &  Northern, 
and  others  I  might  mention  of  the  highest  type  of  construction.  The 
Waterloo,  Cedar  Falls  &  Northern  Railroad  is  advertised  by  the 
General  Electric  Co.  on  account  of  the  character  of  its  construction 
and  its  equipment.  Those  roads  have  almost  universally  been  re- 
fused participation  as  through  routes,  and  at  the  present  time  all 
except  two  of  that  character  of  roads  in  the  United  States  within 
my  knowledge  have  been  refused  the  short-line  contract. 

Mr.  Hamilton.  How  do  those  roads  differ  from  the  regular  roads 
outside  of  the  electric  lines? 
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Mr.  Cain.  They  have  electric  locomotives  and  car  equipment  just 
like  the  other  lines  and  physical  connections,  so  that  they  handle  the 
transportation  of  the  steam  lines  just  as  the  steam  road  does.  They 
have  their  turnouts  and  their  depots  and  everything  else  built  for 
that  purpose,  and  the  exclusion  of  those  roads  is  to  penalize  the 
highest  character  of  construction.  Of  course  they  have  been  ex- 
cluded from  the  operation  of  the  short-line  contract  because  of  a 
proviso  in  section  1  of  the  act  of  March  21,  1918,  which  excluded 
all  electric  interurban  railroads  the  principal  source  of  whose  tonnage 
might  be  passenger  business. 

Mr.  Hamilton.  I  did  not  catch  the  last  part  of  what  you  said. 

Mr.  Cain.  It  excluded  all  electric  interurban  railroads  the  prin- 
cipal source  of  whose  tonnage  was  passenger  business.  Tliat  is  the 
language  of  the  act,  and  they  are  excluded  on  account  of  the  literal 
application  of  the  terms  of  the  act,  I  think,  rather  than  the  spirit 
of  the  act,  but  that  has  been  the  ruling  of  the  Railroad  Adminis- 
tration. 

Mr.  Hamilton.  How  long  is  this  road  to  which  you  refer? 

Mr.  Cain.  Mr.  Cass  will  have  to  answer.  What  is  the  mileage  of 
the  Waterloo,  Cedar  Falls  &  Northern? 

Mr.  Cass.  One  hundred  and  forty  miles. 

Mr.  Cain.  The  Salt  Lake  &  Utah  is  about  60  or  65  miles. 

Mr.  HATtiiLTON.  Do  they  transact  a  regular  freight  and  passenger 
business  just  like  any  other  road? 

Mr.  Cain.  Yes. 

Mr.  Hamilton.  What  is  the  argument  made  for  the  exclusion  of 
that  road? 

Mr.  Cain.  As  I  told  you.  Judge,  they  are  excluded  by  the  terms 
of  the  act. 

Mr.  Hamilton.  Yes;  but  is  that  all  the  argument  adduced? 

Mr.  Cain.  That  is  all  that  has  been  produced  so  far.  Of  course 
you  know  that  the  steam  lines  have  a  natural  antagonism  to  the 
electric  lines,  and  I  think  they  have  some  grounds  for  it.  Many  of 
the  electric  lines  have  gone  right  along  the  side  of  those  roads  and 
have  invaded  territory  and  duplicated  utilities.  Many  of  them  are 
not  in  that  situation,  and  of  course  there  does  not  exist  that  general 
ground  for  antagonism. 

Mr.  Hamilton.  They  run  trains  more  frequently? 

Mr.  Cain.  Yes. 

Mr.  Hamilton.  And  they  can  enter  the  cities  with  less  expense. 

Mr.  Cain.  It  is  a  matter  of  service  to  the  public. 

The  next  proposed  amendment  to  which  I  invite  your  attention  is 
on  line  15,  page  25,  committee  print,  ending  with  "  interest,"  on 
line  11,  the  end  of  the  paragraph.  That  is  a  substitution,  Mr.  Chair- 
man, of  the  proviso  which  has  been  written  in  the  pending  bill  and 
includes  some  of  the  language  in  that  proviso,  and  we  offer  it  as  a 
substitute : 

Provided,  That  in  time  of  shortage  of  equipment,  congestion  of  traffic,  or 
other  emergency  declared  by  the  commission,  or  in  order  to  prevent  unjust 
discrimination  between  carriers,  or  wlien  the  public  convenience  and  necessity 
or  the  needs  of  the  carriers  are  such  as  to  i*easonably  require  or  justify  it  may 
establish  such  through  routes  and  so  distribute  the  traffic  and  direct  the 
movement  thereof  as  in  its  opinion  are  necessary  or  desirable. 


RETURIT  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1881 

The  occasion  of  that  siigj^ested  substitute,  Mr.  Chairman,  is  that  we 
think  the  proviso  in  the  bill  is  too  limited;  that  the  commission 
should  have  a  lar<rer  discretion  in  dealing  with  this  kind  of  a  situa- 
tion and  then  j-ou  use  the  word  in  the  bill  that  they  may  establish 
^'  temporarily "  such  through  routes.  That  would  necessarily  be 
construed  to  mean  for  a  very  short  time  and  we  think  that  there 
might  be  a  situation  that  would  require  the  exercise  of  the  power 
for  a  considerable  time.  We  have  found,  in  practice,  that  some  car- 
riers arbitrarily  refuse  to  put  in  through  routes.  Mr.  Cass,  who 
will  follow  me,  can  and  will  give  you  a  concrete  case  of  a  road  in 
which  he  has  an  interest.  Mr.  Oliver,  who  will  also  follow  me,  will 
give  you  a  concrete  case  of  a  road  in  which  he  is  an  officer.  There 
ought  not  to  be,  it  seems  to  me,  any  reason  why  a  short  line  railroad 
entering  a  large  terminal  should  not  have  the  right  to  solicit  traffic 
in  that  terminal  and  route  that  traffic  into  anybody's  territory.  It  is 
not  taking  away  the  traffic  of  a  railroad  but  it  is  giving  an  even 
chance  to  the  little  fellow  to  got  into  the  market  and  procure  routing 
orders  which  we  are  going  to  discuss  with  you  a  little  bit  later  on, 
and  have  his  routing  orders  respected.  Taking  the  case  that  Mr, 
Cass  will  present  to  you,  there  is  a  road  160  miles  long  with  terminals 
in  Kansas  City.  Eighty-eight  odd  miles  out  of  Kansas  City  it  con- 
nects with  a  branch  of  the  Union  Pacific  by  which  it  can  route  its 
traffic  through  Kansas  City  to  Denver  territory  or  to  Pacific  coast 
territory  or  Intermountain  territory  on  the  Union  Pacific,  but  the 
Union  Pacific  also  has  a  line  of  road  running  from  Kansas  City  to 
that  territory  and  it  has  a  line  of  road  running  from  Omaha.  There- 
fore, the  Union  Pacific  does  not  want  to  do  what  they  call  short 
hauling  themselves;  does  not  want  Mr.  Cass  to  go  into  that  market 
and  solicit  routings  and  make  them  carry  it  at  the  end  of  his  haul 
and  divide  the  rate  with  him. 

Now,  I  believe  it  would  be  wrong  that  there  should  be  any  power 
given  to  anybody  to  take  away  from  a  carrier  the  traffic  that  it  has 
already  originated  and  make  it  short  haul,  but  if  I  can  go  in  and 
procure  routing  orders — they  are  stronger  than  I  am  and  they  have 
more  money  with  which  to  employ  soliciting  agents,  and  if  I  can  go 
in  and  compete  with  them  for  the  routing  and  get  routing,  I  certainly 
ought  to  have  the  right  to  establish  a  through  route  using  their  rails 
as  a  part  of  that  through  route.    The  Cummins  bill 

Mr.  Sims  (interposing).  Wlien  you  speak  of  the  Cummins  bill, 
what  bill  do  you  refer  to? 

Mr.  Cain.  The  one  introduced  yesterday.  On  page  19  there  is  a 
recognition  of  this  right  of  the  shipper  and  the  initiating  carrier  in- 
corporated in  line  3  to  7  inclusive,  which  reads  as  follows : 

With  respect  to  traffic  not  routed  by  the  shipper  to  direct  the  route  which 
such  traffic  shall  take  after  it  arrives  at  the  terminus  of  one  carrier  and  is  to 
be  delivered  to  another  whenever  a  fair  distribution  of  traffic  and  the  public 
interest  may  require. 

I  should  have  read  back  that  that  gives  to  the  transportation  board 
the  right  to  control  that ;  that  is,  the  unrouted  traffic,  but  it  does  not 
deal,  and  the  bill  nowhere  deals  with  this  question  except  it  does  use 
the  proviso  in  the  pending  bill  just  as  you  have  written  it,  but  we 
think  that  in  both  bills  that  ought  to  go  further  and  ought  to  give 
the  commission  a  larger  discretion. 


1882        RETUKN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

The  next  suggestion  that  we  present  to  you  is  at  the  end  of  section 
14  on  page  27  of  the  committee  print.  This  might  be  called  a  rule  of 
rate  making  or  a  rule  for  a  level  of  rates,  Mr.  Chairman,  and  is  taken 
entirely  from  the  plan  of  the  railway  executives,  and  is  used  by  us 
because  we  think  it  covers  our  views  and  perhaps  expresses  it  better 
than  if  we  attempted  to  do  so  ourselves. 

The  Chairman.  You  practically  quote  the  exact  language. 

Mr.  Cain.  We  quote  the  exact  language,  except  we  bring  together 
different  sections  of  the  bill,  and  believe  it  can  all  be  incorporated 
in  one  proposition,  as  we  have  done  here. 

The  Interstate  Commerce  Commission  sliall  divide  the  continental  United 
States  into  as  many  rate-making  groups  as  it  may  deem  proper  and  con- 
venient in  view  of  the  similarity  of  transportation  and  traffic  conditions 
applicable  thereto.  Tlie  level  of  rates,  fares,  and  charges  and  divisions  of 
joint  rates,  fares,  and  charges  in  any  rate-making  group  shall  from  time  to- 
time  be  adjusted  so  as  to  provide  revenues  sufficient  to  pay  the  wages  of 
labor  and  all  other  expenses  of  operation,  including  taxes,  a  fair  return  on 
the  value  of  the  property  held  for  or  used  in  the  public  service,  and  to 
establish  and  maintain  a  credit  sufficient  to  attract  the  now  capital  necessary 
to  meet  the  public  need  for  present  and  reasonably  prospective  transportation 
facilities  and  service.  To  the  extent  necessary  to  enable  the  commission 
to  meet  the  requirements  of  this  section,  it  may  and  it  shall  be  its  duty  to 
initiate,  change,  or  modify  existing  rates,  fares,  and  charges  and  existing^ 
scales  and  levels  thereof.  The  commission  is  also  empowered  to  establish 
a  relation  of  rates,  fares,  and  charges  which  shall  be  just  and  reasonable 
as  between  communities  and  commodities  and  classes  of  traffic,  and  to  require 
any  carrier  engaged  in  the  transportation  of  interstate  conuuerce  to  advance 
any  particular  rate,  fare,  or  charge  in  a  manner  and  to  an  extent  specified 
in  the  commission's  order,  or  to  refrain  from  reducing  or  otherwise  changing 
any  rate,  fare,  or  charge  except  to  such  an  extent  and  under  such  condition 
as  the  commission  may  prescribe  whenever  in  the  judgment  of  such  com- 
mission such  increase  or  prevention  of  such  reduction  is  i-easonable,  and  is 
hecessary  or  appropriate  to  maintain  or  establish  a  proper  rate  structure 
or  to  make  such  rate,  fare,  or  charge  reasonable  for  the  service. 

Mr.  Sims.  The  latter  part  of  that  suggestion  is  not  copied  from 
the  plan  of  the  railway  executives? 

Mr.  Cain.  Yes;  it  is  all  copied  from  the  executives'  plan.  We 
leave  out  one  or  two  sentences  from  the  executives'  plan. 

Mr.  Sims.  You  have  the  first  part  of  it,  I  notice,  in  quotation 
marks  and  the  latter  part  not;  and  I  thought  perhaps  that  was  not 
copied. 

Mr.  Cain.  No;  it  is  suggested  by  the  executives  in  their  plan. 
This  suggestion  of  a  rate  structure  runs  through  the  plan  of  almost 
everybody  who.  has  presented  a  plan ;  that  is,  everyone  contemplating 
a  continuance  of  regulation. 

Mr.  Denison.  Does  not  the  Cummins  bill  practically  follow  this 
language  ? 

Mr.  Cain.  The  Cummins  bill,  as  I  read  it  last  night,  is  a  com- 
posite of  the  Esch  bill  and  the  plan  of  the  railway  executives,  leav- 
ing out  regional  commissions  and  some  other  suggestions  of  the 
railway  executives.  It  copies  bodily  a  great  part  of  the  Esch  bill  and 
copies  a  considerable  part  of  the  executives'  plan. 

Mr.  Sims.  Mr.  Cain,  do  I  understand  that  you  are  now  suggest- 
ing the  making  of  rates  and  charges  and  fares  on  the  short  line 
sufficient  to  attract  capital  for  the  construction  of  short  lines? 

Mr.  Cain.  No,  Judge.  We  suggest,  first,  the  creation  of  rate- 
making  districts  or  groups  that  may  be  confined  to  one  State  or 
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two  States  or  any  Territory,  and  tlie  commission,  as  a  matter  of 
course— it  is  not  so  specified  here,  but  it  is  in  the  Warfiekl  phm,  and  I 
think  it  could  properly  be  put  in  here — I  think  the  Warfiekl  plan 
contains  some  excellent  constructive  suggestions. 

They  take  the  valuation  of  all  the  properties  in  that  rate-making 
territory  and  fix  the  rates  sufficiently  high  on  the  properties  as  a 
vrhole  to  pay  a  reasonable  return  on  the  value  of  the  property  de- 
voted to  public  use,  so  that  in  any  rate-making  group  thev  would 
take  the  valuation  of  the  short  lines  as  well  as  the  big  lines  into 
■consideration,  and  they  must  make  a  rate  budget  sufficient  to  pay  a 
reasonable  return  after  providing  for  operating  expenses,  reserve 
fund,  or  whatever  might  be  necessary  to  take  care  of  the  properties 
in  a  proper  way,  also  a  reasonable  return  upon  the  value  of  the 
property  devoted  to  public  use,  and  the  AVarfield  plan  and  some 
other  plans  suggest  a  minimum  of  6  per  cent. 

Mr.  Hamilton.  That  means  that  they  establish  a  group  and  in- 
that  group  there  may  be  a  road  or  roads  doing  business  enough  to 
keep  soul  and  body  together  but  not  paying  fixed  rates,  fares,  and- 
charges,  which  shall  provide  revenue  sufficient  to  pay  wages  of 
labor  and  all  other  expenses  of  operation,  including  taxes  and  a  fair 
return  on  the  value  of  the  property? 

Mr.  Cain.  Treating  all  of  the  roads  in  the  group  as  one  road. 

Mr.  Hamilton.  Yes,  sir.  But  that  raises  the  level  of  the  rate? 

Mr.  Cain.  It  raises  the  whole  level  a  sufficient  amount.  If  you 
will  permit  me  to  use  a  very  common  exjDression,  it  fills  the  feed 
trough,  and  puts  enough  food  in  there  to  feed  everyone  that  has  to 
go  to  the  trough  to  be  fed. 

Mr.  Hamilton.  Precisely;  but  it  operates  in  the  interest  of  the 
unsuccessful  road  ? 

Mr.  Cain.  Of  all  roads,  of  course. 

Mr.  Hamilton.  And  then  the  next  group  seeing  the  conditions 
made  more  prosperous  for  the  adjoining  group  will  seek  that  con- 
dition ? 

Mr.  Cain.  No.  That  is  done  all  over  the  country  at  one  time. 
The  rate  structure  is  fixed  all  over  the  United  States.  That  is  the 
idea,  so  that  the  railroads  as  a  whole  or  a  complete  railroad  system 
is  provided  for  in  that  way. 

Mr.  Hamilton.  You  say  that  the  level  of  the  rates,  fares,  charges, 
division  of  the  rates,  fares,  and  charges  in  any  rate-making  group 
shall  from  time  to  time  be  adjusted? 

Mr.  Cain.  Yes,  sir. 

Mr.  Hamilton.  You  do  not  say  in  that  connection  that  the  whole 
level  of  the  rates,  fares,  and  charges  shall  be  raised  ? 

Mr.  Cain,  It  must  be  fixed,  of  course,  relatively  all  over  the 
country.  The  idea  is  that  a  rate-making  group  might  be  in  a  very 
thinly  settled  section  of  the  country  and  the  rates  in  that  section 
might  be  higher  relatively  than  the  rate  level  in  another  section, 
but  it  would  be  sufficiently  high  to  take  care  of  all  the  roads  in  that 
rate-making  group,  taking  into  consideration  the  local  and  other 
traffic. 

Mr,  Sims.  How  will  you  get  capital  to  build  a  new  short  line  in 
that  group  where  the  line  itself  would  not  pay  within  itself? 
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Mr.  Cain.  They  will  if  you  adjust  the  divisions  as  they  ought  to 
be  adjusted  in  any  group  anywhere. 

Mr.  Sims.  I  think  there  are  no  doubt  places  which  are  necessary 
to  develop  and  where  25  or  50  miles  of  short  line  should  be  built 
and  yet  the  traffic,  the  purely  local  traffic,  would  not  pay  more  than 
operating  expenses  and  would  not  enable  them  to  make  a  profit  on 
the  actual  investment  in  such  an  enterprise? 

Mr.  Cain.  If  a  new  line  is  built  immediately  after  this  law,  as- 
suming that  the  Esch  bill  becomes  a  law  or  any  other  plan,  because 
I  do  not  know  of  any  plan  that  does  not  regulate  future  construc- 
tion  

Mr.  Sims  (interposing).  But  how  will  you  sell  the  stocks  and 
bonds  ? 

Mr.  Cain.  If  you  will  pardon  me,  Judge.. 

Mr.  Sims.  Certainly. 

Mr.  Cain.  Any  road  that  is  proposed  to  be  built  in  the  future^ 
the  proponents  of  that  enterprise  must  come  to  the  Interstate  Com- 
merce Commission  or  whatever  agency  the  Government  may  see 
fit  to  give  that  authority  to  and  present  the  proposition  to  that 
agency,  and  say,  "  We  want  to  build  from  A  to  B."  Of  course, 
the  duty  of  that  agency  will  be  to  investigate  the  possibilities  of 
that  road,  whether  it  would  probably  be  a  successful  enterprise, 
whether  it  should  be  built  in  the  public  interest,  and  everything 
that  ought  to  be  considered  in  connection  with  it;  and  if  the  com- 
mission authorizes  that  road  to  be  built,  the  responsibility  that  ought 
to  go  with  power  always  and  everywhere  will  go  with  that.  The 
commission  will  have  to  see  that  it  gets  out  of  the  rate  structure  or 
out  of  the  budget  of  rates  a  sufficient  revenue  through  divisions  and 
through  a  distribution  of  the  traffic,  if  it  is  an  intermediate  carrier, 
to  enable  it  to  grow  to  be  self-sustaining,  and  eventually  be  an  earn- 
ing property.  No  road  in  the  beginning  is  an  earning  property; 
it  has  to  be  carried  in  the  developing  process. 

The  Chairman.  Do  you  believe  in  the  feasibility  or  practicability 
of  the  Plumb  plan  for  the  construction  of  extensions  ? 

Mr.  Cain.  I  think  that,  Mr.  Chairman,  is  one  of  the  serious  ob- 
jections to  the  Plumb  plan. 

The  Chairman.  There  are  certain  cases  where  the  Government 
would  have  to  engage  in  it,  and  there  are  other  cases  where  the 
communities  would  have  to  pay  for  it? 

Mr.  Cain.  The  Plumb  plan,  as  I  read  it,  gives  power  to  any  com- 
munity or  anybody  to  go  out  here  and  build  a  road,  and  when  they 
have  built  it  the  Government  has  to  operate  it.  So  if  I  had  a  piece 
of  waste  land  out  in  the  country,  and  I  wanted  to  get  rid  of  that 
waste  land,  I  could  build  a  no-account  railroad  out  there,  and  after 
I  built  it  I  would  say  to  the  Government,  "  Here  it  is ;  take  it,"  and 
they  would  have  to  take  it  and  operate  it. 

Mr.  Sims.  I  do  not  understand  that  to  be  a  reasonable  interpreta- 
tion. As  r  recall  the  plan  now,  it  provides  that  if  a  community 
shall  provide  the  means  for  constructing  this  road  in  a  way  so  as 
not  to  become  a  burden  to  the  Government,  the  Government  must 
construct  it,  but  where  it  is  necessary  to  the  development  of  the 
country  it  shall  be  the  duty  of  the  Government  to  build  the  road. 
Certainly  it  is  not  a  fair  reading  of  the  bill  to  say  that  a  person  can 
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go  out  and  build  a  worthless  road  and  then  turn  it  over  to  the  Gov- 
ernment to  operate. 

Mr.  Cain.  I  may  have  misunderstood  the  plan. 

Mr.  Sims.  So  may  I.  Of  course,  that  is  a  mere  detail  as  to  new 
construction. 

Mr.  Raybukn.  That  is  rather  important. 

Mr.  Sims.  At  the  same  time  it  is  a  detail. 

Mr.  Watson.  Is  not  the  question  of  obtaining  freight  cars  a  very 
serious  one  with  the  short  lines?  They  are  unable  to  buy  cars,  and 
they  have  to  depend  upon  the  connecting  roads. 

Mr.  Cain.  That  is  true  to  a  very  large  extent  with  some  of  the 
short  lines. 

Mr.  Watson.  For  instance,  the  main  line  will  not  supply  cars.  I 
have  known  of  cases  where  a  short  line  needs  cars,  and  the  officers 
of  the  main  line  writes,  "  We  can  not  supply  you  with  cars,  as  we 
need  them  on  our  own  road."  What  must  short  lines  do  under  those 
circumstances  ? 

Mr.  Cain.  Well,  we  have  a  proposed  amendment,  or,  rather,  it 
could  hardly  be  considered  an  amendment;  it  is  merely  a  suggestion 
inserting  a  few  words  in  the  bill  that  takes  care  of  the  situation. 

Mr.  Watson.  You  can  force  a  large  railroad  to  supply  them  with 
cars  when  they  have  not  a  sufficient  number  for  their  own  use  ? 

Mr.  Cain.  No,  sir.  I  think  you  take  care  of  that  by  giving  the  com- 
mission the  power  to  require  adequate  equipment,  and  then  the  fur- 
ther power  to  control  the  distribution  of  the  equipment.  I  think 
3'ou  take  care  of  that  in  the  Esch  bill. 

Mr.  Watson.  I  have  known  a  case  where  5  miles  from  a  termi- 
nal there  was  sand  and  the  main  line  would  not  make  reasonable 
rates  because,  they  said,  "  We  have  sand  which  we  can  load  on  our 
line.  Why  should  we  give  you  cars  ?  "  There  was  a  situation  where 
a  shipper  only  5  or  10  miles  from  the  terminal  could  not  get  facili- 
ties. 

Mr.  Cain.  That  covers  precisely  the  question  that  I  presented  a 
while  ago  as  to  the  discrimination  that  has  existed  as  between 
branch  lines  owned  by  a  trunk  line  and  a  small  independent  short 
road. 

Mr.  Watson.  The  short-line  road  would  be  at  a  very  great  disad- 
vantage ? 

Mr.  Cain.  Yes,  sir.  We  are  asking  you  to  relieve  that  by  the 
amendments. 

Mr.  Denison.  I  have  in  mind  a  short  line  something  like  the  one 
mentioned  by  Mr.  Watson;  I  think  it  was  only  7  miles  long,  a 
railroad,  though,  with  a  separate  charter  and  everything,  and  I 
think  there  were  throe  coal  mines  on  that  road.  It  connected  with 
the  Illinois  Central.  They  could  not  get  the  Illinois  Central  to  give 
them  enough  cars  to  let  those  mines  operate  and  they  had  to  close 
down.  Do  3'ou  not  think  that  the  commission  should  have  the  power 
to  compel  the  roads  to  furnish  a  certain  percentage  of  cars  to  a  con- 
necting road  under  those  circumstances,  and  why  should  they  not,  if 
they  do  not,  have  that  power?  They  are  compelled  to  furnish  cars 
to  industries  on  their  own  line.     Here  is  a  short  feeding  line. 

Mr.  Cain.  You  will  find  that  the  Cummins  bill  deals  with  that  at 
length,  especially  with  regard  to  the  distribution  of  cars  to  coal 
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mines,  giving  the  transportation  board,  which  they  use  in  lieu  of  the 
commission,  complete  control  over  that  kind  of  a  situation. 

Mr.  Hamilton.  Just  pardon  me  a  moment. 

Mr.  Cain.  Certainly. 

Mr.  Hamii/ion.  That  means  that  the  weak  line,  having  only  a  few 
cars  and  having  poor  equipment,  we  will  say,  may  require,  through 
the  instrumentality  of  the  transportation  board  or  through  the 
Interstate  Commerce  Commission  or  by  law,  the  distribution  of  the 
cars  by  the  strong  line  so  that  the  short  line  may  carry  traffic.  If 
that  is  done,  how  is  the  strong  line  to  be  compensated  ? 

Mr.  Cain.  Judge,  you  must  assume,  I  think,  that  the  Interstate 
Commerce  Commission  or  the  transportation  board,  or  whatever 
agency  of  the  Government  you  provide,  will  do  what  you  require 
them  to  do  in  the  law — that  is,  that  each  road  shall  furnish  adequate 
equipment.  The  commission  will  eventually  say,  I  assume,  to  every 
road,  "  You  must  furnish  so  many  cars  per  mile." 

Mr.  Hamilton.  That  would  seem  equitable. 

Mr.  Cain.  "  When  you  have  done  that,  then  we  will  distribute 
those  cars  as  they  should  be  distributed." 

In  the  meantime,  we  are  here  in  an  emergency,  in  a  crisis,  and,  of 
course,  the  public  must  be  taken  care  of,  and  mines  that  are  in  exist- 
ence and  that  the  public  needs  to  be  kept  operated  should  not  be 
required  to  shut  down  because  the  little  weak  road  on  which  they  are 
located  is  unable  to  get  cars  from  the  connecting  line  if  that  line  has 
the  cars  to  spare  and  can  spare  them  without  discommoding  itself  or 
injuring  its  own  financial  investment. 

Mr.  Hamilton.  Of  course,  the  public  interest  should  be  considered, 
but  I  was  wondering  if  there  could  not  be  established  some  equitable 
basis  for  the  distribution  of  cars? 

Mr.  Cain.  That  is  the  only  way  it  can  be — to  require  so  many  cars 
to  be  provided,  or,  according  to  the  suggestion  of  Commissioner 
Clark,  which,  I  think,  is  the  ideal  plan,  to  have  all  of  the  cars  han- 
dled by  a  separate  corporation.  Mr.  Robinson  suggests  that  many 
of  the  trunk  lines  agreed  to  furnish  cars  when  these  short  lines  were 
built,  which  is  true.  They  wanted  the  traffic  brought  to  their  rails. 
They  did  not  want  to  incur  the  risk  of  building  the  railroad  to  de- 
velop an  industry.     Of  course,  the  short  line  gets  the  short  end  of  it. 

Mr.  Denison.  And  sometimes  does  not  get  any  end? 

Mr.  Cain.  Yes,  sir. 

Mr.  Denison.  There  might  be  a  large  operating  mine  on  a  very 
short  railroad,  and  that  railroad  may  have  an  ample  supply  of  cars 
for  its  local  needs,  but  that  railroad  could  not  be  compelled  to  furnish 
enough  cars  to  through  route  all  the  coal  that  is  mined  on  its  line, 
and  which  it  would  be  called  upon  to  ship  all  over  the  United  States. 
It  is  the  through  shipments  that  they  can  not  take  care  of  with 
their  own  cai'S,  and  under  those  circumstances  I  think  that  the  strong 
roads  should  be  compelled  to  furnish  a  certain  percentage  of  cars  to 
the  short  lines  for  this  through  traffic. 

Mr.  Cain.  That  power  will  exist  in  the  commission  if  this  bill 
becomes  a  law,  and  when  an  emergency  arises  they  can  exercise  that 
power  and  then  you  have  met  that  situation. 

Mr.  Merritt.  Theoretically  the  strong  line  gets  compensation  in 
the  fact  that  it  carries  the  freight? 
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Mr.  Cain.  It  gets  pay  for  its  cars  on  a  per  diem.  It  gets  a  per 
diem  for  each  car.  Every  day  a  car  is  on  the  short  line  or  off  the 
parent  line  or  owning  line  the  little  road  pays  a  per  diem. 

Mr.  Merritt.  It  not  only  receives  the  per  diem,  but  the  strong 
road  gets  a  division  of  the  freight  rate  ? 

Mr.  Cain.  Yes,  sir ;  and  it  gets  a  greater  volume  of  the  traffic. 

Mr.  Merritt.  There  has  to  be  some  incentive,  then,  so  far  as  the 
strong  road  is  concerned,  for  distributing  the  cars  ? 

Mr.  Cain.  Yes,  sir;  that  prevails  to  a  considerable  extent,  Judge. 
The  strong  road  has  encouraged  the  building  of  these  roads. 

The  Chairman.  Some  of  the  short  lines  constructed  did  not  at  all 
coine  up  to  the  full  measure  of  equipping  their  own  lines  for  their 
local  needs  and  depended  upon  the  trunk-line  connections? 

Mr,  Cain.  Yes,  sir. 

The  Chairman.  That  was  a  little  unreasonable  ? 

Mr.  Cain.  There  must  be  an  elastic  provision,  Mr.  Chairman,  so 
that  the  commission  or  somebody  can  take  care  of  the  situation  as  it 
is  presented.    You  have  clone  that,  I  think. 

Mr.  Watson.  Short  roads  have  been  subject  to  extraordinary  ex- 
penses. 

Mr.  Cain.  Yes,  sir. 

The  Chairman.  Have  you  any  other  amendments  to  suggest? 

Mr.  Cain.  Yes,  sir. 

I  want  to  call  your  attention,  Mr.  Chairman  and  gentlemen  of  the 
committee,  to  a  proposed  amendment  to  the  act  to  regulate  commerce 
which  seems  not  to  be  covered  in  any  plan  or  any  suggestion  yet 
made. 

At  the  »nd  of  the  fourth  paragraph,  section  15  of  the  act,  which 
I  will  read  to  you,  we  suggest  an  addition. 

The  Chairman.  After  the  word  "  offense." 

Mr.  Cain.  No  ;  after  the  word  "  establish."  Mr.  Chairman,  you 
will  find  that  the  word  "  establish  "  is  apparently  the  end  of  para- 
graph four  of  section  15.    Have  you  the  act  to  regulate  commerce? 

The  Chairman.  Yes;  I  have  it  now. 

Mr.  Cain.  Turn  to  page  31.    I  suppose  the  print  is  the  same. 

The  Chairman.  This  copy  was  printed  June  1,  1918. 

Mr.  Cain.  I  have  one  as  of  January  1,  1917.  Turn  to  the  15th 
section  of  the  act.  At  the  end  of  paragraph  4  following  the  word 
"  establish,"  that  is  where  I  will  read.  I  am  not  inserting  anything 
there.     I  merely  want  to  read  from  that  point  to  another  point. 

The  Chairman.  I  have  it. 

Mr.  Cain.  If  you  will  follow  me  I  will  read  to  the  point  where  the 
proposed  amendment  is  suggested. 

The  Chairman.  Very  well. 

Mr.  Cain  (reading)  : 

In  all  cases  where  at  the  time  of  delivery  of  property  to  any  railroad  cor- 
poration beinj?  a  common  carrier,  for  transportation  subject  to  the  provi- 
sions of  this  act  to  any  point  or  destination,  between  which  and  the  point  of 
such  delivery  for  shipment  two  or  more  through  routes  and  through  rates 
shall  have  been  established  as  in  this  act  provided,  to  which  through  routes 
and  through  rates  such  carrier  is  a  party,  the  person,  firm,  or  corporation 
making  s\ich  shipment,  subject  to  such  reasonable  exceptions  and  regulations 
as  the  Interstate  Commerce  Commission  shall  from  time  to  time  prescribe,  shall 
have  the  right  to  designate  in  writing  by  which  of  such  through  routes  such 
property  shall  be  transported  to  destination,  and  it  shall  thereupon  be  the 

152894— 19— VOL  2 49 


1888        RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

duty  of  the  initial  carrier  to  route  said  property  and  issue  a  tlirougli  bill  of 
lading  therefor  as  so  directed,  and  to  transport  said  property  over  its  own 
line  or  lines  and  deliver  the  same  to  a  connecting  line  or  lines  according  to 
such  through  route. 

There  we  sug-gest  the  insertion  of  the  following  (reading  back, 
"according  to  such  through  route")  : 

Specified  in  the  bill  of  lading  and  via  the  junctions  specified,  but  if  no  junc- 
tions  be  specified  or  if  for  any  reason  it  is  impracticable  to  observe  same,  then 
via  such  other  junctions  as  are  regular  interchange  points  and  through  which 
the  integrity  of  the  bill  of  lading  routing  can  be  observed. 

And  also  after  the  word  "lading"  at  the  end  of  the  paragraph 
and  at  the  head  of  the  proviso,  the  following: 

And  in  accordance  with  provisions  herein  outlined  to  be  observed  by  initial 
carrier. 

Then  we  suggest  this  additional  provision: 

Whenever  property  shall  have  been  diverted  or  delivered  by  one  carrier  to 
another  carrier,  contrary  to  the  routing  instructions  in  the  bill  of  lading,  any 
carrier  thus  deprived  of  its  right  to  participate  in  the  haul  of  such  property, 
shall  be  entitled  to  recover  from  the  carrier  or  carriers  to  which  such  traffic 
shall* be  thus  diverted,  the  revenue  accruing  on  such  diverted  traffic  in  excess 
of  its  actual  out-of-pocket  cost  for  transporting  same,  and  if  such  carrier  or 
carriers  so  handling  such  diverted  traffic,  shall  not  truly  account  for  and 
promptly  pay  to  the  carrier  who  would  have  received  and  hauled  such  traffic, 
the  excess  revenue  it  has  received,  or  is  entitled  to  receive,  on  such  diverted 
traffic,  then  the  injured  carrier  shall  be  entitled  to  recover  the  same  by  suit 
or  action  in  any  court  of  competent  jurisdiction  against  the  carrier  or  carriers 
liable  tlierefor  under  the  act,  and  in  any  judgment  which  may  be  rendered,  the 
plaintiff  shall  be  allowed  to  recover  against  the  defendant  a  reasonable  attor- 
ney's fee  to  be  taxed  in  the  case. 

That  last  paragraph  you  will  find  embodied  in  the  Cummins  bill. 
The  purpose  of  these  suggestions,  and  especially  the  last,  arises  out 
of  the  fact  that  the  small  independent  road  is  dependent  largely  for 
its  through  traffic  upon  the  soliciting  of  routing  orders.  They  find 
that  a  shipment  is  going  to  move  from  some  conmiercial  center,  a 
carload,  for  instance,  to  a  local  point  on  their  line  or  to  a  competitive 
point  on  their  line  and  they  procure  a  routing  order  from  the  con 
signee  and  that  routing  order  is  sent  to  the  shipper  at  the  point  of 
origin.  This  clause  of  the  interstate  commerce  act  which  was  in- 
tended to  protect  these  routing  orders  has  been  found  ineffective  be- 
cause there  is  no  penalty. 

There  is  no  penalty  for  disabedience  with  regard  to  orders,  there- 
fore many  of  these  small  roads  that  get  routing  orders  have  no  way 
of  having  their  routing  orders  respected,  and  the  purpose  of  these 
suggested  amendments  to  the  act  to  regulate  commerce  is  to  impose 
a  reasonable  penalty  upon  such  roads  as  divert  that  traffic,  and  we 
think  that  there  could  be  no  serious  objection  to  it. 

Mr.  Watson.  As  I  understand,  Mr.  Cain,  that  is  in  regard  to  the 
routing  ? 

Mr.  Cain.  That  is  in  regard  to  the  routing. 

Mr.  Watson.  The  Agricultural  Committee  provided  a  commission 
with  power  to  change  the  routes.  For  instance,  fruits  from  Florida 
routed  to  New  York  could  be  changed  to  another  city  over  any  route 
the  commission  considered  wise. 

Mr.  Cain.  That  is  not  directed  at  that.    That  is  preserved. 

Mr.  Watson.  Is  that  preserved  in  the  bill  ? 
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Mr.  Cain.  Yes;  the  power  of  the  commission  is  preserved.  We 
simply  provide  that  where  the  carrier  disregards  it  that  we  shall 
recover  the  excess  of  revenue  over  the  out-of-pocket  cost. 

Mr.  Denison.  Suppose  the  carrier  is  directed  by  authority  of  law. 

Mr.  Cain.  We  have  always  doubted  that,  Mr.  Denison.  I  do  not 
think  the  carrier  would  have  such  a  right  in  the  property  or  such  a 
right  in  the  traffic  as  would  lay  the  basis  for  a  cause  of  action,  and 
if  it  did  there  would  be  no  measure  of  damages  that  it  could  resort 
to,  so  that  we  have  tried  to  remedy  that  with  this  provision. 

We  have  made  just  a  suggestion  with  regard  to  the  car  service, 
which  we  have  just  been  discussing  and  which  you  will  find  in  line 
11,  page  7,  of  the  committee  print.  I  hardly  think  you  need  try  to 
follow  me  there,  because  it  is  such  a  slight  change.  The  pending 
bill,  as  I  suggested  a  while  ago,  seems  to  take  care  of  the  matter  of 
the  proper  distribution  of  cars,  but  by  adding  one  additional  line  to 
line  11  we  believe  it  would  be  more  definite  and  more  helpful  to  the 
individual  road.    [Reading :] 

Whenever  the  commission  shall  be  of  opinion  that  shortage  of  equipment, 
congestion  of  traffic,  or  other  emergency  requiring  immediate  action  exists  in 
any  section  of  the  country,  or  upon  any  roadload,  the  commission  shall,  etc. 

Now,  we  insert  there  the  words  "  or  upon  any  railroad." 

Mr.  Denison.  You  use  the  word  "  county  "  instead  of  "  country, 

Mr.  Cain.  Yes;  I  have  changed  it  here;  that  should  be  "country. 

We  think  it  is  a  little  too  general  there  to  say  in  any  section  of  the 
country,  but  if  you  say  "  in  any  section  of  the  country  or  upon  any 
railroad,"  then  you  can  relieve  the  shippers  on  an  particular  rail- 
road, which,  I  think,  ought  to  be  done. 

The  next  amendment  to  which  I  will  call  your  attention  is  alter 
the  word  "  abandonment,"  line  19,  page  9,  of  the  committee  print. 
I  think  the  pending  bill  does  give  authority  for  the  commission  to 
permit  a  line  that  ought  not  to  have  been  constructed  to  be  aban- 
doned, but  it  is  our  thought  that  the  bill  should  go  further  and  make 
it  mandatory  upon  the  commission  to  issue  the  order  where  it  is 
impossible  to  operate  a  road  so  as  to  make  it  earn  an  operating  in- 
come. Therefore  we  suggest  this  amendment  after  the  word  aban- 
donment "  [reading]  : 

Provided,  That  in  all  cases  where  it  appears  that  a  railroad  with  just  and 
reasonable  rates,  fares,  charges,  routes,  and  divisions,  and  efficient  management, 
can  not,  with  reasonable  certainty,  be  made  to  earn  an  operating  income  the 
commission  shall,  on  application  and  proper  showing,  grant  to  such  railroad 
the  authority  to  discontinue  operations  and  to  dismantle  and  dispose  ot  its 
property. 

As  I  said  a  while  ago,  there  are  some  roads,  they  are  few— but  there 
are  some  roads— that  really  perform  no  substantial  public  service. 
There  are  roads  that  in  my  judgment  never  can  be  made  to  earn 
their  operating  expenses. 

Mr.  Sims.  Is  there  no  authority  now  in  the  law  that  a  road  may  be 
disinintlGCi . 

Mr.  Cain.  There  is  not.  Judge,  and  in  my  State,  as  Mr.  Rayburn 
knows,  and  in  others,  there  are  legislative  acts  against  the  abandon- 
ment of  roads.  In  other  words,  a  road  chartered  has  to  be  operated 
as  long  as  you  can  find  some  fellow  who  will  lend  you  enough  money 
to  operate  it. 

Mr.  Sims  That  is  a  State  authority? 

Mr.  Cain.  Yes. 
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Mr.  Ratp.urn.  That  is  statutory,  though,  is  it  not? 

Mr.  Cain.  Statutory  instead  of  constitutional;   yes. 

Mr.  Sims.  Is  not  the  Interstate  Commerce  Commission  now 
clothed  with  some  authority  with  reference  to  abandonment  of  roads 
w^here  State  authority  does  not  exist? 

Mr.  Cain.  None  that  I  knoAv  of,  Judge. 

The  Chairman.  That  is  Avhy  this  was  put  in  here. 

Mr.  Sims  I  asked  for  information. 

The  Chairman.  No. 

Mr.  Cain.  No  ;  I  do  not  know  of  any. 

Mr.  Watson.  Public  service  commissions  have  authorized  rail- 
roads to  take  up  the  tracks  and  dissolve  their  charters. 

Mr.  Cain.  That  is  what  we  want,  but  there  is  no  authority  to  do 
it  now. 

Mr.  Watson.  I  know  of  an  instance  where  a  right  of  way  was 
given,  but  not  conveyed  in  fee  simple,  but  only  for  railroad  pur- 
poses. When  the  railroad  company  attempted  to  take  up  the  rails, 
the  owner  of  the  land  said,  "  You  are  trespassers,  and  I  will  not  allow 
you  to  take  up  the  rails."    What  would  you  do  in  that  case  ? 

Mr.  Cain.  I  might  answer  you  with  another  question :  What  would 
you  do  in  a  State  if  you  had  a  railroad  there  and  you  could  not  earn 
operating  expenses,  and  the  court  had  taken  it  and  put  all  the  re- 
ceivers' certificates  on  it  they  could  put  on  it,  so  they  could  not  sell 
any  more  receivers'  certificates,  and  your  road  was  laying  there  un- 
operated  because  jou  could  not  get  any  money  to  operate  it,  yet  you 
could  not  take  it  up.  I  know  of  a  road  in  Texas  that  has  not  been 
operated  in  four  years,  a  road  eighty-odd  miles  long.  They  have 
exhausted  all  the  value  of  the  property  in  receivers'  certificates;  it 
was  sold  out  for  the  receivers'  certificates,  bought  by  the  holders  of 
the  receivers'  certificates,  and  they  tried  to  operate  it,  and  since  then 
it  has  gone  into  the  hands  of  a  receiver  the  second  time,  and  the 
court  can  not  operate  it  any  longer,  and  permits  it  to  be  discontinued 
as  to  its  operation,  but  when  they  went  to  take  it  up  the  attorney 
general  of  the  State  intervened,  and  that  suit  is  pending  in  the  Fed- 
eral Court  of  Appeals  now,  the  State  taking  the  position  that  they 
have  charter  obligations  which  they  should  be  required  to  perform. 

The  Chairman.  I  really  do  not  see  the  necessity  of  this  last  amend- 
ment that  you  propose  in  regard  to  abandonment.  It  seems  to  me 
that  the  bill  as  drawn  would  require  on  the  part  of  the  commission 
for  issuing  certificates  all  of  the  conditions  you  present  in  that 
amendment. 

Mr.  Cain.  The  bill  authorizes  the  commission  to  refuse  to  allow 
the  road  abandoned,  or  permit  it  to  be  operated,  and  we  think  that 
under  a  situation  such  as  I  have  described  here,  that  there  should  be 
no  discretion.  That  the  commission  should  be  required  to  issue  the 
order  that  we  should  have  the  absolute  right  in  that  kind  of  a  case, 
to  take  the  property  up,  to  abandon  it,  and  dismantle  it  in  order  to 
save  it,  and  not  to  temporize  with  it  if  the  facts  actually  exist.  Of 
course  it  W'Ould  have  to  be  established  as  a  fact  like  anything  else. 

The  Chairman.  The  issuing  of  the  certificates  contemplates  a  thor- 
ough investigation. 

Mr.  Cain.  T  know,  but  still  the  commission  would  have  the  power 
to  say  whether  or  not  the  road  should  be  operated;  if  it  could  be 
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made  to  earn,  the  commission  would  still  have  power  to  try  to  operate 
it,  as  we  have  seen  done  in  this  particular  instance.  Here  is  a  con- 
crete case  where  the  court  made  them  operate  it  as  long  as  they 
could  sell  receivers'  certificates,  and  in  the  meantime  the  road  had 
gone  to  pieces  and  was  not  worth  50  cents  on  the  dollar  of  what  it 
might  have  brought.  If  there  is  that  kind  of  a  case,  it  seems  to  me 
the  commission  should  have  no  discretion.  We  suggest  that  for  your 
consideration,  of  course. 

The  Chairman.  Very  well. 

Mr.  Cain.  There  is  just  one  other  thought  which  we  believe  is  very 
important,  Mr.  Chairman,  and  that  is  with  regard  to  taking  care  of 
these  properties  in  the  emergency  that  will  exist  after  the  railroads 
go  out  of  Federal  control  and  in  the  period  of  readjustment  which 
follows  Federal  control. 

The  railway  executives,  in  their  plan,  presented  two  propositions, 
first  that  you  shall  continue  the  standard  return  for  an  indefinite  pe- 
riod after  Federal  control,  and  also  a  funding  plan  for  indebtedness 
of  the  railroads  incurred  during  Federal  control.  We  think  that 
that  is  absolutely  necessary,  but  you  observe  no  provision  is  made  to 
take  care  of  the  short  lines,  or  those  roads  that  are  not  under  Federal 
control,  or  if  in  Federal  control,  or  out  of  Federal  control,  have  no 
standard  return. 

The  Cummins  bill  contains  a  provision  which  the  Senate  committee 
evidently  thought  took  care  of  the  short-line  situation.  When  I  say 
"  short  line,"  I  mean  those  lines  that  did  not  have  a  standard  return, 
and  there  were  many  of  them,  and  most  of  them  are  now  out  of  Fed- 
eral control. 

Mr.  Hamilton.  You  refer  now  to  the  roads  not  actually  taken  over 
and  which  were  not,  therefore,  under  Federal  control. 

Mr.  Cain,  Any  road,  whether  taken  over  or  not,  that  had  no  stand- 
ard return,  the  standard  return  being  an  operating  income  in  the  test 
period  of  three  years.  Some  roads  did  not  have  it.  My  own  road 
did  not  have  it.  My  own  road  was  in  process  of  development,  was 
being  constructed,  and  therefore  had  no  standard  return.  We  were 
barely  earning  operating  expenses;  did  not  earn  them  in  the  test  pe- 
riod. 

Mr.  Hamilton.  You  mean  to  apply  your  suggestion  to  railroads 
that  were  not  taken  over  by  the  Government  at  all? 

Mr.  Cain.  Any  road.  I  do  not  mean  any  road  that  was  not  taken 
over  by  the  act.     The  act  of  Congress  took  over  every  road. 

Mr.  Hamilton.  I  am  speaking  of  the  fact,  not  the  act. 

Mr.  Cain.  I  have  reference  to  those  roads  that  are  not  in  Federal 
control  and  also  that  have  no  operating  income. 

Mr.  Hamilton.  All  right. 

Mr.  Cain.  The  Cummins  bill  takes  care  of  the  situation,  we  think, 
in  a  proper  way,  with  reference  to  the  funding  of  indebtedness,  and 
I  respectfully  submit  for  your  consideration  section  2,  page  3,  of 
the  Cummins  bill. 

Mr.  Hamilton.  Is  it  a  long  section? 

Mr.  Cain.  No  ;  it  is  not.    Shall  I  read  it,  Mr.  Chairman  ? 

Mr.  Hamilton.  Yes;  if  there  is  no  objection. 

The  Chairman.  Yes. 
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Mr.  Cain  (reading)  : 

Sec.  2.  The  Indebtedness  of  any  carrier  corporation  to  tlie  United  States  exist- 
ing at  the  time  Federal  control  is  relinquislied  Incurred  by  additions  or  better- 
ments made  during  Federal  control  and  properly  chargeable  to  capital  account 
shall  at  the  request  of  the  carrier,  be  extended  for  a  period  of  five  years,  with 
interest  at  the  rate  of  5  per  cent  per  annum,  payable  semiannually,  on  the 
1st  days  of  January  and  July  of  each  year,  and  shall  be  evidenced,  if  possible, 
by  the  first-mortgage  bonds  of  the  carrier,  but  if  this  is  legally  impossible,  then 
in  such  form  as  shall  be  prescribed  by  the  Secretary  of  the  Treasury.  Any 
other  incj^ebtedness  of  any  such  carrier  to  the  United  States  which  may  exist 
after  settlement  of  accounts  between  the  Unied  States  and  the  carrier  shall  be 
evidenced  by  notes  payable  on  demand,  with  interest  at  the  rate  of  6  per  cent 
per  annum. 

The  President  or  the  director  general  or  such  other  agencies  as  he  may  select 
shall  have  full  power  to  adjust  and  settle  in  accordance  with  existing  law  all 
matters  growing  out  of  the  aforesaid  Federal  control,  subject  always  to  the 
right  of  either  party  to  any  such  controversy  to  resort  to  the  provisions  of  the 
act  of  March  21,  1918. 

That  is  with  regard  to  funding.  Now,  with  regard  to  the  standard 
returns,  I  read  from  section  5,  beginning  with  line  20: 

Until  the  commission  renders  it  decision  in  that  regard,  or  until  the  expira- 
tion of  the  four  months,  this  act  shall  constitute  a  guaranty  to  each  carrier 
with  which  the  President  has  entered  inro  a  conract  for  compensation  under 
the  act  of  March  21,  1918,  of  an  operating  income  for  the  said  period,  propor- 
tionate to  the  compensation  so  agreed  upon.  With  respect  to  those  carriers 
of  which  the  President  is  in  possession  or  control  at  the  time  this  act  takes 
effect,  but  with  which  he  has  not  entered  into  contract  fixing  compensation 
under  said  act  of  March  21,  1918,  and  witli  respect  to  those  carriers  of  which 
"Federal  control"  was  relinquished  prior  to  July  1,  1918  (which  reaches  the 
class  of  roads  I  represent),  as  provided  in  the  act  of  March  21,  1918.  this  act 
shall  constitute  a  guaranty  for  the  said  period  of  a  proportiionate  railway  op- 
erating income,  computed  in  the  manner  prescribed  in  the  said  act  of  March  21, 
1918,  for  ascertaining  what  is  commonly  known  as  the  "  standard  return." 

Now,  you  see  that  does  not  reach  any  road  that  had  no  standard 
return,  and  there  is  no  provision  for  it,  so  we  add  this : 

And  in  the  case  of  roads  which  did  not  earn  an  operating  iTicome  in  the 
test  period  and  therefore  have  no  standard  return  which  can  be  used  as  a  basis, 
the  guaranty  in  this  act  provided  shall  cover  and  include  the  deficit  in  actual 
operating  expenses,  including  taxes  of  any  such  road,  and  such  deficit  shall  be 
determined  and  certified  in  the  same  manner  as  is  herein  provided  with  respect 
to  the  standard  return. 

The  Chairman.  What  does  that  involve? 

Mr.  Cain.  A  very  small  amount  comparatiA^'ely,  Mr.  Chairman.  I 
would  hesitate  to  say,  because  it  would  be  a  guess,  but  I  know  it 
would  be  very  small;  certainly  very  far  smaller  than  the  Govern- 
ment would  probably  have  to  put  up  for  tliese  stronger  roads. 

The  proposition  liere  is  to  take  out  of  the  Treasury  for  roads  that 
really  have  a  standard  return  and  are  able  to  take  care  of  themselves, 
so  far  as  their  operating  costs  are  concerned,  but  makes  no  provision 
for  roads  that  can  not  take  care  of  themselves  at  all,  and  we  suggest 
and  believe  that  in  all  good  conscience  some  provision  like  that 
should  be  made  so  that  these  roads  without  an  operating  income 
can  at  least  be  kept  as  going  concerns  in  this  period  of  readjustment 
which  the  Cummins  bill  fixes  as  four  months.  Mr.  Robinson  sug- 
gests that  we  will  give  you  as  nearly  as  we  can  the  information  as 
to  what  amount  it  will  require. 

Mr.  Denison.  Those  are  included  in  the  guaranty  under  the 
theory  that  the  Government  is  partially  responsible? 
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Mr.  Cain.  I  think  at  the  bottom  of  it  is  the  fact  that  these  roads 
were  taken  out  of  the  hands  of  their  owners,  and  that  because  of  the 
war  these  enormous  increases  have  occurred,  and  the  raih-oads  are  in 
sucli  condition  as  that  they  probably  can  not,  for  a  few  months,  make 
provision  for  taking  care  of  themselves,  and  it  is  in  the  interest  of 
the  public  to  steady  and  sustain  them. 

Mr.  Denison.  Of  course,  provided  they  take  care  of  themselves 
or  have  been  maintaining  themselves  since  they  were  released? 

]\Ir.  Cain.  That  is  true,  but  whenever  this  act  passes,  Mr.  Deni- 
son, and  becomes  a  law,  those  roads  that  have  been  hanging  by  a 
thread  will  fall  unless  the  hope  upon  which  they  have  lived  is  held 
out  and  becomes  a  reality  to  some  extent. 

Mr.  Sims.  I  should  like  to  ask  you,  Mr.  Cain,  do  you  mean  that  to 
apply  to  roads  that  the  Government  actually  never  took  over  and 
actually  never  operated  and  actually  never  exerted  any  authority 
over  only  to  give  the  notice  you  refer  to,  and  were  relinquished 
about  the  time  the  bill  was  passed  ? 

Mr.  Cain.  Yes,  Judge. 

Mr.  Sims.  Then  the  Government,  in  that  case,  actually  never  did 
operate  the  roads,  never  used  them,  never  did  receive  any  benefit — I 
mean  any  actual  benefit  to  the  Government — ^but  the  roads,  as  I  un- 
derstand your  claim,  by  reason  of  the  issuing  of  that  order  were  at 
least  indirectly  damaged  to  some  extent?  Now,  is  it  the  extent  of 
the  damage  you  want  up  to  the  time  they  were  relinquished? 

Mr.  Cain.  We  do  not  laiow  that  it  would  amount  to  any  substan- 
tial sum.  We  want  the  difference  between  what  they  actually  earned, 
properly  managed,  and  their  operating  expenses,  whatever  that 
may  be. 

Mr.  Sims.  During  the  period? 

Mr.  Cain.  During  the  same  period  that  you  take  care  of  the 
stroAg  road. 

Mr.  Sims.  I  mean  during  the  period  prior  to  the  relinquishment? 

Mr.  Cain.  No. 

Mr.  Sims.  You  mean  to  bring  it  on  up  ? 

Mr.  Cain.  No ;  I  mean  after  relinquishment,  I  mean  from  the  time 
this  act  takes  effect  and  you  give  the  standard  return  to  the  trunk 
roads,  or  the  stronger  roads,  that  then  you  also  take  care  of  the  roads 
that  had  no 

Mr.  Sims  (interrupting).  You  are  not  asking  for  anything  during 
the  period,  say,  from  the  time  the  act  took  effect  first,  January  1, 
1918,  until  relinquishment,  and  from  that  time  until  the  approval 
of  this  bill,  but  after  the  approval  of  the  bill  ? 

Mr.  Cain.  Yes,  sir;  that  is  it. 

Mr.  Sims.  You  then  want  the  short-line  roads  that  received  noth- 
ing from  the  Government  and  practically  have  rendered  the  Govern- 
ment no  specific  service,  that  they  shall  have  the  same  treatment  as 
the  roads  that  have  actually  been  taken  over  by  the  Government, 
from  the  time  the  rest  of  the  roads  were  relinquished?  From  that 
time  on:  what  do  you  mean  by  that?     A  loan  of  money,  or  what? 

Mr.  Cain.  I  mean  just  what  they  do  with  the  strong  roads. 

Mr.  Sims.  Of  course,  the  rights,  I  understand,  to  be  just  what  the 
Government  requires? 

Mr.  Cain.  You,  of  course,  differ  with  me  when  you  say  these  roads 
have  not  rendered  the  Government  any  service. 
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Mr.  Sims.  What  I  mean  is  actual,  physical  service.  They  never 
have  hauled  freight  for  the  Government,  and  the  Government  has 
never  collected  any  revenue. 

Mr.  Cain.  Yes;  the  only  difference  is  the  roads  in  actual  control 
or  possession  of  the  Government  hauled  freight,  and  the  people  paid 
for  it,  and  these  other  roads  hauled  freight  for  the  Government  just 
the  same  as  those  roads  did,  and  their  owners  paid  for  it  in  part, 
because  they  operated  at  a  loss,  just  as  the  strong  lines  did,  but  had 
no  standard  return  as  did  the  strong  lines. 

Mr.  Sims.  The  Government  paid  for  the  freight  haul  ? 

Mr.  Cain.  Yes;  but  what  I  mean  is,  we  served  the  country  in  the 
war  upon  our  own  resources,  where  these  other  roads  served  the 
country  during  the  war  on  the  Government's  guaranty. 

Mr.  Sims.  That  is  what  I  mean,  the  Government  did  not  collect 
the  freight  or  make  the  charges,  but  paid  when  anything  was  sent 
over  those  roads  from  the  time  the  act  passed  until  this  act,  if  it 
ever  passes. 

Mr.  Cain.  Yes.  I  do  not  think  any  of  these  roads  are  asking  as  a 
matter  of  right  they  be  taken  care  of  in  this  period  of  readjustment. 
I  think  it  is  more  a  matter  of  the  public  interest,  and  that  these 
properties  should  all  be  preserved  as  going  concerns  until  they  can 
take  care  of  themselves. 

Mr.  Sims.  I  understand  exactly.  In  the  hearings  before  this  com- 
mittee they  do  not  ask  a  direct  payment  out  of  the  Treasury,  not  to 
continue  the  standard  return,  but  they  do  ask  that  rates  shall  be 
increased  if  necessary,  so  they  will  not  lose  anything  from  the  time 
they  actually  operated  before  the  test  period. 

Mr.  Cain.  No,  Judge;  they  ask  that  the  rates  be  adjusted,  and  in 
the  meantime,  until  they  are  adjusted,  that  they  have  the  standard 
return. 

Mr.  Sims.  That  is  the  Cummins  bill? 

Mr.  Cain.  Yes;  that  is  also  the  executives'  plan,  as  I  understand  it. 

Mr.  Sims.  I  did  not  understand  Mr.  Elliott  or  Mr.  Thorn  to  advo- 
cate that,  because  I  asked  Mr.  Elliott  specifically  how  much  he 
thought  would  be  the  increase  over  existing  rates  that  would  enable 
them  to  take  the  roads  from  the  time  the  act  took  effect  and  from 
that  time  on  operate  them  without  deficit,  and  he  said  25  per  cent, 
and  I  asked  him  if  that  covered  all  roads,  especially  the  Maine  Cen- 
tral, which  seemed  to  be  in  bad  shape,  and  he  said  yes,  but  I  under- 
stood him  to  say,  "  We  must  in  some  way  or  other  direct  the  rate- 
making  bodies  or  arrange  the  rates  by  act  of  Congress  itself,  equal 
to  25  per  cent,  in  which  case  it  would  not  be  necessary  for  the  Gov- 
ernment to  pay  any  more." 

Mr.  Cain.  If  you  were  going  to  turn  the  roads  loose  to-night  and 
the  commissions  to-morrow  could  make  the  rate  structure  sufficiently 
high  to  take  care  of  the  roads,  there  would  be  no  necessity  for  any  of 
this,  but  all  railroad  people  who  have  given  thought  to  this  believe 
that  it  will  take  several  months  before  the  commission  can  make  a 
rate  structure  that  will  be  just  to  the  shipper  and  just  to  the  rail- 
roads to  take  care  of  the  situation,  and  in  the  meantime,  in  order  to 
avoid  a  horizontal  raise  in  rates,  which  might  be  unjust,  the  sugges- 
tion is  made  that  the  roads  be  taken  care  of  through  this  provision 
of  a  guaranty. 
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Mr.  Sims.  Suppose  that  tlie  rate-making  bodies  never  make  rates, 
will  the  Government  continue — 

Mr.  Cain  (interposing),.  This  bill  fixes  four  months. 

Mr.  Sims.  You  do  not  ask  for  it  beyond  four  months? 

Mr.  Cain.  Oh,  no. 

Mr.  Sims.  The  standard  return  during  four  months  will  give  the 
roads  all  they  can  make  by  increased  rates  or  otherwise,  but  if  all 
they  can  make  does  not  equal  the  standard  return,  the  Government 
is  to  pay  the  diiference? 

Mr.  Cain.  This  bill  provides  as  follows: 

That  if  during  tlie  period  tlie  guaranty  is  in  force  tlie  railway  operating 
income  of  any  carrier  exceeds  tlie  ani'ount  of  the  guaranty,  it  shall  forthwith 
pay  such  excess  into  the  Treasury  of  the  United  States. 

Mr.  Sims.  That  is,  if  they  make  more  than  the  guaranty  they  pay 
it  over? 

Mr.  Cain.  Yes. 

Mr.  Sims.  That  is  the  premium  on  their  insurance,  so  to  speak  ? 

Mr.  Cain.  For  this  four  months. 

Mr.  Sims.  I  wanted  to  understand  it.  I  was  not  putting  forth  any 
claim  of  my  own. 

Mr.  Hamilton.  Is  it  not  a  fair  presumption  that  after  Government 
control  ceases  traffic  will  go  back  to  its  original  long  routes  and  that 
the  short  lines,  so  called,  will  get  their  share  as  they  did  in  the  prewar 
period  ? 

Mr.  Cain.  Not  at  all,  Mr.  Hamilton.  The  rate-making  process  will 
take  time. 

Mr.  Hamilton.  In  that  connection,  during  war  time,  I  suppose  it 
is  clear  that  the  short  lines  were  very  much  disregarded;  that  is, 
freight  was  sent  by  more  direct  routings? 

Mr.  Cain.  Yes ;  the  right  of  shippers  to  route  freight  was  abolished. 

Mr.  Hamilton.  Then  you  go  back,  of  course,  you  say  the  conditions 
will  not  at  once  be  normal,  but  I  was  wondering  whether  freight 
would  not  seek  it  usual  prewar  routes? 

Mr.  Cain.  No.  I  will  tell  you  how  we  have  got  to  operate.  The 
large  lines,  and  the  small  lines,  or  the  strong  and  weak  lines,  as  soon 
as  you  turn  them  loose  or  put  them  back  into  the  control  of  their  own- 
ers, must  at  once  organize  traffic  departments.  Everyone  of  them 
abolished  their  traffic  departments. 

I  had,  on  my  little  road,  a  traffic  department,  and  I  dismissed 
my  men,  and  one  of  them  is  now  traffic  manager  of  a  little  lumber 
road.  I  have  got  to  go  and  seek  men  to  take  my  road  and  to 
take  hold  of  the  traffic  department  as  soon  as  we  start  back  upon  a 
normal  course. 

It  will  take  some  time  before  we  can  do  that.  We  have  got  to 
adjust  these  through  routes,  and  these  divisions  of  through  routes, 
which  have  been  established,  which  we  hope  to  do  through  this  act 
of  Congress.  We  have  got  a  lot  of  those  kind  of  things  to  do,  in 
order  that  the  traffic  may  move  as  it  did  in  normal  times. 

Mr.  Hamilton.  The  reason  for  that  runs  back  to  the  proposition 
that  you  were  incidentally  injured,  during  war  time,  althougli  not 
actually  taken  over  by  the  Government — ^assuming  that  there  may 
be  a  controversy  as  to  whether  you  were  actually  taken  over. 
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Mr.  Cain.  Well,  I  think  that  is  true,  Judge.  I  think  we  were 
greatly  injured. 

Mr.  Hamilton.  Freight  was  diverted? 

Mr.  Cain.  Freight  was  diverted,  cars  were  taken  away  from  us, 
supplies  were  taken  away  from  us,  money  was  taken  away  from  us. 
We  had  nothing,  none  of  the  essentials  for  the  operation  of  the 
railroads. 

Mr.  Hamilton.  There  will  be  a  contention,  however,  that  the  Gov- 
ernment did  not  actually  take  over  many  of  these  roads. 

Mr.  Cain.  Yes;  but  I  do  not  see  how  it  can  be  successfully  con- 
tended that  these  roads  were  not  all  taken  over  by  the  Cummins 
amendment  to  section  1  of  the  act,  constructively  by  the  proclama- 
tion of  the  President,  and  by  the  act  itself.  They  were  constructively, 
if  not  actually,  taken  possession  of.  The  President  in  his  proclama- 
tion said  that  the  roads  should  be  operated  as  they  were  then  oper- 
ated until  the  director  general  should  by  general  or  special  order 
otherwise  provide. 

Mr.  Hamilton.  Well,  the  director  general  got  out  notices. 

Mr.  Cain.  The  director  general  never  made  any  special  or  general 
order  with  reference  to  these  roads,  but  they  went  on  and  were  oper- 
ated just  as  the  President  said  that  they  should  be  operated,  and  every 
officer  and  employee  on  those  roads  was  an  agency  of  the  Government 
operating  them  as  the  President  said  that  they  must  be  operated. 

Mr.  Denison.  It  was  July  before  they  were  actually  released,  was 
it  not? 

Mr.  Cain.  Yes;  they  were  released  on  the  very  day  that  Congress 
passed  a  bill  declaring  in  positive  terms  what  it  meant  when  it  took 
them  over. 

Mr.  Sims.  And  some  of  them  were  taken  back  after  that? 

Mr.  Cain.  No  ;  they  were  under  a  special  form  of  contract  which 
we  Jiegotiated,  but  they  were  never  talfen  into  the  actual  possession  of 
the  Government. 

Mr.  Sims.  There  was  a  pretty  long  line  in  Mississippi,  it  is  my  rec- 
ollection, that  was  relinquished  under  that  order. 

Mr.  Cain.  Yes,  sir ;  there  were  a  few. 

Mr.  Sims.  That  is,  it  was  not  a  mistake  in  the  sense  that  they  did 
not  actually  put  it  in,  but  they  did  not  know  what  to  do. 

Mr.  Cain,  There  were  a  few  that  were  taken  over.  My  own  road 
was  taken  over,  but  I  was  speaking  of  the  short  lines  generally. 

Mr.  Sims.  How  would  this  do?  Suppose  that  we  should  say  that 
this  act  shall  take  effect  four  months  from  the  end  of  the  month  in 
which  it  is  approved,  then  all  the  railroads  will  begin  immediately  to 
prepare  to  take  them  over,  and  organize  traffic  departments  and 
everything  else,  so  that  when  you  do  take  them  over  you  will  have 
four  months  in  which  to  organize  and  get  ready ;  then  the  Government 
in  the  meantime  would  get  all  that  the  roads  made  and  pay  out  the 
standard  return  as  the  contract  provides. 

Mr.  Robinson.  That  would  leave  the  short  lines  without  anything 
in  the  interval. 

Mr.  Cain.  No  :  I  do  not  think  you  understood  the  judge.  As  I  un- 
derst(  od  the  judge,  he  said  that  after  the  four  months'  period,  that 
they  should  allow  this  standard  return.  That  is  the  way  I  under- 
stood him. 
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Mr.  Sims.  I  did  not  mean  to  be  understood  that  way.  I  say,  wh}'^ 
would  it  not  be  better  for  the  roads  and  better  for  the  taxpayers  to 
make  the  act  take  effect  four  months  after  the  end  of  the  month  in 
which  it  was  approved?  Of  course,  the  Government  would  still  be 
operating  and  still  paying  and  receiving — receiving  the  freights  and 
fares  and  paying  the  standard  return  or  compensation,  whatever  it  is, 
for  the  four  months.  Now,  during  which  four  months  the  owners  of 
the  roads  would  be  getting  ready  to  take  them  over  at  the  end  of  the 
four  months  and  then  take  their  chance.  I  mean  in  the  meantime 
make  applications  for  increases  in  rates  or  rearrangements  or  any- 
thing of  that  sort,  giving  the  Interstate  Commerce  Commission  the 
right  to  pass  on  the  rates,  to  take  effect  at  the  end  of  the  four  months. 

Mr.  Cain.  We  are  living  on  hope  now,  and  of  course,  that  food 
might  carry  us  that  much  longer,  Judge:  I  do  not  know.  But  I 
believe  that  as  long  as  Congress  is  proposing  to  take  care  of,  or  as 
long  as  the  public  believes  that  Congress  will  take  care  of  the  roads 
as  a  whole,  the  creditors  of  these  short-line  railroads  will  do  what 
they  have  been  doing,  carry  them  along,  and  if  these  roads  are  not 
surrendered  back,  and  you  propose  to  hold  them  in  Federal  control 
while  you  adjusted  those  rates  to  take  care  of  them,  I  think  it  might 
be  all  right.  But  if  you  are  going  to  turn  them  back  to  their  own- 
ers, I  believe  you  have  got  to  take  care  of  the  financial  situation  in 
which  they  are. 

Mr.  Sims.  You  mean  turn  them  back  immediately  ? 

Mr.  Cain.  Yes. 

The  Chairman.  Are  you  through  with  your  statement,  Mr.  Cain  ? 

Mr.  Cain.  That  is  about  all  I  had  to  suggest,  Mr.  Chairman.  Of 
course,  there  are  some  general  features  that  have  been  presented  in 
different  plans  that  we  are  interested  in,  such  as  the  question  as  to 
whether  or  not  you  are  going  to  continue  the  divided  control  of 
commissions,  and  such  as  relieving  the  Interstate  Commerce  Com- 
mission of  much  of  the  duty  that  you  are  putting  upon  them  by  the 
creation  of  some  other  agency,  and  the  proposition  of  Federal  in- 
corporation. 

They  all  are  propositions  that  interest  us,  and  that  we  think  should 
be  considered  and  incorporated  in  any  bill  that  is  passed. 

I  do  not  see,  for  instance,  how  the  railroads  can  prosper  if  we 
are  to  have  the  conflict  that  we  have  heretofore  had  between  the 
numerous  State  conunissions  and  the  Interstate  Commerce  Commis- 
sion. I  do  not  see  how  the  Interstate  Commerce  Commission  is  to 
discharge  the  added  burdens  that  you  are  putting  upon  them  in 
the  new  law  which  will  be  enacted,  unless  you  relieve  them  of  certain 
administrative  duties  and  I  do  not  see  how  you  are  going  to  accom- 
plish what  you  propose  to  accomplish  through  consolidation  without 
Federal  incorporation. 

I  have  not  the  time,  and  you  have  heard  others  on  that  subject 
better  qualified  to  speak  than  I  am — unless  j'ou  desire  to  ask  some 
questions  with  regard  to  those  subjects  I  am  disposed  to  pass  them. 

Mr.  Sims.  Is  it  the  view  of  the  short-line  people  that  all  of  these 
short  lines  should  have  Federal  charters  and  be  incorporated  under 
Federal  law? 

Mr.  Cain.  I  think.  Judge,  that  is  the  only  way  you  are  going  to 
take  care  of  the  railroads  as  a  whole. 
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Mr.  Robinson.  Do  you  think  that  should  be  compulsory? 

Mr.  Cain.  Did  you  say  "  compulsory  "  ? 

Mr.  Sims.  Yes;  that  is  what  the  railroad  executives  have  advo- 
cated heretofore. 

Mr.  Cain.  I  did  not  so  understand  it. 

Mr.  Sims.  All  railroad  companies. 

Mr.  Cain.  In  other  words,  to  get  definitely  before  you  what  I 
mean.  I  do  not  see  how  3'ou  are  going  to  save  the  weak  lines  and 
short  lines  without  eventual  consolidation.  That  is  the  plan  sug- 
gested by  the  railroad  executives,  but  it  will  take  several  years  to  do 
that,  and  in  the  meantime  we  would  be  utterly  destroyed;  there 
would  not  be  anything  to  absorb ;  but  eventually  we  have  got  to  come 
to  consolidation,  in  my  judgment,  and  there  is  no  such  thing,  as  I 
see  it,  without  Federal  inc  orporation  of  these  companies  that  want  to 
consolidate.  There  are  30  States  that  prohibit  the  consolidation  of 
parallel  or  competing  lines,  including  my  own  State;  and  without 
Federal  charter  I  can  not  consolidate. 

Mr.  Sims.  Are  not  the  short  lines,  as  a  whole,  more  subject  to  State 
control  and  State  commissions  than  the  trunk  lines  are,  as  a  whole? 
Beiiig  short,  there  are  more  of  them,  and  more  of  their  traffic,  so  to 
speak,  a  greater  per  cent  of  it,  subject  to  State  control  than  there  is  of 
the  trunk  lines?     Is  not  that  the  fact? 

Mr.  Cain.  No.  The  police  regulations  of  the  State  commissions, 
of  course,  are  very  considerable,  and  they  are  constantly  being  exer- 
cised, but.  so  far  as  rate  making  is  concerned,  the  interstate  rates.  I 
believe,  is  much  the  more  important  rate,  as  a  rule. 

Mr.  Sims.  But  is  not  there  a  greater  per  cent  of  their  business 
that  is  intrastate  than  interstate? 

Mr.  Cain.  No. 

Mr.  Sims.  I  mean  compared  with  trunk  lines. 

Mr.  Cain.  No;  the  greater  portion  of  all  roads  doing  interstate 
conmierce  is  interstate  business.  For  instance,  Judge,  I  do  not  origi- 
nate anything  on  my  road  hardly  that  does  not  go  out  of  the  State  of 
Texas.  Much  of  the  cattle  movement  goes  to  Kansas  City  and  Chi- 
cago ;  cotton  goes  everywhere,  and  the  wheat  goes  everywhere. 

Mr.  Sims.  A  great  many  things  on  short  lines  go  to  some  city  in 
the  same  State  and  are  there  consumed. 

Mr.  Cain.  That  is  negligible,  compared  with  the  interstate  move- 
ment. It  is  much  greater— the  interstate  is  much  greater  than  the 
intrastate. 

Mr.  Sims.  So,  then,  practically  as  to  all  the  railroads — a  majority 
of  their  business  is,  in  effect,  national  business? 

Mr.  Cain.  Yes. 

Mr.  Denison.  Suppose  we  should  pass  tnis  law  and  authorize  the 
Interstate  Commerce  Commission  to  permit  consolidation  and  to 
encourage  consolidation.  Have  you  had  any  legal  advice  upon  the 
question  as  to  whether  or  not  you  could  do  so,  notwithstanding  the 
State  law  of  Texas? 

Mr.  Cain.  No;  I  have  not  gotten  an}'  legal  advice  myself,  but  I  do 
not  think  there  is  any  limitation  to  the  power  of  Congress  with 
regard  to  interstate  commerce  and  over  the  railroad  as  an  instru- 
mentality of  interstate  commerce. 

Mr.  Denison.  I  asked  that  question  in  view  of  your  statement 
awhile  ago  to  the  effect  that  there  was  no  chance  for  you  to  consoli- 
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date  with  another  raih'oaci  except  if  voii  incorporated  under  Federal 
law. 

Mr.  Cain.  I  do  not  see  how  a  State  corporation  can  consolidate 
with  a  Federal  corporation  under  those  constitutional  inhibitions 
that  exist  in  some  of  the  States. 

Mr.  Denisox.  If  the  Congress,  in  pursuance  of  the  clause  in  the 
Constitution,  should  say  that  they  could  do  so  ? 

Mr.  Cain.  Congress  can  only  say  they  can  do  so,  by  providing  the 
means,  and  the  means  is  Federal  incorporation. 

Mr.  Denison.  Certainly.  We  are  attempting  to  do  so  in  the  Esch 
bill ;  that  is,  it  is  not  compulsory,  but  we  are  providing  a  means  by 
Avhich  it  may  be  done  voluntarily. 

Mr.  Caix.  Yes;  I  approve  of  that. 

Mr.  Denison.  And  no  provision  in  the  State  Constitution  of  Texas 
would  prevent  that,  would  it? 

Mr.  Cain.  No.  I  say  I  approve  the  Esch  bill.  I  do  not  mean  to 
question  anything  that  is  in  the  Esch  bill.  I  just  wanted  to  approve 
that  feature  of  the  bill. 

Mr.  Denison.  If  the  Esch  bill,  or  some  similar  proA'ision,  becomes 
a  bill,  roads  such  as  yours  in  Texas,  that  do  an  interstate  business, 
may,  by  permission  of  the  Interstate  Commerce  Commission,  con- 
solidate with  any  trunk  line  ? 

Mr.  Cain.  That  is  my  opinion. 

Mr.  Denison.  Do  you  connect  up,  as  a  matter  of  fact,  with  some 
trunk  line? 

Mr.  Cain.  We  connect  with  four  trunk  lines. 

The  Chairman,  Mr.  Cain,  do  you  represent  any  tap  lines  among 
your  short-line  roads? 

Mr.  Cain.  I  think  we  do,  but  I  am  not  sure. 

The  Chairman.  Is  it  true  that  tap  lines 

Mr.  Cain  (interposing).  I  will  tell  you  the  reason  I  am  confused, 
I  think  that  the  lines  we  represent  are  industrial,  what  are  char- 
acterized now  as  industrial  lines,  and  I  have  never  known  just  what 
a  tap  line  means,  as  contradistinguished  from  a  plant  facility. 

The  Chairman.  Using  the  term  "  industrial  line  "  will  meet  my 
purpose  just  as  well.  Where  you  have  an  industrial  line  that  has  a 
plant  facility  at  the  terminus  of  the  line  or  alongside  of  it,  and  the 
owners  of  that  industry,  the  stockholders,  are  practically  identical 
with  the  stockholders  of  the  railroads  line,  such  a  line  does  not  get  the 
same  kind  of  treatment  as  another  line,  although  it  may  perform  all 
the  functions  of  a  common  carrier? 

Mr.  Cain.  Yes. 

The  Chairman.  That  is,  you  have  the  ruling  of  the  commission 
to  that  effect? 

Mr.  Cain.  They  have  recently  revised  their  ruling  to  this  extent. 
They  say  that  an  industrial  carrier  now  is  entitled  to  share  in  the 
rate,  or  to  have  a  rate  so  based  upon  the  value  of  the  property 
devoted  to  public  use,  after  carving  out  that  part  of  the  property  that 
is  not  devoted  to  public  use  but  devoted  to  the  plant  exclusively. 

The  Chairman.  Well,  how  about  the  division  of  the  rate  on  an 
industrial  line,  so  called,  and  another  line? 

Mr.  Cain.  They  have  alwaj^s  been  at  a  disadvantage.  They  are  at 
a  disadvantage  now,  but  my  understanding  is  that  some  of  these 
industrial  lines  have  thro\igh  rates,  joint  rates. 
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The  Chair]\ian.  They  make  complaint,  however,  that  they  are 
really  discriminated  against  in  that  regard. 

Mr.  Cain.  Yes;  there  is  a  discrimination. 

The  Chairman.  Do  you  think  that  matter  should  be  covered  by 
the  provisions  of  the  bill? 

Mr.  Cain.  I  have  not  thought  that  it  was  necessary  to  mention  an 
industrial  line  or  a  plant  facility,  or  anything  else.  I  think  that  any 
road  doing  a  general  transportation  business  or  any  road  coming 
within  the  terms  of  this  act  and  doing  interstate  commerce,  would 
cover  the  industrial  line  as  well  as  the  other. 

The  Chairman.  Of  course,  the  industrial  line  connects  with  the 
trunk  lines,  and  hence  its  product  gets  into  interstate  commerce  ? 

Mr.  Cain.  Yes. 

The  Chairman.  And  it  w^ould  be  under  the  regulatory  control  of 
the  pending  bill,  under  the  amendments  you  have  suggested? 

Mr.  Cain.  Yes. 

The  Chairman.  Therefore,  you  do  not  think  it  would  be  necessary 
to  specifically  legislate  for  the  Independent  lines? 

Mr.  Cain.  I  do  not  think  so.    I  do  not  think  it  is  necessary. 

The  Chairman.  Are  these  short  lines,  so-called,  embarrassed  by 
reason  of  the  operations  of  the  boiler  inspection  act? 

Mr.  Cain.  My  experience  is  not  very — in  fact,  it  is  confined  to  my 
own  road.  I  have  never  been  very  much  embarrassed,  because  I  have 
been  able  to  get  rather  liberal  treatment  on  the  part  of  the  inspectors 
who  came.  Of  course  it  has  necessitated  a  very  considerable  expendi- 
ture which  we  could  ill  afford  at  the  time. 

The  Chairman.  Any  other  questions?  If  not,  we  will  hear  from 
Mr.  Cass. 

STATEMENT  OF  MR.  L.  S.  CASS,  REPRESENTING  THE  AMERICAN 
SHORT  LINE  RAILROAD  ASSOCIATION. 

The  Chairman.  Give  your  name  and  address  and  whom  you  rep- 
resent. 

Mr.  Cass.  L.  S.  Cass;  home  Waterloo,  Iowa.  T  am  president  and 
principal  owner  of  the  Waterloo,  Cedar  Falls  &  Northern  Railroad, 
an  electric  railroad  now  being  operated  by  the  United  States  Rail- 
road Administration.  I  am  also  receiver  and  president  of  the  reor- 
ganized corporation  of  the  Kansas  City  &  Northwestern  Railroad, 
not  now  being  operated  by  the  United  States  Railroad  Administra- 
tion. 

My  railroad  experience  covers  a  period  of  37  years  in  various  de- 
partments. I  was  formerly  Avith  the  Chicago  Great  Western  Rail- 
road. I  started  on  that  property  in  1885,  went  through  all  depart- 
ments, train  service,  station  agent,  telegraph  operator,  train  master, 
superintendent,  assistant  general  manager,  general  traffic  manager, 
and  vice  president  of  the  property. 

Mr.  Chairman,  I  had  made  a  number  of  notations  upon  the  sub- 
jects which  I  felt  that  I  wanted  to  address  this  committee  upon,  but 
in  going  through  the  work  this  afternoon  wdth  Mr.  Cain,  and  the 
questions  that  have  been  asked  Mr.  Cain,  that  has  more  or  less  dis- 
arranged the  various  subjects  that  I  was  going  to  take  up.  I  see 
that  it  is  very  near  your  closing  time.    Without  wishing  to  thrash 
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over  any  of  the  straw  that  has  gone  already  through  the  mill,  and 
taking  up  merely  that  part  of  some  of  the  subjects  which  I  feel  have 
not  been  full}^  cleared  up  in  your  minds,  if  I  might  suggest,  I  should 
like  to  start  on  my  general  proposition  and  general  statement  to  you 
gentlemen  in  the  morning,  if  that  is  agreeable  to  you.  It  is  now 
nearly  5  o'clock. 

The  Chairman.  We  will  run  to  5  o'clock,  anyway.  We  will  utilize 
every  minute  until  5  o'clock. 

Mr.  Cass.  What  did  you  say? 

The  Chairman.  We  will  continue  until  5  o'clock. 

Mr.  Cass.  The  short-line  railroads  in  this  country  are  now  and 
have  in  tlie  past,  ever  since  I  have  known  anything  about  the  short- 
line  situation,  suffered  through  their  inability  to  make  proper  trading 
arrangements  with  the  stronger  trunk-line  railroads.  I  have  myself 
sat  in  judgment  upon  the  short-line  railroads  as  a  trunk-line  traffic 
manager,  and  I  do  not  know  of  any  short-line  railroad  division,  in 
all  of  the  short-line  divisions  that  I  have  come  in  contact  with  as  a 
traffic  manager  of  a  trunk-line  railroad  and  as  an  executive  of  the 
American  Short  Line  Railroad  Association,  which  work  I  have  been 
carrying  on  in  connection  with  Mr.  Robinson  and  Mr.  Cain  since  the 
great  short-line  trouble  and  the  great  railroad  problem  lias  become 
the  problem  that  it  is  now — I  do  not  laiow  of  a  single  division  that  is 
fair  to  the  short-line  railroads. 

I  never  made  a  division  when  I  was  a  trunk-line  executive  that  was 
absolutely  fair  to  the  short-line  railroad,  and  I  do  not  believe  any 
other  trunk-line  executive  ever  started  out  and  absolutely  made  a 
division  with  a  short-line  railroad  that  was  a  fair  division. 

The  theory  upon  which  divisions  with  short-line  railroads  have 
always  been  made  in  the  past  has  been  based  upon  the  service  per- 
formed by  the  two  carriers,  and  that  service  is  generally  considered 
the  number  of  miles  each  carrier  hauls  the  freight,  with  a  minimum 
of  25  per  cent  to  the  short  line.  There  is  no  rule  or  reason  why  that 
should  have  ever  been  the  division,  but  there  had  to  be  some  division 
between  the  railroads,  and  the  trunk  lines  felt  that  a  mileage  pro  rate 
with  a  minimum  of  25  per  cent  was  a  pretty  fair  division  between  the 
trunk  lines,  because  where  the  trunk  lines  to-day  carried  his  freight 
a  short  distance  and  got  the  25  per  cent,  to-morrow  the  shoe  would 
be  on  the  other  foot,  and  he  would  get  the  long  carriage  of  freight 
against  the  other  trunk-line  neighbor. 

There  is  not  a  trunk-line  man  to-day — and  I  say  this  advisedly— 
who  will  give  you  a  reason  or  a  rule  for  making  divisions  with  short- 
line  railroads  other  than  the  service  performed,  or  some  other  char- 
acter of  a  similarly  unfair  statement.  The  rule  for  making  short- 
line  divisions  in  the  past  has  more  or  less  been  a  matter  of  barter 
and  trade.  If  a  short  line  was  built,  and  it  was  built  where  there 
was  a  great  deal  of  competition,  then  the  longer  lines,  when  traffic 
was  thin  and  they  wanted  business,  would  go  in  and  bid  for  this  fel- 
low's traffic,  and  in  that  way  some  of  the  short  lines  got  good  divi- 
sions. They  were  not  made  because  the  fellow  thought  it  was  the 
fair  division  to  give  the  short  line,  but  they  were  made  because  they 
wanted  the  traffic. 

But  that  lasted  for  a  very  few  years.  As  time  went  on,  the  trunk 
lines  began  getting  together  and  discussing  the  situation,  and  finally 
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arrived  at  the  general  proposition  of  a  mileage  pro  rate  with  a  mini- 
mum of  25  per  cent  to  the  short  line.  There  is  not  a  short-line  divi- 
sion with  an  independent  short  line,  I  do  not  believe,  in  the  United 
States  to-day  that  grants  to  the  short  line  an  equal  sum  for  the  serv- 
ice performed  that  it  would  cost  the  trunk  line  to  perform  the  same 
service  on  its  own  lateral  branch  lines.  Their  rule  for  making  divi- 
sions has  been  and  is  now  based  upon  a  division  less  than  the  cost 
of  the  same  service  to  their  main  line  for  branch  and  lateral  line 
service. 

There  are  many  things  that  enter  into  the  making  of  a  short-line 
division,  and  the  short-line  division  is  so  vital  to  the  existence  of  the 
short  line  that  w^e  feel  it  is  absolutely  necessary  to  permit  the  commis- 
sion to  say  what  the  division  shall  he  between  the  short-line  and  the 
trunk-line  railroad,  taking  into  consideration  the  necessities  and  cost 
of  service  of  the  short  line  as  well  as  the  trunk  line ;  in  fact,  as  well  as 
all  of  the  lines  performing  the  service. 

Now,  if  I  may  illustrate :  You  take  the  division  of  a  mileage  pro- 
rate with  a  minimum  of  25  per  cent,  and  I  will  show  you  how  unfair 
a  division  of  that  character  is,  and  that  is  the  division  that  has  been 
enforced  upon  these  w^eak  roads,  and  it  will  continue  to  be  enforced 
upon  them  unless  the  weak  roads  are  giA^en  protection  by  the  Inter- 
state Commerce  Commission,  with  mandatory  instructions  from  Con- 
gress. 

A  shipment  starts  from  a  point  of  origin  to  the  point  of  destination. 
The  short  line  draws  that  shipment  50  miles ;  the  trunk  line  drawls  it 
200  miles.  Therefore,  the  trunk  line  says  that  "  You  should  have 
that  proportion  of  the  rate  that  50  miles  is  to  250  miles."  Not  at  all. 
The  short  line  performs  every  service  in  connection  with  that  ship- 
ment that  the  trunk  line  performs,  except  the  difference  in  the  actual 
cost  of  transporting  it  over  its  rails.  The  short  line  solicits  the 
freight,  it  bills  it.  it  issues  the  bill  of  lading,  it  switches  it,  puts  it 
in  its  train,  and  draws  it  to  the  trunk-line  connection,  and  there  the 
trunk  line  puts  it  in  its  train  and  it  draws  it  to  its  destination.  At 
its  destination  the  trunk  line  expenses  it,  collects  the  freight,  and 
remits  the  short  line's  proportion  to  the  short  line. 

The  shipment  that  moves  in  the  other  direction,  of  course,  the 
operation  is  reversed.  The  trunk  line  bills  it  and  the  short  line 
collects. 

Therefore,  the  only  actual  service  that  is  performed  between  the 
short  line  and  the  trunk  line  that  is  not  identical  is  the  distance 
traveled  by  the  shipment  over  the  two  railroads.  Therefore,  it  comes 
to  the  cost  of  transporting  the  freight. 

The  cost  of  transporting  freight  upon  all  of  the  railroads  in  the 
United  States  before  the  war,  when  I  was  familiar  with  the  total 
cost — and  I  think  it  is  somewhere  near  those  figures  now — was  36 
per  cent  of  the  rate.  Thirty-six  per  cent  of  the  rate  is  all  that  it  has 
cost  to  transport  the  shipment  over  the  rails. 

Mr.  Sims.  Both  long  and  short  ? 

Mr.  Cass.  Yes.  Therefore,  as  a  matter  of  fact,  instead  of  a  mile- 
age prorate  with  a  minimum  of  25  per  cent  of  the  total  rate,  it  should 
be  a  mileage  prorate  of  the  cost  of  transporting  the  shipment,  or  a 
mileage  prorate  of  86  per  cent  of  the  actual  rate.  There  are  not  any 
of  my  trunk-line  brothers  that  will  subscribe  to  that  doctrine,  because 
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it  does  not  give  them  enough  of  the  rate,  and  I  am  simply  illustrating 
it  here  to  show  you  that  the  best  method  now  used  of  dividing  rates 
between  the  short  line  and  the  trunk  line  is  not  fair ;  it  has  never  been 
fair ;  and  it  never  will  be  fair  if  it  is  left  to  the  strong  lines  to  say 
what  the  short  lines  shall  have. 

Mr.  Webster.  Do  you  think  the  amount  that  should  be  prorated 
is  the  36  per  cent,  and  that  the  remainder  should  be  divided  equally  ? 

Mr.  Cass.  It  should  be ;  yes,  sir ;  each  performing  the  same  service, 
except  distance  traveled;  that  that  is  the  very  minimum  fair  division 
that  can  be  made  between  a  short  line  and  a  trunk  line. 

Mr.  Sims.  What  are  the  facts?  As  a  rule,  is  there  more  freight 
that  originates  and  comes  off  the  short  line  onto  the  trunk  line,  or  is 
there  more  freight  that  originates  on  the  trunk  line  and  goes  onto  the 
short  line  ?    Or  is  there  any  difference  ? 

Mr.  Cass.  Depending  largely  upon  the  nature  of  the  short-line 
road.  A  railroad  in  a  coal-producing  country  is  almost  entirely  an 
originating  railroad — a  short  line.  We  will  take  the  two  short  lines 
that  I  am  the  principal  oAvner  of.  One  is  140  miles  long  and  the 
other  is  200  miles  long.  They  are  both  through  agricultural  terri- 
tor}^  and  manufacturing  districts,  and  the  business  of  both  is  about 
evenly  balanced — that  which  comes  on  and  that  which  goes  off.  But 
I  should  say  that  in  the  territory  noi'th  of  the  Ohio  River  and  north 
of  the  Oklahoma  State  line,  which  is  largely  agricultural,  that  the 
business  that  originates  on  the  short  line  and  that  which  comes  to  it 
from  the  trunk  line  is  very  evenly  balanced. 

Mr.  Sims.  But  the  mileage  haul  of  the  trunk  lines  on  the  average 
is  longer? 

Mr.  Cass.  How? 

Mr.  Sims.  I  say,  but  upon  a  mileage  basis,  the  mileage  haul  upon 
the  trunk  line  on  an  average  is  greater  than  on  the  short  line? 

Mr.  Cass.  Very  much  greater.  Now,  as  to  the  divisions  of  short 
lines  which  we  hear  so  much  about  that  never  should  have  been  built; 
we  hear  in  discussing  this  problem  that  this  road  and  that  road  and 
the  other  road  never  should  have  been  built.  As  a  matter  of  fact,  a 
large  percentage  of  our  trunk  lines  were  at  one  time  short  lines. 
They  were  made  up  of  a  piece  of  road  here  and  a  piece  of  road  there 
and  a  piece  of  road  somewhere  else,  until  they  have  grown  great. 

Mr.  Sims.  There  are  140  of  them  in  the  Pennsylvania  system, 

Mr.  Cass.  Yes.  Now,  I  am  approaching  this  subject  with  the  as- 
sumption that  substantially  all  of  the  railroads  in  the  United  States 
are  a  necessity  and  perform  a  real  service.  I  have  not  had  anyone 
tell  me  what  railroads  never  should  have  been  built,  and  I  do  not 
know  what  railroads  never  should  have  been  built;  and  I  do  not 
known  what  weak  railroad  now  actually  should  not  bo  sustained.  I 
do  know  a  good  deal  about  the  things  that  happened  to  the  weak 
railroads.  I  happened  to  be  on  the  Chicago  Great  Western  Railroad 
years  enough,  struggling  with  that  property,  to  know  what  the  strong 
railroads  could  do  with  it,  and  did  do  to  it,  in  the  matter  of  divi- 
sions and  traffic.  I  feel  that  it  is  veiy  essential;  in  fact,  I  feel  that 
one  of  the  most  important  duties  or  one  of  the  most  important  things 
that  Congress  has  before  it,  if  it  is  going  to  stabilize  the  railroads  as 
a  whole  and  avoid  Government  ownership,  is  to  give  to  the  Interstate 
Commerce  Commission,  or  whatever  other  regulatory  body  may  be 
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created,  the  right — and  make  it  the  duty  of  that  commission^ — to  so 
divide  the  rate  that  it  will  sustain  the  weak  line  and  the  trunk  line, 
in  order  that  they  may  function  properly  for  the  people  who  are  de- 
pendent upon  them  for  transportation. 

In  addition  to  dividing  the  rate,  it  is  also  necessary  that  they  should 
have  the  right  to  direct  the  routing  of  traffic,  because  the  dividing  of 
a  rate  without  traffic  does  not  mean  anything.  There  would  be  noth- 
ing to  divide.  And  if  you  go  on  with  the  consolidation  of  these  rail- 
roads, as  now  seems  to  be  the  idea  of  the  country  in  general,  to  make 
a  few  large,  strong  railroad  systems,  if  you  go  on  with  the  consolida- 
tion of  these  systems  you  are  going  to  consolidate  the  weak  line  into 
a  much  weaker  position  than  it  now  occupies. 

I  have  in  mind — I  do  not  care  to  call  the  name — but  I  have  in 
mind  a  weak  railroad  of  1,400  or  1,500  or  1,600  miles  of  track.  No 
one  would  suggest  that  1,500  or  1,600  miles  of  track  that  had  been 
performing  a  railroad  service  in  the  United  States  for  30  years  ought 
to  be  abandoned  and  taken  up,  and  yet  I  feel  that  if  the  commission 
does  not  have  the  right  to  protect  that  property  it  can  not  possibly 
exist  when  the  roads  are  turned  back  to  their  owners.  If  you  can  not 
direct  traffic  sent  over  that  railroad,  one  consolidation  that  is  partly 
now  made  through  stock  ownerships  will  so  surround  this  1,400 
miles  of  railroad  that  it  must  live  absolutely  upon  the  local  business 
within  its  territory. 

And  in  that  connection  I  beg  to  say  to  you  that,  in  my  opinion,  no 
railroad  can  live  upon  its  own  local  business.  Edward  Chambers 
said  to  me  sometime  ago  that  the  Santa  Fe  Eailroad  could  not  live 
upon  its  own  local  business.  If  the  Santa  Fe  can  not  live  upon  its 
own  local  business,  what  of  these  other  railroads  that  the  stronger 
lines  are  attempting  to  make  live  upon  their  own  local  business? 

The  Chairman.  This  may  be  a  proper  place  to  suspend,  Mr.  Cass. 
We  will  recess  until  10  o'clock  in  the  morning. 

(Whereupon  at  5.10  o'clock  p.  m.  an  adjournment  was  taken  until 
to-morrow,  Thursday,  September  4,  1919,  at  10  o'clock  a.  m.) 


Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 
Thursday^  Sej^tcrnber  4, 1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man) presiding. 

Mr.  Robinson.  Mr.  Chairman,  Avith  your  permission,  Mr.  Cain, 
in  the  hurry  of  yesterday,  apparently  omitted  one  of  the  amendments 
and  practically  the  most  important  amendment  we  have  to  propose. 
There  is  some  confusion  as  to  whether  it  was  presented  or  not,  and 
we  want  to  ask  permission  for  Mr.  Cain  to  present  that  amendment 
before  Mr.  Cass  goes  on  the  stand. 
The  Chairman.  Very  well. 

Mr.  Cain.  The  amendment  is  at  line  22,  of  page  24,  of  the  com- 
mittee print.    After  the  word  "  operated  "  we  suggest  this  insertion : 

And  tlie  commission  on  complaint  or  upon  its  own  initiative  without  a  com- 
plaint, shall  exercise  the  power  and  the  authority  to  establish  through  routes, 
joint  classification  regulations  and  practices,  and  joint  rates  as  the  maximum 
or  minimum,  or  maximum  and  minimum  rates  to  be  charged,  also,  the  divisions 
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joint  rates,  fares,  or  charges  whenever  it  maj-  be  considered  necessary  or 
aosirable  in  the  public  interest. 

The  connnission  shall  inform  itself  and  take  into  consideration  the  efficiency 
with  which  the  carriers  are  operated,  the  financial  condition  and  credit  of 
:  the  several  carriers,  the  amount  of  revenue  required  to  pay  operating  expenses, 
taxes  and  a  fair  i-eturn  on  the  property  used  in  the  public  service,  and  to  estab- 
lish and  maintain  a  credit  sufficient  to  attract  the  necessary  new  capital,  the 
importance  of  the  carrier  to  the  public  as  a  transportation  utility ;  also  whether 
the  participating  carrier  is  an  originating,  intermediate,  or  delivering  line,  and 
any  other  fact  or  circumstance  which  would  ordinarily,  without  regard  to  the 
mileage  haul,  entitle  one  carrier  to  a  greater  or  less  proportion  of  the  joint 
rate  than  another,  and  shall  thereupon  determine  and  prescribe  what  will  be 
the  just,  fair,  reasonable,  and  adequate  division  of  the  joint  rate,  fare,  or 
charge  as  between  the  several  carriers  entitled  to  participate  therein. 

Then  we  suggest  that  the  word  "but,"  in  line  22,  page  24,  be 
!  stricken  out  and  the  two  words  "  the  commission  "  substituted  there- 
for, making  a  period  after  the  paragraph  I  have  just  read. 

The  Chairman.  "  The  commission  may  establish." 

Mr.  Cain.  Yes.  We  present  that  to  the  committee  as  a  suggested 
rule  of  divisions;  and  in  my  presentation  of  the  thought  we  have 
with  regard  to  ihe  necessity  of  a  statutory  mandate  on  that  subject 
I  overlooked  reading  it  to  the  committee. 

The  Chairman.  Very  well.     Mr.  Cass,  you  may  now  proceed. 

STATEMENT  OF  MR.  L.  S.  CASS,  REPRESENTING  THE  AMERICAN 
SHORT  LINE  RAILROAD  ASSOCIATION,  WATERLOO,  IOWA— Re- 
sumed. 

Mr.  Cass.  Mr.  Chairman,  in  the  observations  I  am  making  before 
this  committee  I  am  assuming-  that  the  general  public  very  much 
prefer  Government  ownership  of  railroads  rather'  than  to  have  the 
railroads  returned  under  the  old  system  of  railroad  operation. 
There  can  be  but  one  reason  for  the  desire  of  public  ownership  of 
railroads,  and  that  is  in  order  that  the  transportation  systems  of  the 
country  may  be  unified  to  the  greatest  service  of  the  people  depend- 
ing upon  these  various  railroads.  We  are  endeavoring  in  these 
amendments  to  show  what  we  think  will  bring  about  the  unification 
of  the  railroads  to  the  fullest  extent  that  they  may  be  unified  without 
a  common  ownership. 

In  my  testimony  yesterday  I  was  referring  to  the  division  of 
rates  and  talking  of  tlie  difficulties  that  the  weak  and  short  railroads 
have  encountered  in  getting  from  the  strong  railroads  a  fair  and 
equitable  division  of  the  rates  paid  by  the  public  for  the  service 
performed. 

The  chairman  asked  Mr.  Cain  yesterday  if  our  organization  w^as 
dealing  for  the  tap  lines  and  the  industrial  lines,  and  also  asked  the 
question  if  the  tap  line  and  industrial  line  has  through  rates  and 
divisions  with  the  trunk-line  railroads.  I  am  going  to  answer  that 
question.  The  tap  lines  and  industrial  lines  do  have  through  rates 
and  through  routes  with  connecting  trunk-line  carriers. 

Mr.  Merritt.  How  do  you  define  a  tap  line,  Mr.  Cass? 

Mr.  Cass.  Lines  going  from  a  lumber  mill,  for  instance,  to  a  trunk 
line,  serving  perhaps  one  or  two  lumber  mills  or  perhaps  a  coal  mine 
or  some  particular  industry  upon  which  the  railroad  depends  for  its 
principal  source  of  revenue. 
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Mr.  Merritt.  How  does  that  differ  from  an  industrial  line? 
Mr.  Cass.  An  industrial  line  generally  is  a  railroad  which  per- 
forms principally  a  switching  service,  like,  for  illustration,  the  Pull- 
man Railroad  or  the  Illinois  Northern  Railroad,  that  belongs  to  the 
International  Harvester  Co.,  and  roads  of  that  character,  that  per- 
form a  switching  service. 

The  commission  has  made  the  through  rates  for  the  tap  lines  and 
has  prescribed  the  division  of  that  rate  that  should  be  paid  to  the 
tap  line  by  the  trunk  line. 

While  I  am  on  the  question  of  divisions,  I  said  something  to  you 
gentlemen  yesterdaj^  about  the  way  in  which  divisions  had  been  made 
by  the  trunk  lines  in  using  their  own  ideas  of  giving  to  a  short  line 
such  divisions  as  in  their  judgment  was  proper  for  them  to  give. 
The  trunk  lines  h:ive  in  the  past  been  almost  the  sole  judges  of  what 
divisions  the  short  lines  should  enjoy,  and  as  the  trunk  line's  organi- 
zations of  executives  have  grown  more  complete  their  exercise  of 
control  of  the  divisions  of  short-line  and  weak-line  railroads,  or 
short  lines  particularly,  has  become  more  and  more  of  a  unified 
character.  As  an  illustration,  the  divisions  between  trunk  lines  and 
short  lines  in  the  States  of  Iowa,  Minnesota,  parts  of  Illinois — the 
territory  with  which  I  was  very  familiar  from  the  fact  of  owning 
one  road  and  being  general  traffic  manager  of  a  trunk  line — was  33^- 
per  cent  of  the  market-town  rate.  I  mean  by  the  market-town  rate 
the  rate  paid  for  the  shipment  of  a  car  of  grain,  for  instance,  from 
some  point  on  a  short  line  in  the  Mississippi  Valley  between  the 
Missouri  and  Mississippi  Rivers  to  Chicago,  Chicago  being  the  market 
town  for  that  territory.  Thirty-three  and  a  third  per  cent  of  that 
rate  would  go  to  the  short-line  railroad,  whether  the  short-line  rail- 
road performed  a  service  of  7  miles  or  60  or  70  miles. 

In  January,  1910,  when  the  trunk  lines  were,  in  desperation,  looking 
for  added  revenue  to  overcome  the  mounting  costs  of  materials, 
wages,  and  so  forth,  they  reduced  the  divisions  of  all  of  the  short  line 
railroads  from  33^  per  cent  to  25  per  cent.  They  did  this  all  on  the 
same  clay,  and  the  traffic  directors  of  the  trunk  lines  wrote  substan- 
tially the  same  letter  to  all  of  the  short  lines  on  exactly  the  same  date. 
The  effect  of  that  was  that  the  short  lines  had  their  revenues  reduced 
25  per  cent  with  one  stroke  of  the  pen.  It  would  be  necessary  for 
the  short  lines  to  be  doing  a  pretty  profitable  business  to  have  their 
revenue  reduced  25  per  cent  and  still  continue  to  exist. 

The  Chairman.  And  it  has  remained  at  that  rate  since? 

Mr.  Cass.  It  has  remained  at  that  rate  since ;  yes. 

Now,  this  is  the  reason  why  we  are  asking  at  the  hands  of  Congress 
that  some  other  authority  sit  in  judgment  upon  our  right  to  transact 
business. 

There  has  been  a  great  deal  said  here  about  taking  revenue  away 
from  the  strong  railroads  and  giving  it  to  the  weak  railroads.  We 
are  not  asking  to  have  the  revenue  of  the  strong  railroads  talcen  away 
from  them  and  given  to  us.  We  are  simply  asking  that  the  revenue 
Avhich  the  people  provide  as  the  cost  of  exchanging  the  commodities 
of  this  country  provided  for  the  railroads  as  a  whole,  our  share  be 
given  to  us  by  the  railroad  which  collects  that  revenue. 

The  trunk  lines'  plan  provides  in  section  9  that  the  Interstate 
Commerce  Commission  fix  a  level  of  rates  that  will  produce  certain 
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revenues  and  certain  incomes  to  the  railroads  in  a  group  as  a  whole. 
What  we  ask  is  that  our  part  of  that  revenue  which  is  collected  by  the 
trunk-line  railroads  on  the  rates  promulgated  by  them  should  all 
be  given  to  us ;  not  that  part  which  they,  in  their  wisdom,  feel  should 
be  given  to  us,  but  that  part  which  is  provided  by  the  people  as  be- 
longing to  our  railroads  for  performing  the  service. 

The  short-line  railroad  does  not  make  joint  rates;  that  is,  it  does 
not  publish  joint  rates.  The  rates  are  published  by  the  trunk  line, 
which  reach  from  one  rate-making  territory  to  a  rate  breaking  and 
making  territory,  and  that  rate  is  concurred  in  by  the  short-line  rail- 
road. The  short-line  railroad  could  not  publish  a  tariff  covering  its 
own  rails  and  the  rails  of  the  market-town  carrier  without  the  con- 
currence of  the  trunk-line  railroad,  and  the  trunk-line  railroad  will 
not  give  that  concurrence,  and  it  is  proper  that  it  should  not  give  that 
concurrence.  It  is  in  the  interest  of  economy  that  the  trunk-line 
r^lroads  should  publish  the  tariffs,  and  that  the  small  railroad  should 
concur  by  filing  its  concuirence  with  the  Interstate  Commerce  Com- 
mission in  the  published  tariff'. 

Now,  when  that  has  been  done,  we  ask  that  part  of  the  revenue 
for  the  moving  of  a  shipment  from  a  point  on  our  line  to  and  over 
the  trunk  line  to  the  market  town — that  our  part  of  the  revenue 
necessary  to  do  the  things  set  out  in  the  executive's  proposed  act, 
or  in  whatever  act  is  adopted  by  Congress  to  stabilize  the  railroads, 
be  given  to  us  as  a  whole;  not  a  part  of  stabilization,  not  that  the 
trunk  line  may  say,  "  Your  part  of  the  haul  on  a  car  of  live  stock 
from  the  farm  to  the  market  town  is  only  that  part  of  the  distance 
traveled  over  your  railroad."  The  trunk  line  is  asking  at  the  hands 
of  Congress  that  a  sufficient  amount  of  revenue  be  granted  to  do 
what?  Operate,  maintain,  and  pay  a  fair  return  upon  the  value 
of  the  property.  So  we  say  that  when  we  perform  a  part  of  the 
service  and  form  a  through  route,  and  carry  a  car  of  stock  from  a 
point  on  our  railroad  to  the  connecting  line  and  they  from  there 
to  the  market,  that  we  are  entitled  not  to  the  proportion  of  the  rev- 
enue that  the  travel  on  our  line  represents  as  compared  with  the  main 
line,  but  to  that  part  of  the  revenue  necessary  to  stabilize  and  es- 
tablish this  small  railroad  for  the  ]3eople,  on  the  same  basis  that 
Congress  in  its  wisdom  shall  have  established  the  right  of  the  great 
railroads  to  the  fee  that  they  shall  collect. 

We  say  that  the  trunk-line  railroad  has  not  been  doing  that  in  the 
past,  and  we  ask  at  the  hands  of  you  gentlemen  that  you  say  to 
the  commission,  or  to  whatever  regulatory  and  governing  body  you 
decide  to  create,  "  You  shall  divide  the  rate  between  the  trunk  line 
and  the  short  line  when  the  short  line  and  the  trunk  line  can  not 
agree  between  themselves,  and  that  in  the  division  of  this  rate  you 
shall  take  into  consideration  the  situation  surrounding  the  short  line 
as  the  conditions  surrounding  the  trunk  line  as  provided  in  the  legis- 
lation required  for  the  stabilization  of  all  railroads." 

The  trunk  line  is  asking  substantially  the  same  thing  at  your 
hands.  The  trunk  lines  of  this  country  own  more  short-line  rail- 
roads than  all  of  the  short-line  railroads  which  we  represent,  and 
as  to  every  one  of  those  short-line  railroads  owned  by  trunk  lines — 
I  do  not  mean  necessarily  independent  companies,  but  I  mean  branch 
lines  owned  by  trunk  lines — they  are  not  here  asking  at  your  hands 


1908        RETURN   OF   THE  RAILROADS  TO  PRIVATE  OW^STEESHIP. 

that  you  ^i^  e  to  tlieni  a  fair  return  upon  their  main  lines,  and  they 
should  not  be  askinjr  that  tliey  get  only  a  fair  return  upon  their 
main  lines,  because  their  branch  lines  are  just  as  essential  to  the 
people  v.ho  live  upon  them  as  the  main  lines;  they  are  askins^  that 
3'oii  stabilize  the  trunk-line  railroads  as  a  whole,  branch  lines  and 
main  lines  alike. 

We  are  asking  that  you  do  the  same  thing  that  the  trunk  line 
is  asking.  We  are  asking  that  3^ou  do  stabilize  the  trunk  line  be- 
cause it  is  the  only  hope  for  the  future  development  of  the  com- 
merce of  this  country  and  we  are  asking  that  in  the  stabilization  of 
the  trunk  line  you  stabilize  their  branch  lines,  and  we  are  asking 
that  in  the  stabilization  of  their  branch  lines  you  stabilize  our  branch 
lines  on  exactly  the  same  basis,  and  then,  that  you  say  to  your 
governing  body  that  when  the  trunk  line  fails  to  treat  the  lateral 
branch-line  connection,  independently  owned,  with  the  same  retui;n 
upon  its  property  that  it  receives  upon  its  own  branch  lines,  that 
the  governing  bod}-  shall  so  divide  the  rate  as  to  grant  to  the  trunk 
line  unowned  lateral  branch  line  railroads  the  same  treatment  that 
the  branch-line  railroads  get  that  belong  to  the  trunk  line. 

The  Chaijjman.  How  V70uld  you.  treat,  Mr.  Cass,  the  short  line 
that  was  leased  hj  a  trunk  line?     I  understand  there  are  such  cases. 

]\Ir.  Cass.  How"  v.-ould  I  treat  it  ? 

The  Chairman.  Yes;  in  regard  to  this  matter  of  stabilization. 

Mr.  Cass.  Generally,  Mr.  Chairman,  a  short  line  that  is  leased  to  a 
trunk  line  has  a  guaranteed  return  under  the  terms  of  the  lease. 
Whatever  the  trunk  line  has  agreed  to  pay  for  the  use  of  that  railroad 
will  be  the  sum  that  that  corporation  would  get  for  the  use  of  its^'ail- 
road  during  the  term  of  the  lease ;  but  I  have  no  doubt  but  that  the 
trunk  line  will  take  that  leased  line  into  consideration  in  making  up 
its  valuation  as  to  property,  and  in  speaking  of  the  making  of  rates 
in  the  past 

Mr.  Dewalt  (interposing).  Just  let  me  interrupt  you  a  moment. 
As  I  understood  it,  there  were  about  800  of  these  so-called  short  lines. 

Mr.  Cass,  Somewhere  around  700  of  them. 

Mr.  Dewalt.  I  understood  Mr.  Cain  to  say  800. 

Mr.  Cain.  Between  seven  and  eight  hundred ;  about  seven  hundred 
and  sixty  and  odd,  as  we  figure,  Mr.  Dewalt. 

Mr.  Deavalt.  That  was  my  recollection.  Are  any  of  these  seven  or 
eight  hundred  short  lines  either  leased  or  controlled  by  the  trunk 
lines  ? 

Mr.  Cass.  My  thought  as  to  that  is  that  some  of  those  are  owned  by 
trunk  lines,  but  I  think  none  of  them,  or,  if  any,  very  few  are  leased  to 
trunk  lines. 

Mr.  Robinson.  Mr.  Chairman,  3^011  want  to  get  the  record  correct. 

Mr.  Dewalt.  Yes. 

Mr.  Robinson.  I  do  not  think  that  any  of  those  approximately  800 
are  either  leased  to  trunk  lines  or  owned  by  the  trunk  lines.  The 
trunlv  lines  own  a  great  many  subordinate  companies  and  have  a  great 
many  branch  lines,  but  that  TOO  or  800  does  not  include  those.  We 
coulcl  put  a  list  of  those  roads  into  the  record  if  it  be  desired. 

Mr.  Dewalt.  Of  those  seven  or  eight  hundred  how  many,  if  any, 
are  controlled  by  trunk  lines  by  the  ownership  of  stock.  For  instance, 
let  me  give  you  a  concrete  example. 

Mr.  Cass.  Yes. 
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Mr.  Dewalt.  I  have  in  mind  a  railroad  called  the  Catasauqua  & 
Fogelsville  Eailroad;  I  have  in  mind  also  a  railroad  called  the  Perkio- 
men  Railroad;  I  have  in  mind  also  a  railroad  called  the  North  Penn 
Railroad:  and  I  have  in  mind  also  a  railroad  called  the  East  Penn 
Railroad.  I  know  as  a  fact  that  all  of  these  so-called  separate  corpo- 
rations, to  -svit,  the  East  Penn,  the  North  Penn,  the  Catasauqua  & 
Fogelsville,  and  the  Perkiomen  are  controlled  by  the  Philadelphia  & 
Reading  Railroad,  and  all  of  them  are  what  you  would  caji  short- 
line  roads.  They  have  a  separate  corporate  entity,  they  have  sepa- 
rate directorates,  they  have  distinct  official  heads,  and  3''et  they  are 
controlled  and  leased,  some  of  them,  by  the  Philadelphia  &  Reading. 
Now,  if  your  system  Avere  to  be  adopted,  how  would  that  comport  with 
this  leasing  and  control  by  ownership  of  stock  ? 

Mr.  Robinson.  Let  me  answer  the  first  part  of  the  question,  please. 
Mr.  Cass.  Yes. 

Mr.  Robinson.  Judge,  the  list  of  the  approximately  800  roads, 
probably,  does  not  include  the  lines  you  mention  because  it  has  been 
made  up  with  the  object  of  including  only  the  independently  owned 
and  operated  and  not  including  those  lines  that  are  owned  or  con- 
trolled or  leased  to  existing  trunk  lines. 

Mr.  Dewalt.  That  answers  that  part  of  the  question. 
Mr.  Robinson.  Yes;  I  v;i\\  let  Mr.  Cass  answer  the  balance  of  the 
question. 

Mr.  Cass.  I  do  not  think  it  makes  any  difference  who  owns  the 
railroad  as  to  the  returns  that  the  public  should  pay  for  the  service 
performed  by  that  railroad.  Now,  you  make  up  several  rate-making 
groups,  for  instance,  and  in  those  groups  you  take  into  consideration 
the  value  of  all  of  the  railroads  in  that  group,  and  you  form  a 
rate  level  applying  to  the  valuations  of  all  of  the  railroads  in  the 
group.  Therefore,  if  a  rate  level  is  made  to  produce  a  revenue 
of  whatever  figure  may  be  determined  upon  to  all  of  the  railroads 
in  that  group,  then  the  Interstate  Commerce  Commission  should 
have  the  right,  and  it  should  be  its  duty,  to  so  divide  the  revenues 
paid  for  the  moving  of  freight  in  this  group  that  every  railroad 
whose  property  values  have  gone  to  make  up  the  values  of  the  rail- 
roads in  that  group  should  have  its  fair  return  upon  the  value  of 
its  property,  and  if  the  railroads  do  not  agree  upon  among  them- 
selves as  to  what  will  be  a  fair  division  of  that  rate  and  that  income, 
then  the  Interstate  Commerce  Commission  should  have  the  right  to 
say  what  shall  be  a  fair  division  and  take  into  consideration  the 
necessities  of  the  various  carriers  in  that  group,  in  order  that  they 
may  all  be  preserved  to  the  interest  of  the  public  who  are  dependent 
upon  them  and  may  be  caused  to  function  and  give  a  service  that 
will  meet  the  necessities  of  the  public.  Therefore,  I  do  not  see 
whether  a  trunk  line  desires  to  call  a  branch  its  property  or  not, 
or  whether  it  owns  the  stock  or  whether  it  owns  the  bonds,  or  what 
not,  the  property  itself  as  a  property  is  entitled  to  such  a  return 
as  will  make  it  possible  for  it  to  perform  the  service  for  the  people 
who  are  dependent  upon  it. 

Mr.  Dewalt.  But,  Mr.  Cass,  while  that  is  basically  correct,  I 
think,  is  not  this  also  true,  that  if  a  branch  line  or  a  short  line  is 
either  owned,  controlled,  or  leased  by  the  trunk  line,  and  the  Inter- 
state Commerce  Commission  fixes  the  proportion  of  the  earnings 
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as  you  have  indicated,  nevertheless,  it  goes  into  the  pocket  of  the 
trunk  line,  and  the  trunk  line  gets  it  because  it  owns  or  leases  or 
controls  the  branch  line,  and  therefore  it  occurred  to  me  that  after 
all  you  were  arriving  at  the  same  ultimate  destination.  You  are 
giving  to  the  trunk  line,  in  the  final  analysis,  what  the  branch  line 
yould  receive  under  their  system  and  it  would  not  make  very  much 
difference. 

Mr.  Cass.  What  you  say  is  true.  The  trunk  line  would  get  it, 
but  the  trunk  line  would  have  placed  upon  it 

Mr.  Deavalt  (interposing).  Just  let  me  interrupt  you  right  there. 
If  you  concede  that  the  trunk  line  would  get  it  then  where  is  the 
objection  to  the  trunk  line  making  the  division  as  to  what  the 
branch  line  would  get,  if  it  ultimately  will  go  to  the  same  company  ? 

Mr.  Rayburn.  Is  not  this  the  answer,  that  that  does  apply  to  the 
branch  line  or  short  line  that  belongs  to  the  trunk  line,  but  your 
argument  is  for  the  one  that  the  trunk  line  does  not  own. 

Mr.  Cass.  Certainly.  I  am  talking  about  having  the  lines  which 
are  not  owned  by  the  trunk  lines 

Mr.  Dew  ALT  (interposing).  Or  leased. 

Mr.  Cass.  Or  leased,  but  independently  operated,  receive  the  same 
returns  upon  its  capital  investment  as  though  it  was  owned  in  the 
manner  in  which  you  describe.  We  will  take,  for  instance,  the  Bur- 
lington Railroad.  I  will  speak  of  the  Burlington  Railroad  because 
Mr.  Elliott  spoke  of  the  Burlington  Railroad  and  he  drew  a  com- 
parison between  the  Burlington  and  the  Chicago  Great  WesteiT). 
He  was  on  the  Burlington  22  years.  I  was  on  the  Chicago  Great 
Western  24  years.  He  knows  what  a  rich  road  is,  and  I  know  mighty 
well  what  a  poor  railroad  is.  The  Burlington  Railroad,  nearly  CO 
per  cent  of  its  mileage,  is  made  up  of  branch  lines.  On  the  Chicago 
Great  Western  Railroad  less  than  10  per  cent  of  its  mileage  is  made 
up  of  branch  lines.  Mr.  Elliott  said  the  capitalization  of  the  Bur- 
lington was  $35,000  a  mile  and  of  the  Chicago  Great  Western  $65,000 
a  mile,  and  therefore  it  should  not  be  expected  that  the  Chicago 
Great  Western  should  be  permitted  to  earn  on  its  great  capitalization 
against  the  Burlington's  low  capitalization,  caused  by  several  rea- 
sons, among  them,  the  branch  lines  I  mention.  We  are  entirely  in 
accord  with  Mr.  Elliott's  position  that  his  branch  lines  should  earn 
a  fair  return  upon  their  value  and  upon  the  investment,  and  that 
they  should  be  kept  safe,  and  that  they  should  function  for  the 
people  living  upon  them,  but  we  are  not  willing  that  if  I  have  a 
railroad  connecting  with  Mr.  Elliott's  Burlington — and,  by  the  way, 
I  have,  it  just  comes  to  me — it  is  not  fair  that  Mr.  Elliott  should 
say,  "  Congress  has  provided  for  all  of  my  branch  lines  on  the 
basis  of  whatever  per  cent  may  be  agreed  upon,  G  or  7  or  8  or  9  or  10 
per  cent,  or  whatever  it  may  be,  but  because  your  branch  line.  Cass, 
does  not  belong  to  the  Burlington  Railroad,  Congress  has  said  what 
I  shall  have,  and  I  shall  have  sufficient  so  that  my  road  may  function, 
but  they  have  left  to  the  wisdom  of  the  Burlington  Railroad  to 
say  what  your  railroad  shall  have  because  it  is  a  branch,  lateral  line, 
but  does  not  belong  to  the  Burlington." 

We  say,  I  say,  that  my  railroad,  connecting  with  the  Burlington, 
is  just  as  valuable  to  the  people  living  along  it  as  the  Burlington  is 
to  the  people  who  live  along  it.     I  say  that  the  farmers  along  my 
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i  railroad  produce  exactly  as  much  per  acre  as  they  do  along  the 
branch  lines  of  the  Burlington.  I  say  that  the  "  butcher,  the  baker, 
and  the  candlestick  maker "  who  have  made  their  investments  in 
towns  upon  my  railroad  have  the  same  joys  and  sorrows  and  hopes 
for  return  that  the  people  have  who  live  along  the  Burlington  Eail- 
road,  and  that  they  are  therefore  entitled  to  have  conveyed  to  their 
railroad  a  sufficient  income  so  that  it  may  function  and  continue  to 
serve  the  people. 

By  the  way,  I  saw  a  telegram,  shown  to  me  by  my  friend  Gwath- 
mey's  coworker,  Hon.  Judge  Payne,  from  the  president  of  the  Bur- 
lington Eailroad,  in  which  he  said  that  the  Kansas  City  Northwestern 
Railroad  could  just  as  well  be  abandoned.  I  said  that  I  should  like 
to  abandon  the  Kansas  City  Northwestern  Railroad,  take  it  up,  sell 
the  scrap,  forget  the  railroad  world,  and  do  something  else  rather 
than  to  attempt  to  run  a  railroad,  but  the  people  thought  differently. 
But  that  telegram  said  that  there  were  no  people  living  along  the 
line  of  this  railroad  who  could  not  use  another  railroad  by  driving 
5  miles  farther,  so  that  this  railroad  could  be  abandoned. 

Now,  what  does  it  mean  to  ask  a  farmer  to  draw  the  products  of 
the  soil  5  miles  farther  to  a  market  along  175  miles  of  main  line  of 
railroad?  Assuming  that  this  railroad  only  serves  a  strip  of  coun- 
try 6  miles  wide,  that  is  3,600  acres  per  mile  of  railroad,  and  sup- 
posing that  600  acres  of  the  3,600  acres  do  not  produce,  but  is  used 
for  pastures,  barns,  buildings,  and  other  highways,  roads,  etc.,  so  that 
there  are  only  3,000  acres  producing,  and  supposing  that  the  average 
products  per  acre  is  not  to  exceed  1  ton,  and  assuming  that  the 
figures  that  we  have  often  seen  are  correct,  that  it  costs  10  cents 
per  hundred  per  mile  to  draw  freight  over  a  dirt  road  in  a  wagon, 
that  is  at  $2  per  ton  per  mile,  and  assuming  that  the  first  fellow  draws 
a  half  mile  farther,  the  second  fellow  draws  4  miles  farther,  and  the 
next  fellow  5  miles  farther,  you  have  added  $10  per  ton  to  the  first 
fellow's  cost,  you  have  taken  $10  per  acre  from  the  value  of  his 
property ;  from  the  second  fellow  you  have  taken  $8  an  acre  from  the 
value  of  his  property  per  annum ;  and  from  the  third  fellow  you  have 
taken  $1  per  acre  per  annum  from  the  value  of  his  property,  and  in 
the  aggregate  you  have  $6.33  per  acre  per  annum  from  the  3,000 
acres  per  mile  for  the  entire  distance  of  that  road,  or  $18,000  per 
mile  per  annum  taken  from  the  people  who  have  settled  along  that 
railroad  and  who  hoped  to  make  their  homes  and  prosper.  Suppose 
you  cut  that  in  two  and  say  that  my  figures — not  my  figures,  but  the 
figures  that  we  have  all  seen,  that  it  costs  10  cents  per  hundred  per  mile 
to  draw  freight  over  dirt  roads  in  a  wagon- — suppose  you  say  $9,000 
per  mile ;  yes ;  suppose  you  say  $4,500  a  mile  to  the  people  along  this 
railroad — is  Congress  in  its  wisdom  going  to  say  that  because  this 
railroad  does  not  belong  to  a  trunk  line  that  the  people  shall  be 
penalized  $4,500  per  mile  per  annum  ?    I  do  not  believe  they  are. 

Mr.  Sims.  You  have  reference  to  5  miles  on  either  side  of  the 
abandoned  road? 

Mr.  Cass.  Three  miles  on  either  side.  I  am  simply  confining  myself 
to  the  telegi'am  which  I  saw  in  the  legal  department  saying  that  this 
railroad  might  as  well  be  taken  away. 

Mr.  Dew  ALT.  May  I  ask  you  another  question  ? 
Mr.  Cass.  Certainly. 
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Mr.  Dewalt.  How  many  of  the  800  independent  lines  or  short 
lines  own  their  own  rolling  stock  and  their  own  equipment — how 
many,  if  any,  are  furnished  rolling  stock  and  equipment  by  the  trunk 
lines? 

Mr.  Cass.  I  would  be  unable  to  give  you  the  figures  as  to  whether 
they  own  all  of  the  rolling  stock  required  to  do  their  business  or  not, 
but  they  all  own  some  equipment.  They  substantially  all  own  their 
own  power  and  their  own  passenger  cars  and  their  own  freight  cars 
necessary  to  transact  the  local  business  upon  their  own  roads.  Many 
of  them  own  a  great  many  more  freight  cars  than  are  required  to 
transact  their  own  business.  I  know  one  short  line  of  140  miles  that 
has  3.000  freight  cars.  They  are  never  at  home.  I  do  not  know 
that  you  heard  my  statement  yesterday  when  I  said  that  I  am  the 
president  of  a  line  that  is  now  under  Federal  control,  an  electric 
railroad,  that  is  being  operated  by  the  United  States  Railroad  Ad- 
ministration. That  railroad  owns  more  freight  cars  than  is  re- 
quired to  transact  its  business.  That  is,  it  owns  more  freight  cars 
tlian  the  average  number  of  freight  cars  that  are  upon  its  rails  the 
average  amount  of  time,  and  none  of  its  freiglit  cars  other  than  a 
few  small  cars  that  are  used  in  local  work  are  home  but  a  very  short 
time.  Some  of  those  cars,  the  last  time  I  looked  the  record  up,  had 
never  seen  the  rails  of  that  railroad,  they  were  built  by  the  car  manu- 
facturers and  they  have  gone  all  over  the  United  States. 

So  that  it  matters  not  how  many  or  how  few  cars  a  short  line  owns, 
it  will  be  seldom  that  their  cars  will  ever  be  upon  their  own  rails, 
except  at  a  time  when  the  trunk-line  railroads  have  a  surplus  of  equip- 
ment. Then  those  cars  will  be  at  home,  unless  they  are  at  too  remote 
a  distance  to  get  home.  During  the  lull  in  traffic  those  cars  will  be 
at  home,  and  the  trunk  lines  will  refuse  to  accept  any  of  those  cars 
in  the  interchange  business.  They  will  not  take  your  coal  cars  and 
draw  them  out  on  their  rails  to  the  mines  from  which  you  are  buy- 
ing your  own  coal  and  bring  the  coal  back  to  you  in  your  own  cars. 
I  know  whereof  I  speak,  because  I  have  tried  it  over  and  over  again. 
So  during  a  large  part  of  the  year  the  trunk  lines  prefer  to  lease 
to  the  short  lines  their  equipment,  and  then  during  a  very  congested 
time — a  busy  time — the  trunk  lines  will  say,  "  We  will  not  give  you 
any  cars,  because  you  do  not  own  any  cars." 

Mr.  Dewalt.  Would  the  answer  to  the  question  be  substantially 
true  by  saying  that  these  short  lines  own  sufficient  power  and  freight- 
car  equipment  to  transact  the  business  over  their  own  lines? 

Mr.  Cass.  Yes,  sir. 

Mr.  Dewalt.  That  is  substantially  true? 

Mr.  Cass.  That  is  substantially  true;  yes,  sir. 

Mr.  Denison.  If  I  understand  your  position,  it  is  that  the  trunk 
lines  should  be  required  by  legislation  to  pass  back  to  the  inde- 
pendent branch  lines  the  same  treatment  in  the  division  of  through 
traffic  that  the  trunk  lines  themselves  are  asking  or  will  receive  from 
Congress  ? 

Mr.  Cass.  Yes,  sir;  exactly  the  same. 

Mr.  Denison.  Is  it  your  theory  that  that  should  be  based  upon 
earnings  ? 

Mr.  Cass.  Well,  there  may  be  some  cases  where  a  division  of  the 
traffic  or  a  direction  or  routing  of  the  traffic  may  be  required  in 
order  to  bring  a  sufficient  volume  of  business  to  the  line,  in  order 
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that  it  may  be  kept  going.  In  other  words,  the  density  of  traffic 
enters  largely  into  what  the  division  would  be.  For  instance,  upon  a 
road  having  a  heavy  traffic  the  division  would  not  be  as  great  to 
that  road,  and  what  did  not  go  to  that  road  should  go  to  the  branch 
line  that  did  not  have  as  high  a  division  by  directing  some  traffic 
to  it.  In  other  words,  if  a  railroad  is  necessary,  if  it  is  a  necessity 
to  the  community,  then  it  can  only  be  kept  going  by  a  division  of  the 
rates  sufficient  to  keep  it  going;  and  if  there  is  not  sufficient  traffic 
to  warrant  a  reasonable  division  of  the  rates,  then  it  must  be  an 
unreasonable  division  of  the  rates  if  it  is  a  necessity.  If  I  may  be 
permitted  to  tell  you  a  story,  it  will  give  you  somewhat  the  illustra- 
tion that  I  have  in  mind.  There  was  a  fellow  who  ran  a  hotel  out 
in  Wyoming.  This  hotel  was  150  miles  from  a  railroad,  but  it  was 
necessary  to  the  community.  A  fellow  drove  in  there  one  night  and 
had  his  supper,  his  lodging,  and  his  breakfast.  He  came  out  in  the 
morning  and  said  to  the  landlord,  "How  much  is  my  bill?"  The 
landlord  said,  "  I  will  let  you  know  in  a  few  minutes."  He  figured 
on  all  of  the  paper  in  the  place,  and  finally  he  said,  "  $385.26."  The 
fellow  said,  "  That  is  a  little  high,  is  it  not,  for  supper,  lodging,  and 
breakfast?"  The  landlord  said,  "That  is  not  the  way  we  make 
our  rate;  $385,26  is  what  it  has  cost  to  run  the  place  since  the  last 
fellow  stopped  here,  and  the  hotel  is  a  necessity  to  the  community." 
See  the  idea? 

ilr.  Denisox.  I  think  that  illustrates  the  point  very  well. 

Z\h\  Dew  ALT.  That  is  pretty  hard  on  the  traveler? 

Mr.  Cass.  Yes,  sir. 

Mr.  Denison.  Your  idea  is  that  the  Interstate  Commerce  Com- 
mission or  the  other  rate-making  body  must  take  into  consideration 
in  the  division  of  rates  the  necessity  of  keeping  a  road  going? 

Mr.  Cass.  Yes,  sir. 

Mr.  Denison.  Eegardless  of  whether  or  not  the  road  actually 
earns  that  division  ? 

Mr.  Cass.  Provided  the  road  is  necessary  to  the  community.  That 
of  course,  is  a  very  exaggerated  illustration,  but  if  the  branch  line 
is  a  necessity  to  the  people  it  must  be  kept  going  somehow  and  it 
can  only  be  kept  going  oy  turning  the  traffic  to  it  and  giving  it  a 
division  of  the  rate,  and  if  it  is  not  a  necessity  to  the  community 
then,  we  have  asked  an  amendment  be  put  in  the  act  permitting  us 
to  stop  the  railroad,  to  take  it  up  and  to  forget  that  it  ever  was  a 
railroad.  It  must  not  be  allowed  to  lie  there  and  the  people  be 
without  service  of  any  character.  There  is  no  other  way  to  fix  it  but 
to  give  to  the  railroad  such  a  division  of  the  rate  and  such  a  divi- 
sion of  the  traffic  as  will  make  it  possible  to  keep  it  going. 

Mr.  Denison.  Do  you  think  that  the  rate-making  body,  I  will 
say.  for  illustration,  the  Interstate  Comm.erce  Commission,  can  as  a 
practical  matter  accomplish  that  purpose  by  any  general  provision 
in  the  law  ? 

Mr.  Cass.  Yes,  sir. 

Mr.  Denison.  You  are  going  to  suggest  such  a  provision  ? 

iVIr.  Cass.  The  amendment  which  was  offered  here  by  Mr.  Cain 
yesterday  we  believe  will  accomplish — that  is,  we  believe  the  com- 
mission may  go  far  enough  in  their  wisdom  to  accomplish  that  result 
if  it  is  necessary  that  the  road  be  kept  going. 
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Mr.  Denison.  Permit  nie  to  ask  you  this  further  question,  if  you 
please.  You  think  that  the  consolidation  of  these  independent 
branch  lines  sliould  be  encouraged? 

Mr.  Cass.  I  think  it  should,  and  I  think  that  the  provision  that 
we  have  asked  to  be  incorporated  in  the  law  will  encourage  it. 

Mr.  Denison.  I  was  going  to  ask  you  if  this  provision  which  you 
have  suggested  is  put  into  the  law  if  that  will  not  go  a  long  way 
toward  bringing  about  the  early  consolidation  or  the  taking  over 
of  the  short  lines  ? 

Mr.  Cass.  Yes ;  we  feel  it  will. 

Mr.  De:xison.  Do  you  not  think  that  that  would  be  a  better  plan 
to  bring  about  consolidation  than  any  system  of  compulsion? 

Mr.  Cass.  I  do,  very  much  better.  I  am  very  much  afraid  ol 
compulsory  consolidation.  We  feel  that  whenever  the  trunk  line  is 
obliged  to  permit  the  short  line  to  live,  not  from  the  trunk  line 
earnings,  but  from  the  rates  paid  by  the  people  on  the  commodities 
as  a  whole— we  feel  that  just  the  moment  that  the  branch  line  is 
stabilized  that  the  trunk  line  will  be  ready  to  consolidate  and  take 
it  over. 

Mr.  Denison.  That  naturally  suggests  another  question.  Have 
you  any  question  in  your  mind  as  to  whether  there  will  be  any  ob- 
jection to  a  plan  of  a  division  of  rates  from  a  legal  point  of  view? 
In  other  words,  suppose  that  the  trunk  line  should  object  and  ques- 
tion the  legality  of  compelling  it  to  give  up  a  larger  part  of  the 
rates  than  the  independent  line  had  actually  earned? 

Mr.  Cass.  I  am  not  an  attorney. 

Mr.  Denison.  No;  but  I  suppose  that  you  have  consulted  about 
that? 

Mr,  Cass.  I  have  discussed  that  with  Mr.  Cain  and  Mr.  Robinson, 
both  of  whom  I  regard  as  able  men  on  the  question,  and  it  is  their 
opinion,  particularly  Mr.  Cain's  opinion,  that  Congress  may  go  so 
far  as  to  take  the  actual  net  earnings  of  the  railroad  after  they  have 
gone  into  the  treasury  of  the  railroad.  It  has  been  my  thought  for 
a  number  of  years — it  was  my  thought  when  I  was  helping  to  direct 
a  trunk  line,  when  I  was  the  vice  president  and  traffic  manager — 
it  was  my  thought  then  and  it  is  my  thought  now  that  a  railroad 
should  be  allowed  to  earn  all  that  the  traffic  will  bear,  and  then  that 
Congress  should  supervise  the  net  earnings  instead  of  attempting  to 
supervise  the  rate,  and  that  all  of  the  net  earnings,  beyond  a  reason- 
able return  upon  the  property,  should  be  returned  to  the  people,  not 
in  the  way  of  dividends  but  in  added  facilities,  increased  service^ 
and  better  conditions  in  order  that  the  railroad  might  keep  apace 
with  the  industrial  development  of  this  country.  Understand,  I  am 
not  here  as  an  advocate  of  that ;  that  is  simply  a  thought,  and  I  have 
thought  on  this  subject  a  great  deal.  I  believe  in  my  own  mind  that 
until  you  do  restrict,  that  until  you  do  so  regulate  the  commerce  of 
this  country  and  the  division  of  the  earnings  of  this  commerce  so 
that  all  of  the  carriers  may  be  treated  alike  you  will  not  observe  the 
unification  of  the  railroads  beyond  the  bounds  of  the  scramble  for 
Government  ownership.  The  thought  of  Government  ownership, 
outside  of  those  who  have  a  personal  interest  or  a  selfish  interest, 
comes  largely  from  the  people  who  have  struggled  year  after  year 
and  year  after  year  against  the  inequality  of  railroad  service  as  sup- 
plied to  them  for  the  handling  of  their  commerce. 
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Mr.  Den  ISDN.  I  want  to  say,  so  far  as  I  am  personally  concerned, 
that  your  theory  as  a  means  of  bringing  about  consolidation,  which  I 
think  would  be  a  good  thing,  appeals  to  me  very  strongly,  and  that 
a  most  miportant  question  in  connection  with  it  in  my  mind  now  is 
whether  or  not  if  we  shoulcl  put  that  into  legislation  it  might  be 
turned  over  by  a  decision  of  a  court. 

Mr.  Cass.  As  to  that  my  thought  does  not  go  to  the  fact  that  you 
are  taking  anything  away  from  the  strong  railroads.  My  thought 
goes  to  the  fact  that  here  is  a  great  feed  lot  in  which  all  of  these 
cattle,  known  as  railroads,  are  impounded,  and  you  say  to  the  com- 
mission, "  Now,  you  fill  the  trough  full  with  feed  for  all  of  the  cattle 
in  this  lot."  At  that  point  we  say,  "  Well  and  good."  That  is  the 
one  thing  that  will  keep  from  this  country  the  Government  owner- 
ship of  railroads,  and  it  is  the  only  thing  that  will.  Now,  we  say, 
"  Look  at  the  weak  cattle  up  here  [indicating]  and  over  here  [indi- 
cating], and  as  to  the  steer  with  the  broad  shoulders  and  the  long 
horns  put  no  restrictions  around  him  as  to  the  amount  of  this  feed 
that  shall  belong  to  him."  What  is  the  answer?  We  do  not  suggest 
that  you  take  anything  out  of  their  treasury;  we  do  not  suggest 
that  you  take  any  of  their  money ;  but  Congress  says  that  it  has  the 
right  to  regulate  the  railroads  and  to  prescribe  the  rates  wliich  they 
shall  charge,  and  it  is  proposed  that  the  rates  within  a  certain  group 
shall  be  brought  to  a  certain  level  for  a  certain  purpose,  and  that 
purpose  is  that  all  of  the  railroads  within  that  group  shall  live  and 
functioi>  in  the  interest  of  the  people  that  are  dependent  upon  them. 
Now,  we  say,  "  We  do  not  believe  that  if  you  take  the  halter  off  of 
the  ox  with  the  broad  shoulders  and  the  long  horns  that  he  will  quit 
when  he  gets  his  fair  share  of  the  feed  in  the  trough ;  we  do  not  be- 
lieve that  he  will  stop  there;  but  we  are  willing  that  he  should  be 
unhaltered  and  turned  to  the  trough,  provided  you  will  stand  beside 
him  with  the  bridle,  that  you  can  again  place  upon  him  whe^i  he 
attempts  to  take  from  the  smaller  cattle  their  share  of  the  feed." 
When  you  give  to  the  Interstate  Commerce  Commission  not  only  the 
right  but  the  duty  to  protect  the  short-line  railroads  by  seeing  to  it 
that  they  get  their  share  of  the  money  created  by  the  rates  within  a 
district,  that  is  all  we  ask.  You  are  not  taking  it  from  the  trunk 
lines ;  you  are  giving  it  to  all  of  the  railroads  in  tlie  district. 

Mr.  Sims.  May  I  state  a  case  to  see  whether  I  understand  you 
exactly  ? 

Mr.  Cass.  Certainly. 

Mr.  Sims.  Here  is  a  railroad  100  miles  in  length,  25  miles  of  it  is 
short  line  and  75  miles  trunk  line.  On  this  short  line,  at  the  farther 
end  from  the  trunk  line,  there  is  an  iron  furnace  with  an  iron  ore 
mine  near  by.  The  short  line  can  not  possibly  serve  the  iron  ore 
mine  for  less  than  65  cents  per  ton  from  the  mine  to  the  junction 
point  on  the  trunk  line,  but  the  trunk  line  would  have  75  miles  of 
the  haul  and  the  short  line  only  25  miles.  If  the  trunk  line  could 
haul  from  the  short  line  junction  to  the  consuming  furnace  at  35 
cents  a  ton  without  confiscation  it  should  so  do  in  order  that  this 
industry  may  exist  and  that  the  short  line  may  exist.  Do  you  not 
think  that  is  good  public  policy  in  the  interest  of  the  development 
of  the  whole  country,  not  particularly  of  the  short  line,  that  the  com- 
mission should  have  the  power  and  exercise  it  to  give  the  short  line, 
although  only  25  miles,  65  cents  of  the  $1  a  ton  ? 
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Mr.  Cass.  Yes,  sir. 

Mr.  Sims.  That  is,  to  compel  the  trunk  line  to  haul  it  at  35  cents 
a  ton,  because  it  can  do  that  without  loss -to  itself — I  understand  you 
think  that  would  be  good  policy  for  the  development  of  the  country  ? 

Mr.  Cass.  Yes,  sir. 

Mr.  Sims.  But  if  you  give  it — that  is,  the  trunk  line — according 
to  mileage,  75  cents  of  the  dollar,  then  the  short  line  can  not  exist 
and  might  not  operate,  and  the  development  of  the  country  could 
not  take  place? 

Mr.  Cass.  Absolutely.  This  thought  should  always  be  remem- 
bered, that  the  level  of  all  of  the  rates  within  a  given  group,  and, 
if  you  please,  the  level  of  the  rate  fabric  of  the  United  States  as  a 
whole  produces  a  certain  result  and  that  result  must  be  to  keep 
these  railroads  healthy  and  attractive  to  capital  to  keep  them  going. 

Now,  this  long  line  that  you  speak  of  might  not  get  more  than  one- 
third  or  one-fourth  of  that  rate,  but  on  the  whole,  in  the  entire  rate 
structure  there  is  found  the  sustenance  for  the  trunk-line  railroad 
and  for  the  short-line  railroad. 

Mr.  Sims.  The  division  must  be  such  as  will  enable  the  short  line 
to  get  operating  expenses  and  to  place  its  securities  in  the  market 
just  the  same  as  the  trunk  line? 

Mr.  Cass.  Yes,  sir. 

Mr.  Sims.  The  trunk  line  may  be  already  making  a  maximum — 
that  is,  6  per  cent  or  over? 

Mr.  Cass.  That  is  perfectly  true.  « 

Mr.  Sims.  But  the  short  line  can  not  come  into  existence  and  can 
not  operate  if  it  is  in  existence  so  as  to  serve  the  community  through 
which  it  ran  unless  it  may  have  what  appeared  an  unequal  division 
of  the  total  rate,  because  they  could  not  charge  more  for  the  iron  ore 
because  they  might  say,  "  We  will  send  it  to  some  other  furnace." 

Mr.  Cass.  There  is  no  danger  of  the  division  of  the  rate  to  the 
independently  owned  short-line  railroad  being  greater  than  the  di- 
vision which  the  trunk  line  must  apportion  to  its  own  branch  line. 
In  other  words,  in  the  illustration  that  you  have  just  made,  if  the 
trunk  line  owned  the  branch  line,  then  the  people  would  compel  the 
trunk  line  to  prorate  the  service  of  the  trunk  line  to  keep  that  line 
running  without  regard  to  which  part  of  the  line  the  earnings  went. 

I  know  a  branch  line  of  railroad  that  has  been  vmder  my  direction 
in  trunk-line  Avork  that  on  a  mileage  prorate  took  160  per  cent  of  the 
earnings  on  e'very  car  that  was  hauled  on  the  branch.  In  other 
words,  it  took  all  of  the  earnings  on  a  mile  rate  on  the  branch  and 
60  per  cent  of  the  main  line's  proportion  to  pay  the  operating  ex- 
penses of  the  branch,  and  the  branch  is  yet  in  existence  and  always 
will  be  in  existence  as  long  as  railroads  are. 

I  made  the  statement  j-esterday  that  there  are  few,  if  any,  divisions 
of  short-line  railroads  in  this  country  that  are  as  high  as  the  cost  of 
the  branch-line  service  to  the  trunk  line.  That  would  cover  the  illus- 
tration which  vou  make.  We  want  the  same  treatment  as  though 
we  were  owned  by  the  trunk  lines. 

Mr.  Merritt.  Referring  to  the  statement  which  you  made,  sug- 
gesting that  175  miles  of  road  might  be  abandoned  and  which  you 
said  if  they  were  abandoned  it  would  at  least  cost  the  farmers  some 
$4,500  a  mile  to  haul  their  stuff  to  other  railroads? 
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Mr.  Cass.  Yes,  sir. 

Mr.  Merritt.  Have  3'ou  in  mind  what  the  gross  earnings  per  mile 
of  that  road  are  now  ? 

Mr.  Cass.  Well,  offhand,  I  should  say  $4,500  to  $5,000  a  mile. 

Mr.  Merritt.  If  that  is  so,  the  $4,500  must  come  out  of  the  same 
farmers  ? 

Mr.  Cass.  Yes,  sir;  the  people  who  live  along  the  line. 

Mr.  Merritt.  In  the  towns  along  the  line  ? 

Mr.  Cass.  Yes,  sir. 

Mr.  Merritt.  Would  they  be  any  worse  off  in  one  case  than  the 
other? 

Mr.  Cass.  I  was  looking  into  the  effect  on  the  people.  Mr.  Robin- 
son has  just  suggested  that  they  would  have  to  pay  the  same  rate 
from  the  other  town,  after  thoy  had  drawn  the  freight  over  there. 
You  understand  they  would  have  to  draw  it  by  wagons  ? 

Mr.  Merritt.  I  understand  that. 

Mr.  Cass.  There  is  another  equation  which  enters  into  that. 

Mr.  Cass.  In  connection  Mdth  the  effect  on  the  towns  themselves 
and  what  proportion  they  would  pay,  and  also  what  proportion  of 
that  would  be  consumed  at  the  present  time,  of  course,  even  if  the 
rate  were  not  the  same  on  other  railroads,  the  consumer  of  wheat 
would  not  pay  it. 

The  Chairman.  But  you  take  into  account  the  revenues  3^011  de- 
rive from  the  incoming  freight. 

Mr.  Cass.  I  did  in  my 

The  Chairman  (interposing).  In  your  4,500? 

Mr.  Cass.  In  my  4,500  gross.  Of  course,  if  they  come  over  with 
a  load  of  wheat  they  can  go  back  with  a  load  of  freight,  or  if  they 
come  over  with  a  load  of  hay  they  can  go  loaded  the  other  way,  so 
the  cost  is  in  the  round  trip.  I  think  it  would  be  a  net  loss  to  the 
farjuers.  i 

Mr.  Merritt.  Yes. 

Mr.  Cass.  I  do  not  believe  that  their  cost  of  hauling  or  that  their 
cost  of  freight  enters  in  as  an  offset  at  all.  I  do  not  think  of  any- 
thing that  enters  into  it. 

Mr.  Merritt^.  Wliat  I  was  trying  to  get  clear  in  my  own  mind  is 
somewhat  alo)ig  the  line  that  Mr.  Denison  was  questioning  you  but 
from  another  point  of  view.  It  seems  to  me  you  can  not  put  in  any 
commission,  the  Interstate  Commerce  Commission  or  any  body  of 
men,  however  wise,  an  absolute,  unregulated  power  to  say  what  is 
necessary  and  what  is  not  necessary. 

jMr.  Cass.  No:  you  can  not. 

Mr.  Merritt.  Because  that  is  not  law. 

Mr.  Cass.  No;  you  can  not  do  that. 

Mr.  Merritt.  You  can  not  follow  the  law  of  necessity  unless  the 
actual  service  to  a  community  can  be  measured  by  the  amount  of 
money  they  pay  for  that  service. 

Mr.  Cass.  We  do  not  ask  that  a  positive  yardstick  be  used.  We 
ask  that  the  commission  be  given  the  authority  to  arrive  at  a  fair 
division  for  that  road,  based  upon  all  of  the  things  necessary  to  be 
taken  into  consideration,  the  value  of  the  service  to  the  community, 
the  necessity  to  the  community,  the  financial  necessities  of  the  prop- 
erty, the  necessity  of  building  sidetracks,  the  necessity  of  strength- 
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ening  their  road  so  as  to  meet  the  development  of  the  community — • 
all  those  things  we  feel  should  be  taken  into  consideration. 

Mr.  Meeriti\  The  basis  of  what  you  say  is  the  original  theorem 
that  you  lay  down  that  every  existing  road,  practically,  must  be  sus- 
tained. 

Mr.  Cass.  Yes. 

Mr.  Merritt,  I  have  a  certain  sympathy  for  that,  because  I  kno\s 
that  people  have  been  induced  to  go  out  on  those  lines  and  settle. 

Mr.  Cass.  Yes. 

Mr.  Merritt.  I  think  that  has  a  certain  basis  of  justice,  but,  of 
course,  when  it  comes  to  new  roads  the  question  is  very  different. 

Mr.  Cass.  The  building  of  new  roads? 

Mr.  Merritt.  Yes.  I  do  not  ask  you  to  go  into  that,  because  that 
is  an  entirely  new  line  which  I  do  not  want  to  go  into ;  but  when  you 
come  down  to  the  constitutional  right  and  when  you  say  that  a  roijd 
is  necessary  for  a  community  and  therefore,  bearing  in  mind  that 
you  are  trying  to  reason  as  a  matter  of  logic,  that  road  must  have  a 
certain  amount  of  money  for  its  existence,  and  so  applies  to  the 
people  on  the  road,  and  however  much  necessity  they  may  have,  I 
do  not  see  how  you  can  assert  the  constitutional  right  to  say  to  A 
that  he  must  contribute  to  B's  necessities.     That  is  what  stumps  me. 

Mr.  Cass.  I  do  not  say  that  A  must  contribute  at  all.  I  say  that 
when  you  build  this  rate  structure- — ^in  the  past  the  rate  structures 
have  been  considered  from  the  value  of  the  class  1  carriers  almost  ex- 
clusively. The  value  of  the  short  lines  has  not  been  taken  into  con- 
sideration. When  the}^  figure  on  the  value  of  railroads,  they  talk 
about  the  class  1  raili-oads,  and  everything  is  based  and  brought 
around  to  class  1  carriers.  Now  we  propose  that  in  the  place  of  taking 
the  class  1  carriers  witliin  a  certain  district,  that  a-ou  take  all  of  the 
railroads  witliin  that  district  and  that  you  add  up  the  value  of  all  of 
the  railroads,  our  railroad  and  every  other  fellqrw's  railroad,  and 
v>'hen  you  have  found  the  rate  necessary  to  sustain  all  of  those  rail- 
roads, then  why,  when  you  pour  it  into  the  hopper,  should  it  come 
out  into  the  other  fellow's  measure  instead  of  ours.  You  are  not 
taking  away — the  reason  it  is  illustrated  in  that  way  is  the  fact 
that  the  short-line  railroads  do  not  reach  the  rate  making  and  rate 
breaking  points ;  in  other  words,  they  do  not  reach  the  market  towns. 
If  all  of  the  railroads  reached  the  market  towns  then  it  would  be  a 
question  of  the  level  of  rates  on  all  those  railroads  and  the  question 
of  divisions  would  not  enter  into  it,  and  when  you  have  created  a 
level  of  rates  sufficient  to  give  to  us  a  fair  return  and  to  maintain 
the  property  for  the  people,  then  wherein  are  you  taking  from  the 
strong  and  giving  to  the  weak? 

Mr.  Merritt.  I  should  say  the  reason  is  that  on  a  short  line  where 
the  rate  structure  is  based  on  the  general  value  and  where  that  short 
line's  existence  and  rates  per  mile  must  be  two  or  tliree  times  the  gen- 
eral rates,  that  you  are  giving  to  the  people  on  that  line  the  service  at 
a  less  rate  than  you  are  anywhere  else.  I  think  if  you  are  going 
to  make  a  just  rate  based  oit  the  cost  of  the  service  you  have  got  to 
frame  your  rates  by  saying  that  the  rate  from  the  mine  to  the  junc- 
tion is  so  much  and  then  add  whatever  is  right  for  the  rest,  and  make 
the  people  in  that  district  pay  those  high  rates. 

Mr.  Cass.  That  would  be  true  if  there  was  not  another  mine  that 
was  in  competition  with  that  mine  sitting  beside  it.     The  funda- 
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mental  principle  of  railroads  is  that  they  are  to  serve  all  the  people 
alike  with  favor  to  none.  Every  man  should  have  a  fair  chance, 
every  community  should  be  served  and  given  a  fair  chance,  every 
mine,  every  manufacturer,  and  so  forth.  The  railroad  business 
should  be  conducted  with  fairness  to  all  and  preference  to  none. 
What  I  mean  by  that 

Mr.  Merritt.  You  mean  even  fairness  to  the  strong. 

Mr.  Cass.  Here  is  what  I  mean  by  that:  If  the  mine  that  Judge 
Sims  spoke  of  was  independent  of  any  other  mine  and  if  it  was 
proper  and  possible  to  operate  that  mine  under  an  arbitrary,  and  if 
competition  and  conditions  would  admit  of  a  fair  chance  to  those 
people  in  handling  their  commodity  by  putting  an  arbitrary  upon 
their  commodity,  then  I  say  they  should  pay  it,  but  if  one  man  here 
[indicating]  has  a  coal  mine  and  another  one  here  [indicating]  has 
a  coal  mine,  and  a  trunk  line  runs  along  here  [indicating]  and  this 
line  and  probably  this  mine  belongs  to  the  trunk  line,  and  this  man 
has  had  a  railroad  independently  owned  and  built  in  order  that  it 
may  exist  and  develop,  then  I  say  the  conditions  as  to  rates  and  serv- 
ice and  cars  and  every  other  condition  should  be  identical  for  both 
oi  those  mines;  that  this  railroad  should  not  be  j)enalized  and  this 
mine  should  not  be  penalized  because  of  its  ownership, 

Mr.  Merritt.  I  agree  to  that  if  the  other  physical  conditions  are 
the  same. 

Mr.  Cass.  Yes.    Now,  that  is  all  we  are  asking  for. 

Now,  then,  we  claim  that  in  the  division  of  the  rate  and  in  the 
right  to  route  traiSc  and  in  the  equitable  distribution  of  cars  can 
be  solved  the  unification  of  all  the  short  lines,  so  far  as  serving  the 
people  and  giving  the  service  at  a  reasonable  cost  is  concerned.  We 
say  it  can  be  done  to  greater  advantage  than  Government  ownership 
and  with  equal  effect. 

Now,  there  is  a  question  regarding  the  effect  as  to  the  weak  lines. 
You  will  say  this  is  all  right  and  this  will  serve  the  short  lines  all 
right,  and  we  say  it  does,  and  we  say  that  it  also  takes  care  of  the 
weak  lines.  With  the  authority  to  direct  traffic  without  the  neces- 
sity of  interfering  with  the  right  to  route  freight  on  the  part  of 
the  shipper,  with  the  right  to  adjust  divisions  between  carriers,  the 
weak  railroads — and  I  will  add  to  that  the  right  to  the  unification 
of  terminals — the  weak  railroads  can  also  be  stabilized  and  made  to 
function  and  earn  a  fair  return  upon  their  properties. 

Mr.  Webster.  Mr.  Cass,  might  not  this  result,  if  the  Interstate 
Commerce  Commission  should  b^  given  the  power  to  route  unrouted 
traffic — would  not  the  large  trunk  lines,  through  their  traffic  depart- 
ments, immediately  go  to  work  to  have  the  shipper  route  his  own 
freight  over  their  lines  in  order  to  deprive  the  commission  of  the 
opportunity  of  sending  it  over  some  other  road? 

Mr.  Cass.  That  is  being  done  now,  or  was  being  done  before 
Federal  control.  The  railroads  had  no  end  of  traffic  representatives 
in  all  of  the  large  shipping  centers  all  over  the  country,  and  yet 
upward  of  60  per  cent  of  the  traffic  of  the  country  moved  through 
without  routing.  The  trunk  lines  can  not  go  much  further  in  the 
solicitation  of  traffic  than  they  now  go.  The  soliciting  of  traffic  is 
very  much  like  getting  a  petition  signed.  Any  fellow  will  sign  a 
petition  that  is  presented  to  him  for  almost  anything.  They  just 
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sign  their  names  to  it.  I  know  a"  fellow  who  signed  a  petition  to 
have  a  10-foot  wall  built  around  his  business  property.  It  was  done 
just  to  test  whether  he  would  sign  anything  of  that  sort  that  came 
in  or  not.  Anj^body  will  sign  a  petition,  and  anj'^body  will  sign  a 
routing  order,  and  there  is  hardly  any  freight  that  moves  around 
that  there  are  not  several  routing  orders  given  out  on  it  before  it 
moves.  The  last  fellow  in  gets  the  last  routing  order,  and  he  sends 
it  in  to  the  shipper  and  the  shipper  takes  the  routing  orders  by  date, 
and  the  last  date  gets  the  business. 

The  Chairman.  Mr.  Cass,  I  understand  Mr.  Ladd  is  here  and  has 
to  leave  on  a  noon  train  and  will  require  only  about  15  minutes  or 
so.  Would  it  be  of  any  inconvenience  to  you  to  stand  aside  so  that 
he  may  proceed?  I  understand  he  also  represents  some  short-line 
carriers. 

Mr.  Cass.  Not  at  all. 

AFTER  RECESS. 

The  committee  met,  pursuant  to  the  recess,  at  2  o'clock  p.  m. 
The  Chairman.  You  may  proceed,  Mr.  Cass. 

STATEMENT  OF  MR.  L.  S.  CASS— Hesumed. 

Mr.  Cass.  Mr.  Chairman,  at  the  close  of  my  testimony  this  fore- 
noon we  were  discussing  the  question  of  the  stabilization  of  the  weak 
railroads  through  the  division  of  the  rates  and  the  right  on  the  part 
of  the  commission  to  direct  the  route  of  traffic.  We  are  not  especially 
interested  in  the  question  of  divisions  of  the  weak  railroads  that  are 
known  as  trunk-line  railroads  beyond  that  of  citizens  of  the  United 
States  giving  whatever  light  we  may  have  in  our  past  experiences  for 
the  benefit  of  the  unification  of  the  railroads  without  the  necessity  of 
Government  ownership,  in  order  that  all  of  the  railroads  may  per- 
form a  real  service  for  the  people. 

I  make  the  statement  that  the  short  lines  can  be  thoroughly  and 
fully  taken  care  of  in  the  distribution  of  traffic,  the  creating  and 
making  of  joint  routes  and  rates  and  a  fair  division  of  the  joint  rates — 
by  a  fair  division  I  mean  the  cost  of  the  service.  The  cost  of  the 
service  has  heretofore  been  largely  considered  the  value  of  the  service 
of  a  short  line  to  the  trunk  line  as  to  the  total  distance  a  shipment 
travels.  What  I  mean  by  the  value  of  the  service  is  the  cost  of  the 
service  performed  by  the  short-line  railroad  and  its  value  to  the  com- 
munities as  compared  with  the  value  to  the  communities  served  by  the 
connecting  line. 

I  am  going  to  give  just  one  illustration  on  the  question  of  stabilizing 
weak  railroads  through  divisions.  I  think  the  Warfield  people  gave 
several  illustrations  of  the  manner  in  which  divisions  had  been  han- 
dled heretofore,  and  I  am  just  going  to  give  one  example,  and  I  am 
going  to  say  that  that  example  is  illustrative  of  a  large  part  of  the 
divisions  being  granted  to  weak  railroads  by  strong  railroads. 

When  I  was  general  traffic  manager  of  the  Chicago  Great  Western 
Railroad,  the  rate  on  oranges  from  Los  Angeles,  Calif.,  to  Chicago 
was  $1  per  hundred.  I  do  not  know  what  the  rate  is  now,  neither  do  T 
know  how  the  Railroad  Administration  divides  the  earnings,  but  that 
was  the  rate  when  I  was  in  charge  of  the  traffic  of  the  Great  Western 
svstem.  one  of  the  weak  trunk  lines. 
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The  Chairman.  I  think  they  still  maintain  the  blanket  rate  east 
of  the  Missouri. 

Mr.  Cass.  I  suppose  so.  Now,  that  rate  was  divided,  50  per  cent 
to  Denver,  35  per  cent  from  Denver  to  the  Missouri  River,  and  15  per 
cent  from  the  Missouri  River  to  Chicago.  The  distance  from  Denver 
to  the  Missouri  River  is  about  equal  to  the  distance  from  the  Missouri 
River  to  Chicago,  and  yet  the  railroad  that  ended  at  the  Missouri 
River  got  but  15  per  cent  of  the  rate  for  performing  a  service  equal 
to  the  service  from  Denver  to  the  river,  which  got  35  per  cent  of  the 
rate.  I  w^as  unable  to  correct  that  condition,  and  why?  Because 
a  majority  of  the  lines  going  from  Chicago  to  the  Missouri  River  also 
went  to  Denver — the  Rock  Island,  the  Burlington,  the  Northwestern 
through  its  affiliations  with  with  the  Union  Pacific,  the  Milwaukee 
through  its  affiliations  with  the  Union  Pacific  under  traffic  contracts 
that  we  know  nothing  about,  and  the  Illinois  Central  did  not  complain 
because  the  Union  Pacific,  under  the  testimony  of  Mr.  Lovett,  owns 
30  or  35  per  cent  of  its  stock.  Therefore  the  Chicago  Great  Western 
was  the  only  railroad  that  did  complain  of  that  inequality  in  divi- 
sions. But  we  never  got  anywhere  with  our  complaint,  because  in  the 
trunk-line  association  we  were  but  one  vote  of  six  railroads  that  were 
interested. 

I  give  that  as  an  illustration.  That  was  true  through  the  Twin 
City  gateway,  it  was  true  through  the  Kansas  city  gateway,  and  it 
was  true  through  every  gateway  that  that  weak  road  operated  in  and 
to ;  and  w^ith  the  illustrations  that  have  heretofore  been  given  to  you  I 
will  not  take  your  time  further  on  that  question. 

Therefore,  I  say  the  unification  or  the  support  of  the  weak  rail- 
roads will  also -be  materially  strengthened  and  will  go  a  long  way 
toward  unification  and  fair  return  on  all  of  these  weak  railroads. 

Now,  why  are  they  weak  railroads?  Just  because  they  were  not 
born  in  time  to  take  advantage  of  the  development  to'  the  extent  that 
the  strong  railroads  have  taken  advantage  of  it.  Just  as  an  illus- 
tration, the  Burlington  Railroad  owns  large  and  valuable  terminals 
in  substantially  every  city  that  it  enters,  and  was  built  at  a  time  when 
it  could  afford  to  buy  those  terminals  and  could  afford  to  own  them, 
and  they  not  only  use  the  terminals  themselves,  but  they  rent  them 
and  collect  tolls  from  the  roads  that  were  built  later.  The  Chicago 
Great  Western  does  not  own  terminals  anywhere.  The  Chicago 
Great  Western  was  built  at  a  time  when  it  could  not,  within  its  pos- 
sibilities, buy  a  terminal  in  the  city  of  Chicago.  It  could  not  buy  a 
terminal  in  the  twin  cities  to  get  through  the  city,  and  while  it  does 
own  freight  yards  everywhere,  yet  it  pays  tribute  to  some  other  rail- 
roads that  is  a  good  deal  older,  built  a  good  many  more  years  than  the 
Chicago  Great  Western  has  been  built.  Those  weak  railroads  can 
never  own  terminals  in  these  great  cities,  and  it  is  not  provident  that 
they  should. 

In  1908,  in  my  presence,  E.  P.  Ripley,  the  president  of  the  Santa 
Fe  Railroad,  made  the  statement  that  if  he  were  Czar  he  would  unify 
all  of  the  terminals  in  all  of  the  large  cities  of  the  country.  If  that  is 
the  idea  of  men  like  Ripley,  then  surely  we  have  a  very  good  guide 
for  the  thought  that  to  have  proper  service  to  all  of  the  people  or  all 
of  the  railroads,  the  unification  of  terminals  under  proper  restric- 
tions and  proper  regulations  laid  down  by  the  commission  is  one  of 
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the  important  tilings,  and  the  commission  should  have  authority  to  do 
that.  I  am  now  going  to  pass  from  that  question  in  the  interest  of 
time,  and  that  thought  goes  along  the  line  of  the  amendment  we 
presented  to  you  in  Mr.  Cain's  address  yesterday  "  to  make  physical 
connections  and  so  operate  their  lines  that  they  will  constitute  and 
be  in  effect  single  national  transportation  and  transmission  systems." 

Now,  taking  up  the  next  amendment  that  Mr.  Cain  presented,  he 
presented  an  amendment  providing  that  the  joint  rates,  fares,  and 
charges  in  effect  as  between  carriers  at  the  time  of  the  passage  of 
this  act  are  hereby  declared  to  be  prima  facie  reasonable,  just,  and 
lawful,  and  no  common  carrier  shall  be  required  to  reduce  or  to 
modify  or  to  change  any  such  rate,  fare,  charge,  classification,  tariff, 
or  practice  on  the  division  of  any  joint  rate,  fare,  or  charge  except 
upon  an  order  of  the  Interstate  Commerce  Commission  requiring 
such  change. 

I  am  just  going  to  give  you  one  further  thought  as  to  the  necessity 
of  that  amendment.  During  the  period  of  Federal  control  Mr. 
Eobinson  and  short-line  executives  have  been  working  constantly 
and  earnestly,  and  have  had  some  assistance  through  readjustments 
of  routes,  readjustment  of  some  rates,  and  various  readjustments,  for 
the  purpose  of  keeping  alive,  keeping  the  breath  of  life  in  some  of 
these  little  properties.  The  modus  operandi  of  changing  one  set  of 
tariffs  from  one  carrier  or  one  controlling  company  to  another  re- 
quires that  the  carrier  who  takes  control  of  the  property  shall  file 
with  the  commission  an  adoption  notice  adopting  as  his  rates,  fares,  , 
and  charges  the  rates,  fares,  and  charges  that  are  in  effect  and  have  ; 
been  promulgated  by  his  predecessor.  The  effect  of  that  is  that  when 
these  railroads  are  turned  back  to  their  owners  and  Federal  super- 
vision ceases,  then  every  act,  every  tariff  that  has  been  filed  by  the 
United  States  Eailroad  Administration  must  be  adopted  by  the  in- 
dividual companies  and  carriers  who  are  the  owners  of  these  proper- 
ties. In  the  absence  of  this  amendment,  or  an  amendment  which  will 
serve  the  same  purpose,  when  the  carriers  file  their  adoption  notice 
of  the  acts  and  tariffs  of  the  Railroad  Administration,  they  will  file 
them  with  exceptions,  excepting  every  change  that  the  Railroad  Ad- 
ministration has  made  in  the  interest  of  the  protection  of  these  short 
lines,  provided  they  feel  disposed  to  do  so,  and  we  fear  that  they  may 
feel  disposed  to  do  so  although  none  of  them  has  said  so;  but  they 
can  do  so.  Therefore,  we  regard  it  as  necessary  that  this  amendment 
protect  the  arrangements  that  we  have  labored  so  strenuously  for, 
to  keep  the  breath  of  life  in  some  of  these  small  railroads  until  the  i 
great  railroad  problem  has  been  settled,  I  hope,  for  all  time.  | 

Mr.  Hamilton.  In  a  general  way,  and  in  a  few  words,  can  you  ' 
recapitulate  the  things  that  have  been  done  by  the  Federal  Railroad 
Administration  in  the  interest  of  the  small  railroads  to  which  you 
have  just  referred — just  a  few  of  the  salient  things? 

Mr.  Cass.  They  have  established  some  routes  and  published  some 
tariffs  in  the  interest  of  keeping  some  of  these  little  railroads  going 
which  the  trunk  lines  had  refused  to  publish  and  establish.  They 
have  created  some  divisions  which  the  trunk  lines  had  refused  to 
create  before  Federal  control  was  established.  It  goes  principally  to 
those  two  questions — the  publishing  of  some  of  the  rates  and  fixing 
some  divisions. 
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Mr.  Hamilton.  Have  they  also,  in  the  course  of  their  administra- 
tion, discriminated  against  the  small  lines  to  any  considerable 
extent  ? 

Mr.  Cass.  I  must  say  that  I  believe  the  Railroad  Administration, 
under  the  administration  of  the  present  director  general,  has  met  our 
trouble  with  a  good  deal  of  the  milk  of  human  kindness.  I  believe 
that  had  we  received  at  the  hands  of  the  first  director  general  the 
consideration  for  our  troubles  that  we  are  now  receiving  at  the  hands 
of  the  present  director  general  we  would  have  been  much  better  off 
than  we  are  now. 

Mr.  Ha:milton.  Then  the  present  director  general  has  modified 
some  of  the  rules  and  orders  of  his  predecessor  ? 

Mr.  Cass.  I  think  very  greatly ;  in  fact 

Mr.  Hainulton  (interposing).  In  that  I  am  referring  now  wholly 
to  the  small  lines. 

Mr.  Cass.  Yes.  The  first  director  general — I  think  it  is  a  matter 
of  record  in  the  records  of  this  committee,  that  he  said  he  would  no 
more  take  a  weak  or  small  railroad  into  his  railroad  system  than 
would  the  Army  take  a  cripple  for  a  soldier. 

The  CHAiRMAiif.  That  was  the  statement  made  at  the  hearings 
on  the  Federal  control  act. 

Mr.  Cass.  Yes.  The  small  railroads  could  not  get  into  his  office. 
They  could  not  get  a  hearing  with  him.  They  could  get  absolutely 
nothing,  but  were  brushed  aside  and  thrown  ruthlessly  into  the  scrap- 
heap.  However,  I  am  told — I  say  I  am  told,  our  executives  were 
told — by  men  high  in  the  councils  of  the  present  director  general, 
and  the  present  director  general  himself,  that  the  treatment  that 
was  accorded  to  our  railroads  was  not  the  idea  of  the  director  gen- 
eral but  it  was  ill-advised  subordinates,  or  that  it  was  ill  advice  from 
subordinates,  and  we  have  suspected  that  perhaps  we  might  make 
a  pretty  good  guess  as  to  who  was  advising  him  what  to  do  with 
us.  However,  that  is  past  history  and  we  are  getting  along  pleasantly 
with  the  present  director  general. 

I  now  come  to  the  amendment  that  Mr.  Cain  offers  on  the  ques- 
tion of  amending  that  part  of  the  interstate  commerce  act  that  pro- 
vides that  a  carrier  need  not  form  a  through  route  with  another 
carrier  without  taking  the  entire  length  of  his  line  as  a  part  of  the 
route.  I  do  not  Imow  the  exact  language,  but  the  effect  is  that 
the  law  does  not  require  a  carrier  to  short  haul  himself.  Mr.  Cain's 
amendment  to  that  clause  is  vital  and  very  essential  to  the  unifica- 
tion of  the  strong  and  weak  lines,  and  much  more  essential  to  the 
short  lines. 

I  will  give  you  an  illustration.  The  Santa  Fe  Railroad  has  its 
own  rails  between  Kansas  City  and  Chicago.  Notwithstanding  that 
fact  it  makes  rates — publishes  joint  rates  and  through  routes — with 
every  railroad  rmming  from  Chicago  and  ending  at  Kansas  City 
for  points  in  Texas  and  California  and  on  beyond  on  its  own  rails. 
It  pennits  the  carriers  ending  in  Kansas  City  to  participate  in  the 
traffic  beyond  Kansas  City  on  their  road.  That  is  very  general  be- 
tween the  trunk  lines  all  over  the  countrj'^  but  it  is  never  done,  to 
my  knowledge,  with  a  short  line.  In  other  words,  another  illustra- 
tion is  that  the  Kansas  City  Northwestern  Railroad  has  a  large 
terminal  in  the  city  of  Kansas  City;  a  terminal  so  large  and  im- 
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portanfc  tliat  it  is  used  by  the  Missouri  Pacific,  the  Chicago  Great 
Western,  and  before  Federal  control  was  used  by  the  Union  Pacific. 
It  has  many  industries  on  this  terminal.  Kansas  City  is  a  primary 
market.  A  great  deal  of  freight  originates  there  and  a  great  deal 
of  freight  is  destined  for  that  point. 

Every  railroad  running  from  Kansas  City  west  and  north  to  points 
of  connection  with  the  Union  Pacific  Railroad  can  take  freight  from 
its  terminals,  draw  it  out  over  its  railroad,  and  deliver  it  to  the 
Union  Pacific  at  Denver  and  at  various  places  where  they  have  con- 
necting lines,  except  the  Kansas  City  Northwestern.  The  Kansas 
City  Northwestern  is  denied  the  right  to  participate  in  through 
business  to  points  beyond  its  rails,  even  though  the  business  origi- 
nates on  its  own  railroad.  The  Union  Pacific  Railroad  said :  "  We 
are  not  obliged  to  prorate  with  you  because  we  have  our  own  railroad 
from  Kansas  City  to  Denver  and  on  to  Salt  Lake  City,  and  then 
from  there  to  the  coast  with  the  Southern  Pacific."  Therefore  there 
is  no  law  whereby  I  can  compel  them  to  prorate.  Therefore  a  ship- 
per located  upon  my  freight  terminal  in  Kansas  City  must  have  his 
freight  switched  over  to  some  one  of  the  trunk  lines  moving  west 
from  Kansas  City.  If  a  car  of  freight  for  a  purely  local  station  on 
the  Kansas  City  Northwestern  originates  at  Denver  or  the  Pacific 
coast  it  is  brought  into  Kansas  City  right  past  my  western  terminal 
and  there  turned  over  to  us  to  be  taken  to  our  local  stations  out  on  our 
railroad.  I  showed  the  railroad  administration  a  case  a  few  days 
ago  where  the  administration  is  drawing  freight  as  high  as  168  miles 
out  of  Ime  to  keep  from  publishing  tarijffs  through  the  western 
junction  of  my  railroad.  If  it  were  not  the  practice,  if  no  other 
raih'oad  could  connect  with  the  Union  Pacific,  if  all  of  the  railroads 
could  live  within  themselves,  then  it  might  not  be  proper  for  me  to  be 
here  asking  that  the  law  be  amended.  But  why  sliould  the  shipper, 
because  of  that  clause,  because  I  am  a  short  railroad,  and  because 
the  Burlington  says  that  I  should  be  taken  up,  and  that  is  the  reason 
I  should  be  taken  up,  because  they  will  not  let  me  perform,  why 
should  my  shippers,  the  people  on  my  railroad,  be  denied  the  privi- 
lege that  the  other  shipper  in  Kansas  City  has  on  all  of  the  railroads 
in  Kansas  City  except  mine?  That  is  why  we  present  this  amend- 
ment. That  is  why  we  feel  that  the  old  law  simply  lets  the  fellows 
do  as  they  choose  about  it ;  we  can  not  get  in.  That  is  true  of  many 
other  short  lines.    Other  short  lines  will  present  that  situation  here. 

As  to  the  amendment  which  Mr.  Cain  has  presented,  providing 
for  a  more  complete  compliance  with  routing  orders  and  the  penalty 
for  violation  of  routing  orders  at  the  present  time  and  previous  to 
Federal  control,  train  crews  draw  freight  past  a  junction  point  even 
though  billed  oyer  another  route,  and  the  excuse  would  be :  "  Well, 
the  conductor  did  not  want  to  stop  and  switch  this  out  of  the  train," 
and  all  character  of  different  excuses  have  been  given  so  that  they 
hang  on  to  your  business. 

As  an  illustration,  the  Missouri  Pacific  Railroad  in  two  months 
took  away  from  the  Kansas  City  Northwestern  Railroad  263  cars  of 
freight  that  the  Railroad  Administration  ordered  them  to  deliver 
to  the  Kansas  City  Northwestern ;  not  that  it  was  routed  by  shippers, 
but  the  Raih-oad  Administration  said  to  the  Missouri  Pacific,  "  You 
deliver  all  of  the  Leavenworth  freight  to  the  Kansas  City  North- 
western, at  Kansas  City."    The  money  belongs  to  the  United  States, 
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and  the  Railroad  Administration  runs  these  railroads  through  the 
Treasury  of  the  United  States.  In  two  months  they  disregarded  the 
orders  of  what  should  have  been  and  are  regarded  as  their  superiors, 
and  took  263  cars  direct  on  their  own  rails.  I  had  some  papers  that 
I  intended  to  bring  over  on  this  subject.  A  road  over  here  at  Youngs- 
town,  Ohio,  sent  in  a  long  list  of  recent  diversions  against  the  orders 
of  the  Railroad  Administration.  I  will  say  for  the  Railroad  Ad- 
ministration that  they  have  been  honestly  and  industriously  trying 
to  give  to  the  short-line  railroads  the  traffic  that  belongs  to  them  and 
that  was  routed  for  them,  and  they  have  put  out  orders  over  and 
over  again,  but  the  fellows  out  in  the  field,  there  is  no  penalty  and 
nobody  is  afraid  of  getting  discharged — the  railroads  are  in  more  or 
less  a  chaotic  condition — it  has  been  beyond  the  power  of  these  men 
who  have  been  directing  the  railroads  to  compel  the  men  ill  the  ter- 
ritory to  obey  their  orders  when  it  came  to  doing  business  with  the 
short-line  railroads. 

Mr.  Sims.  What  was  the  inducement  for  ignoring  the  order? 

Mr.  Cass.  They  ignore  the  orders,  Judge,  because  they  do  not  pro- 
pose to  foster  and  build  up  short-line  railroads  beyond  anything  they 
can  prevent. 

Mr.  Sims.  As  to  the  short-line  policy,  so  to  speak,  they  are  carry- 
ing out  that  policy  regardless  of  the  orders  of  their  superiors'? 

Mr.  Cass.  Absolutely;  it  is  the  policy  they  are  carrying  out  re- 
gardless of  the  orders  of  their  superiors.  I  will  tell  you.  Judge, 
when  the  United  States  orders  a  trunk  line  to  give  to  a  short  line 
money  that  belongs  to  the  United  States  Government  and  they  re- 
fuse to  do  it,  there  must  be  some  reason. 

Mr.  Sims.  Some  compelling  reason  or  impelling  reason? 

Mr.  Cass.  Some  impelling  reason. 

Mr.  Sims.  In  other  words,  there  is  a  private  interest  which  they 
have  more  at  heart  than  the  present  public  interest  ? 

The  Chairman.  They  did  not  have  to  make  the  diversions  to  in- 
crease their  gross  receipts,  because  they  get  the  standard  return  any- 
how? 

Mr.  Cass.  Absolutely. 

The  CHAimiAN.  So  that  the  diversions  could  not  be  due  to  any 
financial  interest? 

Mr.  Cass.  None  whatever. 

The  Chairman.  But,  as  you  say,  it  was  not  to  establish  business 
for  the  short  lines? 

Mr.  Cass.  Yes,  sir.  They  do  not  propose  to  establish  any  business 
for  the  short  lines.  Had  this  business  flowed  over  my  railroad  under 
orders  of  the  commission,  it  would  have  taught  some  fellows  how  to 
use  my  railroad,  and  when  the  railroads  went  back  they  would  have 
had  a  little  stronger  competition — some  shippers,  perhaps. 

Mr.  Sims.  In  other  words,  they  have  determined  on  such  a  policy, 
even  indirectly,  that  might  result  in  benefit  to  the  short  lines  ? 

Mr.  Cass.  Yes,  sir. 

Another  case :  The  Missouri  Pacific  Railroad  refused  to  recognize 
routing  orders  and  turned  their  business  over  to  other  connecting 
trunk  lines  in  various  cases,  and  when  they  got  into  trouble  over  it 
they  put  an  order  into  effect  that  no  freight  originating  upon  their 
lines  would  be  billed  to  our  short  line  unless  the  freight  was  prepaid. 

Mr.  Denison.  When  was  that? 
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Mr.  Cass.  Previous  to  Government  control. 
Mr.  Dexisox.  Is  that  permitted  under  the  regulations? 
Mr.  Cass.  Yes,  sir.  The  short  line  had  no  redress.  They  could 
not  say,  "  AVell,  we  will  not  do  this,  because  the  short  line  may  not 
give  us  our  money,"  because  they  could  have  billed  it  with  charges 
and  collected  at  the  junction  point  that  part  which  belonged  to  them. 
The  short  line  would  have  paid  it  and  collected  the  charges  at  the 
other  end,  but  it  is  purely  in  the  interest  of  diverting  traffic  away 
from  the  short-line  railroad. 

I  will  finish  in  just  a  moment.  There  are  just  one  or  two  more 
thoughts. 

I  do  not  know  that  anything  has  been  said  before  this  committee — 
I  do  not  want  to  take  up  the  time  at  all  discussing  the  fourth  section 
of  the  act,  regarding  the  long-and-short-haul  clause ;  I  simply  want 
to  say  in  that  connection  that  in  considering  that  question  we  ask 
that  it  be  borne  in  mind  that  that  is  a  vital  question  with  the  short- 
line  railroads  and  a  much  more  vital  question  to  the  railroads  as  a 
whole.  The  reason  I  mention  that  is  because  it  is  now  in  the  Cum- 
mins bill.  The  fourth  section  in  the  Cummins  bill  has  been  made 
rigid  and  leaves  no  elasticity. 

Mr.  Sims.  How  long  do  you  suppose  that  portion  of  the  Cummins 
bill  will  live  or  last? 

Mr.  Cass.  I  hope  it  does  not  last  long.  I  just  merely  wanted  to 
call  attention  to  what  would  be  a  disastrous  thing  to  the  short-line 
railroads. 

Mr.  Sanders  of  Indiana.  The  right  to  fix  minimum  water  rates 
gives  a  different  aspect  to  the  fourth  section? 

Mr.  Cass.  Yes,  sir.  We  are  not  interested  in  its  effect  upon  water 
rates  at  all;  our  interest  is  in  the  form  it  is  in  now  routing  traffic 
locally  within  the  country. 

Mr.  Sims.  I  have  always  thought  that  the  fourth  section  should 
be  amended  so  as  to  provide  that  water  competition  should  not  be  re- 
garded as  constituting  a  special  case  authorizing  railroads  to  reduce 
rates,  but  I  see  that  this  bill  has  gone  the  whole  length.  I  suppose 
it  was  done  to  please  some  member  of  the  committee. 

Mr.  Cass.  It  goes,  of  course,  back  to  the  old  Spokane  rate  case 
and  the  Intermountain  rate  case,  with  which  I  was  familiar  when  I 
was  vice  president  of  the  Chicago  &  Great  Western,  but  the  troubles 
of  the  shippers  and  manufacturers  of  the  Northwest  should  not  af- 
fect the  entire  country  as  a  whole. 

I  have  been  thinking  considerably  about  a  good  deal  of  this  talk 
that  has  been  going  on,  the  newspapers  print  the  various  articles 
about  raising  freight  rates.  I  have  been  making  a  few  figures  on 
what  would  happen  in  the  cost  of  commodities  if  the  freight  rates 
were  raised. 

Mr.  Sims.  There  is  nothing  more  interesting  than  just  what  you 
are  discussing.  You  are  a  practical  man  and  I  should  like  to  hear 
from  you  in  full  on  that  subject. 

Mr.  Cass.  If  the  rate  was  raised  5  cents  a  hundred  on  lumber  it 
would  produce  $100,000,000  in  revenue  to  the  railroads  of  this  coun- 
try. If  the  rate  was  raised  50  cents  a  ton  on  coal  it  would  produce 
$550,000,000  in  revenue  to  the  railroads  of  this  country.  Five  cents 
a  hundred  on  lumber  means  $1.50  a  thousand.  Lumber  in  the  past 
20  years  in  retail  price  has  gone  from  $16  a  thousand  to  $53  a  thou- 
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sand.  The  total  increase  that  the  railroads  have  received  of  the  $34 
a  thousand  increase  in  the  cost  of  lumber  has  been  $3  a  thousand. 
Wliy,  if  you  raise  the  rate  on  lumber  $1.50  a  thousand  would  every- 
body quit  using  lumber?  Why,  all  of  the  other  things  that  have 
gone  into  the  price  of  lumber,  the  unearned  increment,  which  is  the 
stumpage,  the  sawmill,  and  the  labor  has  amounted  to  $34,  out  of 
which  the  railroads  have  had  $3. 

I  was  discussing  with  a  fruit  broker  the  rate  on  oranges  from 
the  Pacific  coast  to  the  East.  He  said,  "I  hope  they  do  not  raise 
the  rate  on  oranges."  I  said,  "  I  think  they  should  raise  it  100  per 
cent."  "  Why,"  he  said,  "  that  seems  impossible."  We  sat  down  and 
figured  out  what  it  would  cost  per  orange  to  raise  the  rate  100  per 
cent  on  oranges  from  the  Pacific  coast  to  the  consumer.  It  was  less 
than  one-half  cent  apiece.  Oranges  which  were  selling  before  the 
war  at  20  or  25  or  30  cents  a  dozen  are  now  selling  at  $1.20  a  dozen, 
10  cents  apiece  on  the  street,  and  I  do  not  believe  that  the  people 
would  object  if  you  raised  the  rate  100  per  cent  on  oranges. 

Mr.  Hamilton.  They  would  not,  if  the  consumer  was  not  forced  to 
pay  more  than  the  freight  rate  by  reason  of  the  freight  rate? 

Mr.  Cass.  You  are  quite  right,  but  in  the  great  campaign  for  a  re- 
duction in  the  cost  of  living  it  would  be  very  easy  for  this  Govern- 
ment to  supervise  that  situation. 

What  about  clothing?  If  you  were  to  raise  the  rate  on  clothing 
100  per  cent  from  the  manufacturer  to  the  consumer  you  would  in- 
crease the  price  of  a  suit  of  clothes  10  cents. 

If  you  were  to  raise  the  rate  100  per  cent  on  shoes  from  the  manu- 
facturer to  the  consumer  you  would  increase  the  price  of  shoes  2  cents 
a  pair,  but,  as  you  say,  without  proper  supervision,  that  would  be  used 
as  an  excuse. 

I  heard  a  man  say  that  he  went  into  a  store  in  Denver  a  few  days 
ago  to  buy  a  paper  of  needles  that  had  been  selling  for  10  cents 
before  the  war,  and  the  man  asked  him  25  cents  for  them,  and  he 
gave  as  the  excuse  the  raise  in  freight  rates — 15  cents  on  a  package 
of  needles. 

Mr.  Hamilton.  To  go  back  for  a  moment,  if  you  please,  to  the 
subject  of  lumber.  What  is  the  general  reason,  in  your  judgment, 
why  lumber  should  have  increased  so  greatly  in  price?  There  has 
been  no  substantial  diminution  in  the  cut,  I  take  it? 

Mr.  Cass.  No. 

Mr.  Hamilton.  The  only  element  entering  into  the  production, 
probably,  is  the  increase  in  the  cost  of  labor  ? 

Mr.  Cass.  Yes,  sir. 

Mr.  Hamilton.  Has  the  increase  in  the  cost  of  labor,  in  your  judg- 
ment, been  suiRcient  to  warrant  such  an  increase  in  the  price  of 
lumber  to  the  consumer? 

Mr.  Cass.  No,  sir ;  it  has  not.  To  cut  a  thousand  feet  of  lumber  in 
the  woods  and  convey  the  logs  to  the  mill  and  saw  them  into  lumber 
and  put  it  in  a  pile  in  the  yard  was  $10  per  thousand  in  the  prewar 
period.  Now,  if  the  cost  of  all  of  those  things  had  been  increased 
100  per  cent,  then  it  would  have  increased  the  cost  of  lumber  $10 
a  thousand. 

I  was  talking  with  a  retail  lumber  dealer  in  a  town  in  the  Middle 
West  within  the  last  three  months  on  this  question,  and  in  speaking 
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of  a  raise  in  freight  rates  of  $1.50  a  thousand  on  lumber  he  said: 
"  The  rate  does  not  interest  me  at  all.  What  I  want  is  the  railroads 
so  developed  and  put  into  such  shape  that  I  can  get  mv  lumber.  The 
reason  I  have  not  made  as  much  money  this  year  as  I  did  last  year 
was  because  I  could  not  get  the  stuff  here  to  sell." 

As  a  matter  of  fact,  the  question  of  what  the  rate  is  is  not  a 
paramount  question  with  the  people  of  this  country.  The  question 
of  the  distribution  of  the  rate  is  a  paramount  question,  the  question 
of  maintaining  between  the  communities  that  relation  of  rates  that 
has  existed  for  years  and  under  which  they  have  built  up  their  manu- 
facturing and  industrial  enterprises. 

What  about  the  farmer?  To-day  one  hog  raised  on  a  farm  will 
take  two  carloads  of  hogs  to  market.  Before  the  war  it  took  two 
hogs  to  take  one  carload  to  the  market.  Why,  to-day  a  bushel  of 
wheat  will  take  25  bushels  of  wheat  to  the  market.  Before  the  war 
it  would  only  take  10  to  the  market.  The  average  distance  traveled 
on  all  of  the  railroads  of  this  country  in  1914  was  23  miles. 

Mr.  Hamilton".  Will  you  be  kind  enough  to  repeat  that? 

Mr.  Cass.  Certainly.  The  average  distance  traveled  on  all  rail- 
roads of  this  country  in  1914  was  23  miles;  that  is,  by  all  of  the 
passengers. 

Mr.  Sims.  Steam  railroad  ? 

Mr.  Cass.  Yes,  sir;  all  steam  railroads. 

Mr.  Sims.  Twenty-three  miles? 

Mr.  Cass.  Yes,  sir ;  23  miles.    What  does  that  mean  ? 

Mr.  Sims.  What  was  the  average? 

Mr.  Cass.  The  average  distance  traveled  by  all  the  people  on  all 
of  the  railroads  in  the  United  States  in  1914  was  23  miles. 

Mr.  Sims.  I  thought  the  average  in  the  United  States  was  about 
47  miles. 

Mr.  Cass.  Possibly  it  is  now.     I  have  not  looked  it  up. 

Mr.  Sims.  Not  now,  but  some  time  ago. 

Mr.  Cass.  They  averaged  23  miles  in  the  years  that  I  was  in  charge 
of  the  traffic  of  the  Great  Western  Railroad.  What  does  that  mean  ? 
That  means  that  the  preponderance  of  passengers  in  this  country 
travel  to  and  from  the  city ;  they  are  commuters  to  and  from  the  city. 
Now,  the  commuter  rate  was  only  raised  about  10  per  cent.  Before 
the  war  one  month  salary  of  the  average  clerk  commuting  to  and 
from  the  cities  would  carry  that  clerk  to  and  from  the  city  five 
months  in  the  year;  that  is,  one  month's  salary  would  carry  them 
five  months  in  a  year.  Now  one  month's  salary  will  carry  them  10 
months  in  the  year.  So  I  say  that  the  country  has  never  in  its  his- 
tory seen  rates  as  low  as  they  are  at  the  present  time.  There  can  be 
very  little,  if  any,  damage  done 

Mr.  Merritt  (interposing).  That  means  that  the  railroad  rates 
have  not  increased  in  proportion  to  prices  and  salaries  and  wages? 

Mr.  Cass.  Nothing  like  it.  If  you  were  to  increase  the  income  of 
the  railroads  a  billion  dollars  you  would  not  restrict  the  movement 
of  a  single  commodity  in  this  country. 

Mr.  Sims.  Why  was  there  such  a  strong  protest  when  the  Railroad 
Administration  advanced  rates  25  per  cent  when  the  war  conditions 
made  that  inevitable? 

Mr.  Cass.  I  think,  Judge,  that  protest  came  principally  from 
favored  interests  and  from  people  who  had  not  sat  down  to  figure  out 


EETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1929 

what  it  meant,  and  those  who  had  been  profiteered  on  by  the  dealers 
who  took  advantage  of  the  raise  in  rates  and  nsed  that  as  an  excuse 
to  raise  their  prices  bej'ond  Avhat  they  should  have  done,  illustrating 
that  by  the  fellow  who  bought  the  package  of  needles. 

Mr.  Sims.  At  this  time  there  is  no  question  on  earth,  in  my  mind, 
from  the  letters  I  get,  that  one  of  the  principal  reasons  why  many 
persons  urge  an  early  return  of  the  railroads  to  private  management 
is  because  they  hope  that  even  the  25  per  cent  increase  or  some  por- 
tion of  it  will  be  taken  off  by  the  State  commissions  and  the  Inter- 
state Commerce  Commission. 

Mr.  Cass.  Well,  that  has  not  been  my  observation. 

Mr.  Sims.  I  am  speaking  of  the  letters  I  have  received. 

Mr.  Cass.  That  has  not  been  my  observation.  There  are  some  of 
the  favored  interests  that  have  not  studied  the  situation,  who  were 
favored  before,  that  may  talk  that  way,  but  my  observation  has  been, 
and  I  have  traveled  in  many  of  the  States  in  connection  with  this 
short-line  work,  and  my  observation  has  been  universal  in  Denver, 
Colo.,  Kansas  City,  and  all  around  the  territory  I  have  gone  through 
in  connection  with  this  work  we  have  been  doing  to  save  these  rail- 
roads— my  observation  has  been,  and  the  unrversal  answer  to  me  has 
been,  "  Make  the  rates  high  enough  to  give  the  railroads  sufficient  to 
perform  a  real  service  and  keep  up  with  the  country." 

Mr.  Sims.  I  would  give  a  statement  from  you  much  more  weight  on 
that  subject  than  a  statement  in  rather  loosely  written  letters  which  I 
get  from  individuals  and  from  firms  and  business  men,  but  I  know 
that  they  have  flooded  us  with  literature  and  with  demands  which 
indicate  to  me — some  of  them  say  so  in  so  many  words  and  others 
intimate — that  one  strong  reason  why  they  want  them  returned  is 
because,  first,  they  do  not  want  any  additional  increase,  and  it  had 
been  intimated  that  the  Eailroad  Administration  was  going  to  in- 
crease the  rates  before  the  railroads  are  turned  back,  and  the  other 
reason  is  that  they  hope  they  might  get  some  reduction  even  on  the 
rates  which  have  already  been  made.  I  do  not  mean  that  those 
statements  come  from  chambers  of  commerce  or  from  boards  of  trade, 
but  I  have  received  numerous  letters  of  that  sort. 

Mr.  Cass.  The  average  fellow,  as  my  experience  has  shown  in  the 
traffic  world,  has  found  the  most  favored  spot  he  could  touch  for 
reducing  his  expenses  was  offering  tonnage  to  railroads,  to  the  ex- 
tent that  substantially  all  of  the  large  shippers  have  made  their  own 
rates.  The  packers,  the  iron  men,  and  the  oil  men  have  substantially 
made  their  own  rates.  The  rates  that  are  in  effect  to-day  on  those 
commodities  are  rates  that  have  been  brought  about  through  the 
barter  and  trade  of  that  great  tonnage.  I  tell  you  it  is  beyond  the 
human  mechanism  to  sit  in  a  traffic  manager's  chair  of  a  weak  railroad 
and  have  a  big  shipper  roll  in  a  lot  of  freight  p.nd  lay  it  on  the  table — 
it  is  absolutely  beyond  him  to  prevent  that  fellow  making  his  own 
rates  on  that  business.  It  has  been  in  the  past.  Some  one  asked  Mr. 
Stickney,  who  was  president  of  the  Chicago  Great  Western  and  built 
it,  and  was  one  of  our  great  railroad  men,  iiow  rates  were  made,  and 
he  said  "  by  a  high-priced  man  making  a  very  poor  guess,"  and  that 
is  the  way  most  of  them  have  been  made,  and  when  a  fellow  finds  his 
expense  account  mounting  up  and  he  has  got  a  good  tonnage  he  gets 
the  most  receptive  heart  for  a  reduction  in  tliose  expenses  when  he 
touches  the  heart  of  the  traffic  manager. 
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Now,  Mr.  Chairman,  there  is  just  one  more  thing  I  want  to  say, 
and  then  I  am  through. 

Mr.  Sims.  Mr.  Cass,  I  would  like  to  ask  you  about  what  seems 
to  be  a  fact,  and  what  is  stated  positively  by  some  men  who  ought  to 
know  to  be  a  fact;  with  reference  to  the  passenger  business.  I  have 
here  some  statistics  issued  by  the  Bureau  of  Railway  News  and  Sta- 
tistics, of  Chicago,  111.,  entitled,  "  Eaihvay  Statistics  of  the  United 
States  of  America  for  the  year  ended  December  31,  1917."  The 
statistics  are  prepared  by  Mr.  Slason  Thompson.  I  do  not  know 
what  authority  he  is,  but  I  asked  Mr.  Bledsoe,  privately,  not  in  the 
hearings,  and  he  said  he  thought  that  on  statistical  matters  he  was 
a  very  good  authority,  and  he  thought  he  was  reliable.  In  this 
document,  on  page  94,  he  says  this : 

The  reader  has  to  go  back  to  1893  to  And  as  high  an  average  per  passenger 
per  mile  receipts  as  for  1917  shown  above. 

Now,  in  1893  the  average  receipt  was  2.108  cents  per  mile,  and 
the  average  for  1917  was  2.103  cents  per  mile.    And  then  he  says : 

Even  at  this,  the  passenger  service  was  far  from  paying  anything  beyond 
the  bare  cost  of  operation,  as  the  following  averages  compiled  by  the  official 
statistician  in  the  early  days  of  regulation  testify. 

Mr.  Cass.  That  is  true. 

Mr.  Sims.  Now,  the  passenger  business,  as  he  figures  it  out,  is 
practically,  I  believe,  24.59  per  cent  of  all  the  gross  receipts.  Now, 
if  the  passenger  service  is  performed  at  practically  tlie  bare  cost 
of  operation,  it  seems  to  me  there  is  an  unjust  discrimination  in 
favor  of  the  passenger  business  as  against  the  freight  traffic. 

Mr.  Cass.  Yes,  sir. 

Mr.  Sims.  And  that  the  freight  traffic  is  bearing  aix  undue  burden 
in  proportion  to  the  service  rendered  for  both. 

Mr.  Cass.  Yes,  sir. 

Mr.  Sims.  Now,  what  is  the  reason  for  it?  My  own  suggestion  is 
this,  and  it  is  along  the  line  you  spoke  of  just  now,  the  personal 
equation  comes  in,  and  if  the  passengers  are  pleased  and  dealt  with 
pleasantly,  and  if  the  service  is  good  in  their  estimation,  they  feel 
kindly  toward  the  road,  and  they  are  voters  and  people  of  influence, 
and  it  seems  to  me  the  railroads  have  given  away  to  a  kind  of  neces- 
sity for  placating  public  opinion  by  canning  passengers  practically 
for  nothing  so  far  as  profit  is  concerned.  If  that  is  true,  it  is  unjust 
to  those  who  have  to  pay  for  the  transportation  of  freight,  and  take 
care  of  not  only  what  it  costs  to  handle  the  freight  traffic  itself  but 
include  enough  to  enable  the  railroad  companies  to  do  25  per  cent 
of  their  business  at  cost.  You  are  a  practical  man,  and  I  would  like 
to  have  your  judgment  and  views  about  that,  as  to  whether  those 
stfi,tements  are  true. 

Mr.  Cass.  My  judgment  is.  Judge,  that  the  passenger  service  on 
the  railroads  has  not  paid  its  cost  for  many  years. 

Mr.  Sims.  Back  to  1893. 

Mr.  Cass.  Back  even  before  that.  The  passenger  rates,  you  under- 
stand, have  been  established  by  the  States.  The  State  legislatures 
went  2  cents  a  mile  all  over  the  country;  2  cents  a  mile  regardless 
of  what  the  cost  was,  on  the  theory  that  it  would  so  increase  the  pas- 
snger  business  that  you  w^ould  earn  a  great  deal  more  money;  you 
would  fill  your  trains,  and  many  more  people  would  travel  at  2 
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cents  a  mile  than  were  traveling  at  3  cents  a  mile,  and  therefore  the 
people  would  save  money,  and  the  railroads  would  make  money  by 
so  many  more  people  traveling.  My  own  opinion  is  that  the  pas- 
senger rates  should  not  be  less  than  5  cents  a  mile,  and  in  making 
that  statement  I  say  that  that  is  the  cheapest  form  of  transportation 
that  people  can  buy.  You  can  not  buy  any  known  means  of  trans- 
portation in  this  countr}?-  to-day  below  5  cents  a  mile  except  on  the 
railroads. 

Mr.  Sims.  There  is  another  thing,  Mr.  Cass,  which  I  have  no 
doubt  has  occurred  to  your  mind,  and  that  is  that  it  is  permissible 
for  each  passenger  to  carry  up  to  150  pounds  of  baggage  free  of 
charge.  Just  how  many  of  them  do  it  I  do  not  know,  but  if  two 
men  start  out  from  Washington  to  go  to  the  city  of  San  Francisco, 
one  of  them  gets  free  service  for  150  pounds  of  baggage  which  has 
to  go  with  express  speed  and  receives  express  personal  attention 
from  the  carriers,  the  other  one  goes  along  with  only  a  hand  grip, 
which  he  takes  in  the  car  with  him  and  gives  it  all  the  personal 
attention  it  needs,  or  if  it  needs  anything  additional  he  will  get  a 
porter  and  tip  him  for  that  service.  Now,  that  amounts  to  millions 
of  tons  a  year,  and  it  is  equivalent  to  the  cost  of  that  much  express 
business  by  the  railroads.  Now,  why  should  I  go  that  distance  with 
150  pounds  of  baggage,  which  is  free  service,  and  you  go  along  with 
me  and  receive  no  free  service,  and  we  both  pay  exactly  the  same 
price? 

Mr.  Cass.  I  quite  agree  with  you,  Jud^e,  and  I  will  make  this 
statement,  that  if  you  take  off  of  the  railroads  the  free-baggage 
right,  you  will  reduce  the  operating  cost  of  the  passenger  transporta- 
tion 15  per  cent. 

Mr.  Sims.  I  know  there  would  be  quite  a  howl,  but  it  is  some- 
what like  the  matter  of  the  free  pass.  I  never  thought  the  railroads 
were  giving  free  passes  and  calling  attention  to  it ;  I  always  thought 
they  did  it  because  they  were  afraid  not  to  do  it.  The  railroads  know 
that  this  is  an  extra  and  an  unjust  cost  for  them  to  have  to  assume, 
and  they  know  that  the  woman  or  man  who  gets  it  is  getting  some- 
thing he  has  not  paid  for  and  is  not  entitled  to,  and  what  he  does  not 
pay  for  somebody  else  has  to  pay  for.  Now,  why  not  come  right  out 
and  be  honest  about  this  thing  and  charge  a  terminal  charge  for  going 
into  this  great  palace  over  here  in  New  York  and  charge  every  man 
for  baggage  a  rate  at  least  sufficient  to  pay  the  cost  of  carrying 
that  freight?    I  do  not  see  anything  but  justice  in  doing  that. 

Mr.  Cass.  I  think  that  is  a  step  in  the  right  direction.  Judge. 

Mr.  Sims.  The  other  day  I  received  a  form  letter,  printed,  signed 
by  a  traveling  man  who  is  carrying  his  samples  without  any  cost 
to  him  or  to  his  house,  engaged  in  a  money-making  business,  which 
is  not  like  a  lady  going  to  visit  friends,  or  something  of  that  sort; 
but  this  man  is  in  a  regular  business,  traveling  every  day,  and 
every  day  he  is  getting  150  pounds  of  baggage  carried  free,  which  is 
a  part  of  the  expense  of  transacting  the  business,  and  he  wrote  me 
or  sent  me  this  form  letter  saying  that  he  had  understood  the 
Railroad  Administration  was  considering  the  question  of  making  a 
charge  for  baggage  and  stated  what  a  burden  it  would  be  upon  him 
and  upon  the  business  interests  of  the  country;  that  it  would  stop, 
practically,  a  great  many  traveling  men  from  carrying  samples  at 
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rtll;  that  they  woukl  simply  carry  catalogues.  I  thought  it  was 
well  to  ask  a  practical  man  like  j^ourself  about  these  things,  and  if 
we  are  going  to  save  the  railroads  and  keep  them  out  of  bankruptcy, 
why,  during  this  time,  should  not  people  pay  that  which  thej^  ought 
to  paj^  and  that  which,  if  they  do  not  pay,  somebody  else  has  got  to 
pay  who  does  not  get  the  service  ? 

Mr.  Cass.  Many  years  have  passed  since  the  people  have  paid 
for  what  they  got  from  the  railroads,  and  unless  Congress  in  its 
wisdom  finds  a  way  to  make  the  people  pay  for  what  they  get, 
there  is  only  one  answer,  and  that  is  Government  ■  ownership  and 
Government  operation,  and  what  they  refuse  to  pay  in  rates  they 
will  pay  in  income  taxes. 

Mr.  Sims.  That  seems  to  be  held  out  all  the  time  as  the  main  cry 
to  get  everything  done;  but  if  we  have  got  to  have)  Government 
ownership  in  order  to  have  ordinary,  common  justice  between  man 
and  man,  who  can  oppose  it? 

Mr.  Cass.  I  am  for  it  if  that  is  necessary, 

Mr.  PIamilton.  Has  the  competition  of  electric  lines  of  late  years 
made  any  appreciable  difference  in  the  income  of  steam  railroads 
from  passenger  fares? 

Mr.  Cass.  I  should  say  not.  I  own  an  electric  railroad  and  I  con- 
cur fully  in  what  Mr.  Ladd  said  this  morning  on  the  electric  railroad 
question.  I  came  to  Washington  in  1910  and  appeared  before  this 
connnittee — I  do  not  remember  whether  the  present  chairman  was 
on  the  committee  or  not — on  what  was  known  as  the  Wickersham 
rail  rate  bill,  and  the  matter  was  handled  by  the  committee  and  the 
language  that  is  now  in  the  act  was  put  in  at  that  conference,  in 
order  to  save  the  electric,  modern  railroads  of  the  country,  and  with 
the  amendments  we  have  asked  we  will  stabilize  the  modern  means 
of  transportation  which  serve  the  people  in  a  way  that  the  steam" 
railroads  can  not  serve  them. 

Mr.  Hamilton.  And  yet  there  must  be  a  great  deal  of  travel  by 
electric  lines. 

Mr.  Cass.  There  is  a  great  deal  of  travel  by  electric  lines,  but  it  is 
short  travel,  travel  between  terminals  of  short  distances,  and  it  has 
taken  some,  of  course,  of  the  local  travel  off  of  the  steam  railroads. 
I  built  an  electric  road  paralleling  a  steam  railroad  for  a  distance  of 
8  miles  between  Waterloo  and  Cedar  Falls.  It  is  now  a  part  of  my 
electric  system  out  there  which  the  Government  is  operating.  Now, 
this  may  seem  strange,  but  the  first  year  that  electric  line  was  built, 
the  steam  railroad  increased  the  number  of  passengers  that  they 
handled,  and  we  earned  a  sufficient  amount  to  pay  the  carrying 
charges  on  our  property. 

Mr.  Hamilton.  I  have  heard  substantially  that  same  statement 
made  before. 

Mr.  Cass.  That  actually  occurred  in  my  experience  in  the  electric 
railroad  world,  and  it  has  been  23  years,  this  year,  since  I  first 
branched  into  the  electric  railroad  field,  and  all  that  Mr.  Ladd  has 
told  you  about  those  properties  I  concur  in  fully,  except  Mr.  Ladd 
said  he  though  the  Government  took  my  railroad  over  because  of 
the  difference  in  the  amount  of  tonnage.  That  was  not  true,  and  I 
want  to  correct  that  statement.  The  Government^  took  my  electric 
railroad  over  because  of  its  great  terminal  facilities  in  the  city  of 
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Waterloo.  It  has  a  terminal  there  upon  which  it  handles  40,000  cars 
o±  freight  a  year  m  connection  with  all  the  steam  railroads,  and  upon 
that  terminal  was  located  a  munition  plant  and  a  truck  plant  that 
was  manufacturing  munitions  and  trucks  for  the  Government  so 
that  was  the  controlling  reason  for  the  taking  over  of  that  railroad 

Now,  one  more  thought  and  then  I  am  through.  In  the  amend- 
ment that  Mr.  Cain  offered — it  was  not  offered  exactly  as  an  amend- 
rnent  to  your  bill  but  practically  as  an  amendment  to  the  Cummins 
bill — regarding  the  furnishing  to  the  short-line  railroads  that  were 
excluded  from  Federal  control  the  same  protection  that  is  furnished 
to  the  trunk  lines  during  the  transition  period,  that  is  a  matter  of 
great  importance  to  the  short-line  railroads,  much  greater  even  than 
it  would  be  to  the  trunk  lines,  because  the  short  lines  have  struggled 
along  for  these  18  or  19  months  with  nothing  but  hope.  The  hope  of 
the  creditor,  the  hope  of  the  owner,  the  hope  of  the  security  holder, 
and  the  hope  of  the  stockholder — all  hope  based  on  the  thought  that 
Congress  would  stabilize  their  properties  along  with  the  balance  of 
the  railroads.  During  the  period  of  taking  the  railroads  over,  the 
six  months  period  that  the  short  lines  went  through  between  January 
and  July,  with  which  you  gentlemen  are  so  familiar,  during  that 
period  the  injuries  and  damage  done  the  short-line  railroads  were  of 
such  moment  that  it  very  nearly  destroyed  them.  That  destruction 
has  not  been  repaired  and  can  not  be  repaired  until  after  Congress 
has  acted.  Now,  if  you  turn  the  trunk  lines  back  and  leave  these 
little  fellows  to  go  through  another  four  months  of  ruthless  struggle 
with  these  strong  railroads  before  the  commission  shall  have  had  an 
opportunity  to  take  hold  of  the  rudder  and  steady  the  boat,  that  will 
bring  such  disaster  upon  these  short  lines  that  few  of  them,  in  my 
ophiion,  will  survive. 

Mr.  Chairman,  I  thank  you. 

Mr.  EoBiNSON.  Mr.  Chairman,  we  are  now  quite  willing  to  yield 
to  the  desire  of  the  committee  to  hear  the  witness  from  Florida.  We 
have  two  witnesses  who  will  be  brief  and  then  I  will  close.  We  would 
like  to  follow  those  two  witnesses  and  then  complete  our  case. 

STATEMENT  OF  MR.  SANFORD  W.  LADD,  REPRESENTING  THE 
MICHIGAN  RAILROAD  CO.  AND  THE  MICHIGAN  RAILWAY  CO., 
DETROIT,  MICH. 

The  Chairman.  Mr.  Ladd,  give  your  name,  address,  and  whom 
you  represent. 

Mr.  Ladd.  Sanford  W.  Ladd,  Detroit,  Mich. 

Mr.  Chairman  and  gentlemen,  I  represent  the  Michigan  Kailroad 
Co.  and  the  Michigan  Railway  Co.  and  expect  to  confine  myself 
solely  in  the  statements  I  may  make  to  railroads  operated  by  elec- 
tricity. I  shall  not  go  into  rates  generally  at  all.  The  Michigan 
Railway  Co.  in  1918  operated  all  the  lines  that  I  shall  refer  to,  but 
in  the  spring  of  this  year  certain  of  those  lines  were  sold  to  the 
Michigan  Railroad  Co.  and  are  now  operated  by  the  Michigan  Rail- 
iroad  Co.,  and  certain  of  the  lines  still  remain  with  the  Michigan 
Railway  Co»  Both  of  these  corporations  are  organized  under  the 
railroad  act  of  the  State  of  Michigan,  the  same  act  that  the  Michi- 
gan  Central  Railroad  is  organized  under,  the  Grand   Rapids  & 
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Indiana  Eailroad,  which  is  a  subsidiary  of  the  Pennsylvania  Rail- 
road, the  Pore  Marquette  Railroad,  and  many  other  railroads 
operated  by  steam  that  I  might  mention.  ,  ^^.  ,  . 

These  corporations  pay  their  taxes  to  the  State  of  Michigan  as  a 
railroad.  They  are  treated  as  a  railroad  for  all  purposes  except 
when  we  come  down  to  Washington  to  ask  to  be  allowed  to  come 
under  Federal  control,'  and  then  when  the  short  lines  were  turned 
back  to  be  given  a  special  contract  we  were  classed  as  an  interurban, 
although  we  were  told  and  are  told  that  all  of  the  conditions  of  the 
railroad  act  of  the  State  of  Michigan  apply  to  us  in  so  far  as  rates, 
taxation,  and  other  matters  are  concerned,  but  we  are  put  inji  cate- 
gory that  is  neither  fish  nor  fowl  in  so  far  as  the  question  of  rates  is 
concerned. 

Mr.  Merritt.  You  are  an  electric  railroad  company? 

Mr.  Ladd.  We  are  an  electrically  operated  railroad. 

Mr.  Webster.  Do  you  own  your  right  of  way  or  do  you  operate 
upon  the  public  highways. 

Mr.  Ladd.  The  Michigan  Railroad  Co.  operates  on  private  rights 
of  way.  I  shall  come  to  that  later.  The  Michigan  Railroad  operates 
approximately  185  miles  of  first  line  track  and  approximately  50 
miles  of  second  track  and  sidings.  The  Michigan  Railway  Co.  op- 
erates approximately  157  miles  of  first  line  track. 

We  are  not  here  before  this  committee  asking  any  favors.  All 
we  ask  is  simple  justice.  All  we  ask  is  that  we  be  placed  in  the 
categoiy  of  a  railroad,  as  we  are  and  as  we  are  considered  in  some 
instances  and  as  we  are  not  considered  in  other  instances. 

To  show  5'ou  what  kind  of  railroad  we  are  operating,  if  you  would 
care  to  look  at  them,  I  have  a  few  cuts  here  showing  the  private 
right  of  way,  the  character  of  the  trains,  and  so  forth. 

Mr.  Denison.    Do  you  carry  freight? 

Mr.  Ladd.  We  carry  freight ;  yes,  sir. 

The  line  from  Grand  Rapids  to  Kalamazoo  and  Battle  Creek  and 
from  Allegan  to  Battle  Creek  cost — at  least  the  line  between  Grand 
Rapids  and  Kalamazoo  and  Battle  Creek  cost  more  than  any  other 
steam  railroad  paralleling  those  lines. 

Mr.  Hamilton.  Is  that  the  Michigan  Railroad? 

Mr.  Ladd.  Yes.  We  go  into  the  city  of  Grand  Rapids  on  a  private 
right  of  way  to  the  center  of  the  town,  and  the  terminals  in  Grand 
Rapids  cost  between  one  and  two  million  dollars.  The  road  is  oper- 
ated by  a  1,200-volt  system.  The  electric  locomotives  of  that  road 
are  competent  to  pull  any  train  of  40  to  50  cars,  but  we  are  in  a  situa- 
tion, gentlemen,  where  being  a  railroad,  every  railroad  west  of  Chi- 
cago gives  us  prorating  and  gives  us  through  rates,  while  all  of  the 
railroads  east  of  Chicago  absolutely  refuse,  except  oji  40  miles  of  track 
between  Allegan  and  Battle  Creek,  which  was  formerly  operated  as  a 
steam  road  and  was  part  of  the  Michigan  Central  &  Lake  Shore  sys- 
tem, Avhere  we  are  given,  by  right  of  suilerance,  apparently,  a  through 
rate  and  prorating,  and  denied  it  on  all  the  rest  of  the  line. 

The  road  from  Grand  Rapids  to  Battle  Creek  and  Kalamazoo  was 
built  for  the  express  purpose  of  connecting  up  with  the  railroads,  and 
particularly  with  the  Grand  Trunk,  and  when  it  was  built  and  the 
Grand  Trunk  was  asked  for  the  through  connections,  pressure  was 
bionght  to  bear  by  the  New  York  Central  lines  and  the  Pennsylvania, 
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SO  that  those  connections  never  were  made  and  we  were  refused  the 
right  of  through  routing  and  through  rates.  That  is  the  situation 
in  so  far  as  this  electrically  operated  railroad  is  concerned. 

Mr.  Hamilton.  Whete  is  your  Michigan  Kailway  line? 

Mr.  Ladd.  The  Michigan  Railway  runs  from  Kalamazoo  to  Battle 
Creek  to  Jackson,  Jackson  to  Lansing,  Lansing  to  Owosso  and  St. 
Johns,  and  that  is  all  on  private  right  of  way  except  between  Kala- 
mazoo and  Battle  Creek,  operated  by  a  third  rail,  and  so  is  the  line 
from  Grand  Kapids  to  Battle  Creek  and  Kalamazoo. 

Mr.  Hamilton.  By  private  right  of  way  do  you  mean  a  right  of 
way  owned  by  the  corporation  itself  ? 

Mr.  Ladd.  Owned  by  the  corporation  itself  just  the  same  as  any 
other  railroad. 

Then  we  were  face  to  face  with  a  situation,  imder  the  March,  1918, 
act,  where  the  freight  earnings  of  this  line  of  railroad  were  less  than 
the  passenger  earnings,  and  henceforth  we  were  shoved  over  into  the 
interurban  class,  while,  for  example,  Mr.  Cass's  road,  which  is  no 
different  from  ours  and  operated  by  electricity,  is  given  a  contract 
with  the  Government. 

Mr.  Denison.  Why  did  they  make  it  different? 

Mr.  Ladd.  On  account,  I  assume,  of  the  percentage  of  freight.  Mr. 
Cass  has  40  per  cent  and  the  Michigan  Railroad,  as  now  constituted, 
about  33  1-3  per  cent  of  freight.  The  Oregon  Electric,  in  Oregon, 
which  is  another  railroad  operated  by  electricity,  is  taken  over  en- 
tirely because  all  of  its  stock  is  owned,  I  believe,  by  the  Southern 
Pacific  Railroad.  The  Utah  Electric  is  in  the  same  category  that  we 
are.  I  came  down  to  Washington  myself  and  saw  Judge  Payne  and 
asked  him  to  telegraph  the  Michigan  Railroad  Commission  to  allow 
us  to  file  our  rates  under  general  order  28,  which  he  did,  and  we  filed 
them,  and  we  got  those  rates,  passenger  and  freight,  for  17  days,  until 
the  orders  were  sent  out  to  send  back  the  short  lines  to  their  owners  on 
the  29th  day  of  June.  We  got  the  rates  after  that,  until  we  were  re- 
strained from  charging  in  excess  of  2  cents  a  mile  for  passengers,  as 
provided  by  the  railroad  statutes  of  the  State  of  Michigan.  Under 
the  railroad  statute  under  which  we  are  incorporated  we  are  told  that 
we  can  not  charge  in  excess  of  2  cents  a  mile,  but  we  are  not  a  railroad 
when  we  come  down  here  to  Washington  but  we  are  an  interurban  line, 
something  that  does  not  legally  exist  in  the  State  of  Michigan. 

The  Chairman.  You  complain  about  your  present  status  under  the 
Federal-control  act. 

Mr.  Ladd.  I  am  now  coming  to  the  situation  as  it  is  incorporated  in 
the  Cummins  bill  which  was  filed  yesterday,  and  I  ask  that  when 
this  act  goes  through,  gentlemen,  that  a  railroad  be  defined,  because 
we  are  being  deprived  of  our  just  freight  by  failure  to  be  given 
through  rates  and  through  charges,  and  because  our  freight  earnings 
are  below  what  they  should  be  by  the  very  acts  of  the  steam  roads 
themselves,  and  we  ask  that  we  be  allowed  to  come  in  that  category. 
In  other  words,  the  very  thing  that  puts  our  freight  down  to  33-J  per 
cent  instead  of  50  or  60  or  70  per  cent,  where  it  should  be,  is  accom- 
plished by  the  failure  to  prorate  and  give  through  rates  to  this  elec- 
trically operated  railroad. 

To  illustrate:  The  Consumers'  Power  Co.  has  a  plant  at  Grand 
Rapids  that  produces  the  power  which  is  used  to  drive  these  cars. 
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It  now  takes  1,200  cars  of  coal  a  year,  and  the  amount  is  constantly 
increasing.  The  same  interests  control  the  Consumers'  Power  Co. 
that  are  interested  in  the  Michigan  Eailroad ;  still,  on  account  of  the 
conditions  that  exist,  we  can  not  haul  the  coal  that  produces  the 
power  which  propels  our  own  cars. 

Mr.  Merritt.  Do  you  mean  you  can  not  on  account  of  physical 
conditions  or  that  you  can  not  afford  to? 

Mr.  Ladd.  We  can  not  because  there  is  no  through  rate.  Physically 
we  can  haul  all  the  coal  they  will  offer  us.  We  have  got  a  bettei 
roadbed  between  Kalamazoo  and  Grand  Rapids  and  Battle  Creek 
and  Grand  Rapids  than  either  the  Grand  Rapids  &' Indiana  or  the 
New  York  Central. 

Mr.  Sims.  The  roads  that  do  actually  carry  it  ? 

Mr.  Ladd.  Yes.  For  instance,  from  Grand  Rapids  to  Holland  we 
have  through  travel,  connecting  with  the  Graham  &  Morton  Line, 
and  can  carry  all  the  freight  they  offer  us  and  deliver  freight  to  them, 
and  we  can  also  do  that  west  of  Chicago;  but  when  it  comes  to 
through  tariffs  from  the  coal  mines  or  from  the  East  or  in  Michigan, 
we  have  none  except  on  the  40  miles  of  road. 

The  Chairman.  Do  you  anticipate  that  that  condition  will  con- 
tinue after  Federal  control  ceases? 

Mr.  Ladd.  That  condition,  Mr.  Chairman,  will  continue  if  you 
leave  the  wording,  or  it  may  continue,  if  you  leave  the  wording  of 
the  act  as  provided  in  the  Cummins  bill  or  in  form  similar  to  that 
provided  in  the  act  of  March,  1918,  which  authorized  the  railroads  to 
be  taken  over  by  the  Government. 

The  Chairman.  Under  the  bill  4378  we  give  jurisdiction  to  the 
commission  over  common  carriers  engaged  in — 

(a)  the  transportation  of  passengers  or  property  by  railroad  or  by  water,  or 
partly  by  railroad  and  partly  by  water. 

Would  not  that  cover  your  lines  ? 

Mr.  Ladd.  If  you  do  not  at  some  later  date  amend  bill  4378  and 
put  an  exception  in  there  somewhere  excepting  street  railways  and 
mterurban  railroads  operated  by  electricity  the  greater  portion  of 
whose  earnings  are  passenger — — 

The  Chairman  (interposing).  That  is  the  proviso  in  the  Federal- 
control  act. 

Mr.  Ladd.  Yes,  sir ;  and  that  is  referred  to  in . 

The  Chairman  (interposing).  Do  you  want  that  proviso  main- 
tained ? 

Mr.  Ladd.  We  want  that  proviso  eliminated. 

Mr.  Dewalt.  You  want  that  proviso  eliminated ;  and  are  you  will- 
ing, then,  to  say  that  these  railways  shall  be  subject  to  the  same  con- 
trol as  other  railroads? 

Mr.  Ladd.  We  are  not  a  street  railroad.     We  are  a  railroad. 

Mr.  Dewalt.  Let  me  put  it  another  way. 

Mr.  Ladd.  I  do  not  think  street  railwa3''s  should  come  under  this  act. 

Mr.  Deavai.t.  Are  you  willing  to  go  to  the  extent  of  saying  that 
these  electric-powered  roads,  such  as  yours,  should  be  subject  to  the 
same  control  as  the  railroads? 

Mr.  Ladd.  Yes,  sir ;  because  we  are  a  railroad. 

Mr.  Dewalt.  In  other  words,  boiling  it  down,  you  would  be  willing 
to  say  for  your  line  and  other  similar  lines  that  the  term  "  carrier ' 
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should   include  interurban  railroads  or  electric-powered   railroads 
that  carry  passengers  and  freight. 

_  Mr.  Ladd.  Yes;  in  other  words,  I  maintain  we  are  not  an  interurban 
line.  We  are  a  railroad  just  the  same  as  any  other  railroad,  and  I 
am  perfectly  willing  to  go  that  far.  A  street  railway  and  an  elec- 
trically operated  railway  are  not  the  same  thing  at  all. 

Mr.  Hamilton.  Your  railroad  between  Grand  Rapids  and  Kala- 
mazoo parallels  the  G.  E.  &  I. 

Mr.  Ladd.  Yes,  sir. 

Mr.  Ha3iilton.  And  parallels  the  Lake  Shore. 

Mr.  Ladd.  The  New  York  Central — the  old  Lake  Shore ;  yes,  sir. 

Mr.  Eayburn.  What  about  your  condition  before  Federal  control? 

Mr.  Ladd.  Before  Federal  control? 

Mr.  Eayburn.  Yes. 

Mr.  Ladd.  We  were  a  railroad  then. 

Mr.  Eayburn.  You  were  then  what  you  want  to  be  now,  is  that  it  ? 

Mr.  Ladd.  We  do  not  want  to  change  our  condition,  but  we  want 
this  act  when  it  is  finally  passed  to  define  and  make  clear  that  a  rail- 
road is  a  railroad,  whether  it  is  operated  by  electricity  or  whether  it 
is  operated  by  steam. 

Mr.  Eayburn.  There  is  nothing  in  the  proposed  Esch  bill  that 
would  keep  you  from  being  a  railroad. 

Mr.  Ladd.  It  is  entirely  satisfactory,  but  bills  as  proposed  some- 
times do  not  go  through ;  in  other  words,  there  may  be  amendments  to 
this  bill  from  time  to  time,  and  I  desire  to  call  your  attention  to  the 
anomaly  in  which  this  railroad  now  finds  itself. 

Mr.  Merritt.  You  think  that  in  the  Senate  bill  there  is  such  a  pro- 
vision ? 

Mr.  Ladd.  I  think  there  are  some  provisions  in  the  Senate  bill  that 
call  in  question  that  status. 

Mr.  Merritt.  Can  j^ou  not  incorporate  in  your  testimony  a  refer- 
ence to  those  provisions  ? 

Mr.  Ladd.  I  can,  but  I  just  got  a  copy  of  that  bill  last  night. 

Mr.  Hamilton.  When  you  revise  your  remarks  3^011  can  refer  to 
such  language  in  the  Senate  bill.  You  need  not  do  that  now,  but  your 
remarks  will  be  given  to  you  for  revision  and  j^ou  can  then  incorporate 
those  references. 

Eeference  to  Senate  bill  2906  discloses  that  section  1  of  this  bill  or 
any  other  section  does  not  cover  all  common  carriers  to  the  same  ex- 
tent as  does  section  1  of  House  bill  4378.  We  are  particularly  in- 
terested that  whatever  bill  finally  becomes  a  law  that  it  shall  be  as 
broad  as  the  so-called  Esch  bill,  so  far  as  its  scope  is  concerned. 

Section  10  of  Senate  bill  2906,  page  13,  lines  4  to  6,  inclusive,  ex- 
cepts street  railway's  and  interurban  railways  in  the  same  indefinite 
terms  as  did  the  Federal  control  act,  so  called,  of  March  21,  1918. 
This  proviso  should  be  stricken  out  in  any  bill  that  may  be  passed. 

Mr.  Ladd.  Yes.  I  only  have  about  15  minutes  and  I  want  you 
gentlemen  to  see  the  situation.  If  I  was  the  Grand  Eapids  &  Indiana 
or  the  Pennsylvania  or  the  New  York  Central,  naturally  I  would 
not  want  to  gi^^e  through  rates.  I  would  want  these  1,200  cars  of  coal 
that  go  to  a  plant  that  we  absolutely  control.  I  do  not  blame  them. 
If  I  happened  to  be  the  attorney  for  those  roads,  I  would  be  standing 
in  their  pew  to-day ;  there  is  no  doubt  about  that,  but  either  a  railroad 
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is  a  railroad  or  not,  and  the  fact  that  somebody  has  been  progressive 
enough  to  build  a  railroad  in  the  State  of  Michigan  and  operate  it 
with  electricity,  as  the  Illinois  Central  and  the  Michigan  Central 
Railroad,  for  instance,  now  contemplate  doing  in  Chicago,  and  as 
every  railroad's  terminal  will  be  operated  in  the  next  10  or  15  years, 
and  as  the  St.  Paul  operates  its  line  for  three  or  four  hundred  miles 
over  the  Eoclr^  Mountains,  and  as  the  New  York  Central  and  Penn- 
sylvania operate  into  New  York,  why  should  we  be  penalized,  why 
should  we  be  kept  down,  and  why  should  we  be  put  in  the  position 
where  we  can  not  get  the  freight  because  they  will  not  let  us  have  it  ? 

And  right  here  I  want  to  say  another  thing:  We  have  physical 
connections  with  the  railroads  at  every  terminal — Holland,  Grand 
Rapids,  Allegan,  Battle  Creek,  Kalamazoo,  and  other  places — physi- 
cal connections  to  do  this  very  thing,  and  the  Michigan  Railroad 
Commission  has  issued  an  order  for  a  physical  connection  with  the 
New  York  Central  at  Grand  Rapids,  and  they  are  doing  everything 
under  heaven  to  stop  us  from  getting  it,  because  they  know  this 
situation  exists,  and  they  know  we  can  handle  the  freight,  because 
on  part  of  our  road  for  40  miles  we  have  through  tariffs — on  a  part 
of  the  road  that  they  once  owned.  They  refused  it  on  the  other  part 
of  the  road,  although  we  have  through  tariffs  west  of  Chicago.  If 
that  is  not  an  anomalous  situation,  I  never  heard  of  one. 

The  Chairman.  What  percentage  of  your  gross  receipts  are  de- 
rived from  passenger  traffic? 

Mr.  Ladd.  Mr.  Chairman,  in  the  case  of  the  Michigan  Railroad 
Co.,  I  would  say  between  25  and  33^  per  cent  freight  and  the  balance 
passenger. 

Mr.  Rayburn.  Before  Federal  control  what  was  the  situation? 

Mr.  Ladd.  It  was  about  the  same.  The  Michigan  Railway  hd's  a 
greater  percentage  of  passenger  earnings  so  far  as  that  is  concerned. 
Frankly,  think  of  it.  Here  is  a  road  operated  between  Grand  Rapids, 
Kalamazoo,  and  Battle  Creek,  and  between  Grand  Rapids  and  Hol- 
land we  get  all  of  the  local  passenger  business  there  at  2  cents  a 
mile.  Whether  we  are  losing  money  or  not,  none  of  it  goes  to  the 
Federal  roads — nothing  but  the  freight  traffic.  Naturally  we  would 
get  a  larger  percentage  of  that,  because  we  give  better  service  as  far 
as  that  is  concerned,  but  at  the  same  time  you  are  taking  passenger 
business  away  from  the  Federal-controlled  roads  simply  on  account 
of  this  discrimination  as  to  freight. 

Mr.  Hamilton.  Your  percentage  of  freight  earnings  is  lower,  be- 
cause you  can  not  get  through  rates? 

Mr.  Ladd.  Absolutely  so. 

Mr.  Hamilton.  And  that  makes  your  passenger  percentage  larger  ? 

Mr.  Ladd.  Yes,  sir. 

The  Chairman.  Your  trouble  comes  in  the  j)roviso  of  the  Federal- 
control  act? 

Mr.  Ladd.  Yes,  sir;  absolutely;  but  also  because  of  the  law  and 
conditions  prior  to  Federal  control.  Then  there  is  one  thing  that  I 
want  to  say  here.  There  was  an  amendment  proposed  yesterday. 
I  think  the  way  the  Esch  bill  now  reads  it  covers  only  electrically 
operated  street  railwaj'^s,  which  I  believe  would  cover  the  situation, 
so  that  there  would  be  no  question.  The  amendment  suggested  yes- 
terday was,  after  the  word  "  character "  in  line  1  of  page  25,  the 
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committee  print  of  tlie  bill,  add  "  but  may  establish  snch  through 
route  classifications  or  practices  as  to  all  other  railroads  subject  to 
this  act,"  etc.,  the  worcl,  "  may  "  should  be  changed  to  "  shall."  In 
other  words,  if  you  change  the  word  "  may "  to  "  shall,"  we  will 
not  be  in  the  position  of  coming  down  to  Washington  if  a  situation 
exists  where  there  is  too  much  steam  road. 

Mr.  SiBis,  Before  the  Government  took  over  the  Pennsylvania 
and  the  New  York  Central,  they  w^ould  not  give  you  through  rates? 

Mr,  Ladd.  No,  sir ;  they  would  not. 

Mr.  Siais.  Will  have  to  by  order  of  the  commission  ? 

Mr,  Ladd,  The  commission  or  whatever  body  functions  here 
under  the  bill  that  you  gentlemen  propose  to  make  law. 

Let  me  show  you  what  actually  happened.  After  this  railroad 
was  sent  back  to  its  owners,  June  29,  1918, 1  came  down  to  AVashing- 
ton  and  saw  Judge  Payne.  I  came  to  the  conclusion  at  least  that 
Judge  Payne  thought  that  the  Michigan  Railway  Co.  should 
have  a  short  line  contract  the  same  as  a  great  many  other  short  line 
roads.  I  think  he  was  of  that  opinion,  but  Judge  Paj^ie  told  me 
that  the  matter  would  be  referred  to  the  executive  committee  of 
the  Eailroad  Administration.  It  was  referred  to  the  executive 
committee  of  the  Railroad  Administration,  composed  entirely  of 
steam  road  men,  and  it  came  to  a  sudden  end,  a  sudden  death,  and 
we  were  absolutely  refused  the  right  to  have  a  short-line  contract. 

Mr.  Hamilton.  What  is  the  name  of  the  railroad,  the  electric  line 
which  extends  from  St.  Joseph  southward  through  South  Bend, 
Ind.,  Elkhart,  and  on  south  ? 

Mr.  Collins.  That  is  the  Southern  Michigan  Railway. 

Mr.  Ladd.  I  simply  want  to  call  you  gentlemen's  attention  to  the 
fact  that  there  are  other  roads  that  are  in  the  same  category  that 
we  are.  I  know  that  they  refused  the  Utah  line,  because  they  were 
here  about  the  same  time,  and  they  sent  it  to  the  executive  committee 
of  the  Railroad  Administration.  That  was  a  final  no.  You  know 
the  reason  why. 

Mr.  S'svEET.  Your  whole  complaint  is  the  condition  under  Fed- 
eral control? 

Mr.  Ladd.  No,  sir.  My  whole  complaint  is  against  the  condition 
that  existed  before  and  after  Federal  control,  both  subsequent  to 
Federal  control  and  before  we  had  Federal  control.  Let  us  not 
make  any  mistake  about  that.  In  redrafting  this  act  I  ask  that  you 
make  it  absolutely  mandatory  for  the  Interstate  Commerce  Commis- 
sion, or  whatever  commission  may  function,  whether  it  be  the  Inter- 
state Commerce  Commission  or  some  other  commission,  to  provide 
for  through  rates  and  tariffs  for  these  electrically  operated  railroads. 

All  we  ask  for  is  simple  justice.  We  do  not  ask  anything  from 
anyone.  If  these  roads  had  not  been  in  the  hands  of  strong  people 
they  would  have  been  in  the  hands  of  receivers  long  ere  this.  Do  not 
misunderstand  that.    All  we  ask  is  simple  justice. 

Mr.  Denison.  As  to  your  general  statement  that  all  you  ask  is 
simple  justice,  of  course  the  committee  wants  to  give  everybody 
justice,  but  if  you  will  put  in  concrete  form,  in  a  provision,  what 
you  want,  then  we  can  give  it  more  serious  consideration. 

Mr.  Ladd,  I  have  suggested  the  present  form  of  the  Esch  bill  with 
such  additions  and  amendments  as  are  now  proposed  is  satisfactory. 
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If  we  leave  it  to  some  future  date  some  one  will  make  some  insertion 
or  amendment  to  this  bill  that  will  upset  the  whole  thing. 

The  Chairman.  The  committee  will  now  take  a  recess  until  2 
o'clock  p.  m. 

(Thereupon  the  committee  took  a  recess  until  2  o'clock  p.  m.) 

AFTER  RECESS. 

STATEMENT  OF  G.  L.  OLIVER,  OF  FORT  SMITH,  ARK.,  TRAFFIC 
MANAGER  OF  FORT  SMITH  &  WESTERN  RAILROAD  CO. 

The  Chairman.  You  may  state  your  name  and  address  and  whom 
you  represent,  Mr.  Oliver. 

Mr.  Oliver.  My  name  is  G.  L.  Oliver,  of  Fort  Smith,  Ark. 

Gentlemen  of  the  committee,  being  a  traffic  man,  I  will  deal  en- 
tirely with  traffic  matters,  and  particularly  with  reference  to  the  in- 
creasing of  the  possibilities  of  the  short  line  as  to  securing  additional 
traffic,  and  in  order  to  do  that  and  in  order,  in  part,  to  show  the 
reasonableness  of  the  motions  and  suggested  adoptions  offered  by 
Mr.  Cain,  I  am  going  to  start  in  as  to  our  particular  features  and 
situation  when  the  Government  took  over  the  railroads. 

When  the  Government  took  over  the  railroads  we  were  released 
some  two  weeks  prior  to  the  increase  in  freight  rates.  We  had  filed 
our  freight  rates  in  accordance  with  General  Order  28,  but  they 
were  promptly  suspended  by  the  commission,  because  we  were  re- 
leased prior  to  the  effective  date  of  those  tariffs. 

We  then  had  to  go  home,  issue  new  tariffs,  and  also  file  petitions 
with  the  Interstate  Commerce  Commission  and  with  the  State  com- 
missions for  those  increased  rates,  which  were  very  shortly  granted, 
although  it  took  the  Interstate  Commerce  Commission  about  two 
months  to  do  so.  About  that  time  the  Government  had  practically 
stated  that  the  roads  which  it  relinquished  could  not  be  expected  to 
receive  in  any  way,  shape,  or  form  any  financial  assistance  from  the 
Government;  so  we,  being  what  you  might  call  between  the  devil 
and  the  deep  sea,  preferred  to  fight  the  devil.  If  the  administra- 
tion had  taken  over  our  property,  there  is  no  question  but  that  they 
would  have  interfered  with  it  in  such  a  way  that  when  we  got  it 
back  it  would  have  been  quite  a  different  piece  of  property,  so  that, 
being  released,  we  had  to  start  out  to  work  that  property  the  best 
way  we  could,  and  realized  that  it  was  up  to  us  to  do  that  indi- 
vidually and  without  interruption,  if  possible. 

The  first  thing  we  did  was  to  start  in  and  see  what  additional 
traffic  we  could  get.  Before  doing  this  it  was  necessary  to  attend 
meetings  in  Chicago,  St.  Louis,  and  Kansas  City,  because  right  at 
the  commencement  of  Government  control  committees  Avere  formed, 
called  rerouting  committees.  Those  rerouting  committees  proceeded 
to  get  up  charts  and  to  establish  certain  channels  of  transportation, 
which  would  have  positively  taken  away  from  us  30  or  40  per  cent 
of  our  competitive  and  high-class  traffic;  so  we  had  to  proceed  to 
stop  that  if  we  could.  We  were  unable  to  stop  it,  and  tonnage  then 
began  to  be  taken  away  from  us. 

I  went  up  to  the  regional  director  in  St.  Louis,  and  made  a  per- 
sonal appeal  as  to  the  injustice  of  that,  laying  before  him  the  fact 


EETUKF  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1941 

that  the  Government  had  told  us  we  could  expect  no  financial  assist- 
ance, and  all  we  asked  was  to  be  left  alone  and  to  take  care  of  our 
business  along  all  the  proper  and  lawful  channels  then  open  to  us; 
but  the  regional  director,  through  his  assistant,  refused  to  see  it  in 
that  light.  He  said,  "  You  are  not  going  to  have  this  traffic.  This 
traffic  is  circuitous,  and  you  can  not  expect  it." 

The  Chairman.  By  "  we  "  you  mean  the  Fort  Smith  &  Western? 

Mr.  Oliver.  The  Fort  Smith  &  Western. 

The  Chairman.  That  was  in  tlie  hands  of  a  receiver  at  that  time, 
was  it  not? 

Mr.  Oliver.  It  was  in  the  hands  of  a  receiver.  So  I  came  along  to 
Washington,  and  saw  the  director  of  traffic  here,  Mr.  Edward  Cham- 
bers. I  explained  the  situation  to  Mr.  Chambers,  as  clearly  as  I 
could,  and  while  I  could  see  very  plainly  that  he  appreciated  the  situ- 
ation and  would  like  to  acknowledge  that  our  contention  was  correct, 
he  did  not  feel  in  a  position  to  authorize  the  continuance  of  what  he 
called  circuitous  routes. 

Do  not  misunderstand  me.  Those  routes  had  been  open  to  us  in 
the  past  and  should  have  been  open  to  us  under  Government  control, 
but  they  attempted  to  take  them  away  from  us,  because  they  laid  upon 
those  routes  the  formula,  more  by  guesswork  than  anj'thing  else, 
that  if  they  were  115  per  cent  longer  than  the  short  route,  that  they 
were  taboo  routes,  and  we  would  not  be  allowed  to  handle  traffic  on 
them.  However,  I  did  convince  him  to  a  certain  extent  of  the  justice 
of  our  position,  and  he  wrote  to  the  traffic  assistant  in  Chicago,  and 
the  traffic  assistant  in  St.  Louis,  under  the  regional  directors : 

That  it  is  not  the  intention  at  this  time  to  amend  tariffs  so  as  to  provide  new 
rates  or  allow  new  conditions.  It  is,  however,  tlie  intention  to  immediately 
divert  traffic  to  that  line  which  will  reimburse  them  for  their  loss  due  to  the 
action  of  lines  under  Federal  control,  and  by  a  system  of  monthly  reports  to 
determine  when  this  has  been  accomplished  and  normal  conditions  restored. 
The  routings  suggested  by  Mr.  Oliver  may  be  used,  provided,  of  course,  they 
do  not  seriously  interfere  with  operating  conditions,  in  which  event  other  routes 
and  routing  must  be  selected.  For  example,  on  traffic  sent  to  points  on  that 
line,  there  would  be  nothing  to  prevent  the  use  of  the  route  via  the  Frisco 
through  Fort  Smith,  and  in  the  event  divisions  are  not  now  applicable  via  that 
routing,  you  should  use  a  basis  for  the  divisions  which  may  be  temporarily 
established  so  as  to  properly  adjust  the  revenue  on  the  traffic  forwarded  via 
junctions  to  which  the  current  divisions  do  not  now  apply. 

Without  making  this  too  lengthy,  I  want  to  testify  that  the  intent 
and  purpose  of  that  paragraph  has  never  been  carried  out.  '\^niile 
diversions  did  cease  to  a  certain  extent,  they  did  not  cease  by  any 
manner  of  means,  and  while  the  regional  directors  tried  to  give  us 
tonnage  in  return,  we  were  getting  on  an  average  perhaps  one  car  for 
every  six  they  took  away  from  us.  In  other  words,  while  it  was  the 
intention  of  the  administration  in  Washington  to  treat  us  fairly, 
we  have  been  abused,  and  abused  seriously,  by  this  continuous  and 
constant  diversion  of  traffic  without  any  reimbursement,  notwith- 
standing the  fact  that  in  the  interim  our  operating  cost's  had  risen 
83  per  cent.  We  were  not  paying  the  same  scale  of  wages  as  paid  by 
the  carriers  before  Government  control.  To-day  we  are  paying  the 
same  scale  of  wages,  so  what  have  we  there?  We  have  the  entire 
increase  in  those  wages  that  was  granted  to  Government  roads  with 
the  additional  to  bring  our  men  up  to  standard  pay  from  the  lower 
scale  they  were  receiving  before  that  time.    We  had  that  increased 
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Mr.  Oliver.  The  feeder  carriers,  what  I  call  feeder  carriers,  the 
trunk-line  carriers  principally,  have  always  prior  to  Government  con- 
trol, figuratively  speaking,  built  a  wall  around  these  short  lines,  so 
that  while  they  could  get  into  the  slix)rt-line  territory,  they  would  not 
let  them  out  and  would  not  let  them  into  all  of  the  possibilities  of 
earning  revenue  by  increasing  their  tonnage. 

As  an  illustration  of  that  and  a  reason  for  the  proviso  sug- 
gested, you  will  note  in  that  map  a  heavy  line  runs  over  from  Fort 
Smith  to  a  town  called  Wellston,  the  mileage  of  which  is  186  miles. 
Now,  directly  southwest  from  there  is  Lawton.  From  Fort  Smith 
there  are  through  rates  to  Lawton,  and  the  only  way  the  through 
rates  apply  is  by  hauling  the  tonnage  directly  north  from  Fort 
Smith  up  to  Monett. 

The  Chairman.  Up  through  the  northeast  corner? 

Mr.  Oliver.  Up  to  the  northeastern  corner,  over  the  Frisco  Eail- 
way  direct  and  down  over  the  Frisco  Railway  direct  through 
Wellston  into  Lawton. 

The  total  mileage  over  that  route  is  484  miles,  whereas  by  using 
the  Fort  Smith  &  Western,  a  short-line  property  in  connection  with 
the  Frisco,  there  would  be  a  total  mileage  of  313  miles,  or  a  mileage 
less  than  the  current  mileage  used  of  171  miles,  and  yet  you  would 
be  surprised,  gentlemen,  to  know  that  the  rate  over  the  Fort  Smith 
&  Western  to  Wellston,  care  of  the  Frisco,  is  considerably  higher  than 
the  Frisco  rate  for  that  excess  difference,  because  the  Frisco  has  con- 
sistently refused  to  allow  us  to  participate  in  that  through  rate. 

You  can  see  the  possibilities  that  if  we  were  allowed  to  participate 
in  those  rates,  we  would  be  able,  not  individually  to  serve  ourselves 
and  to  increase  our  own  traffic,  but  we  would  be  able  to  go  out  into 
the  country  and  increase  the  efficiency  and  service  to  the  public,  be- 
cause by  handling  that  tonnage  we  could  give  better  efficiency  in  con- 
nection with  the  Frisco  than  the  Frisco  can  give  it  over  its  own  rails 
direct.  Therefore  the  present  law,  when  it  says  "  that  the  commis- 
sion can  not  require  of  the  carrier  without  its  consent  to  embrace  in 
such  routings  substantially  less  than  the  entire  length  of  its  rail- 
road," is  allowing  something  to  that  carrier  of  which  it  has  always 
taken  advantage,  and  it  will  always  produce  that  part  of  the  law 
when  we  try  to  get  in  through  rates,  as  outlined  in  this  blue  print  at- 
tached. 

The  Chairman.  They  get  the  advantage  by  prorating  on  the 
longer  basis? 

Mr.  Oliver.  They  do  not  prorate,  Mr.  Chairman.  They  retain 
the  entire  100  per  cent  revenue  to  their  own  rails  and  refuse  to  pro- 
rate. 

The  Chairman.  I  observe  from  this  map  that  the  Frisco  prac- 
tically pockets  your  line  on  three  sides. 

Mr.  Oliver.  It  does. 

The  Chairman.  And  besides  has  two  lines  crossing  your  territory  ? 

Mr.  Oliver.  Yes,  sir. 

The  Chairman,  So  you  are  in  pretty  hard  straits? 

Mr.  Olt\^r.  Noticing-  that  situation  there,  as  you  do,  the  Frisco 
gets  into  all  of  our  territory,  but  refuses  to  let  us  into  theirs. 

Now,  getting  back  to  Mr.  Chambers's  letter,  if  the  route  suggested 
by  Mr.  Chamb(!rs,  which  he  did  f^uffgest  in  that  letter,  was  reasonable 
during  Govermnent  control,  why  should  they  refuse  to  establish  those 
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routings  and  make  them  legal  and  lawful  ?  They  attempted  and  did 
take  away  from  the  Fort  Smith  &  Western  traffic  over  what  they 
called  circuitous  routings,  although  those  were  lawful  routings,  and 
they  attempted  to  give  us  traffic  over  other  routings,  but  refused  to 
establish  them  as  legal  and  lawful. 

The  Chairman.  Then  you  want'to  amend  the  provision  of  existing 
law  with  reference  to  the  distance  traveled,  permitting  the  connecting 
carrier  to  use  his  line? 

Mr,  Oliver.  Yes;  I  do.  • 

The  Chairman.  In  order  to  get  the  shorter  mileage? 

Mr.  Oliver.  Yes,  sir. 

The  Chairman.  Where  a  more  direct  route  would  be  available? 

Mr.  Cooper.  I  do  not  think  the  chairman  heard  your  amendment. 

The  Chairman.  No. 

Mr.  Cooper.  Having  seen  this  map,  I  think  it  would  be  clearer  to 
this  committee  if  you  should  read  it  once  more.  I  should  like  to 
hear  it  now,  after  having  seen  the  map. 

Mr.  Olbter.  You  are  familiar  with  the  present  law  as  regards  em- 
bracing the  mileage,  etc.,  and  it  is  proposed  to  add  a  proviso  to  that 
paragraph,  reading  as  follows: 

And  provided  further,  That  upon  reasonable  request  therefor  as  outlined  and 
provided  in  section  13,  the  commission  shall  require  any  carrier  or  carriers 
maintaining  through,  single,  or  joint-line  routes,  classifications,  rates,  fares, 
or  charges,  between  localities  served  by  other  carriers  not  included  in  said 
joint-line  routes,  classifications,  rates,  fai'es,  or  charges,  to  open  up  new  joint 
routes  and  maintain  joint  classifications,  rates  fares,  or  charges  the  same  as 
maintained  by  the  use  of  existing  single  or  joint-line  routes,  classifications, 
joint  rates,  fares,  or  charges  with  such  additional  carriers,  when  by  doing  so 
the  joint  distance  shall  be  no  greater  or  less  than  the  single  joint-line  distance 
currently  used  in  the  application  of  the  existing  single  or  joint-line  routes. 

In  other  words,  it  is  thought  to  add  a  new  route  to  an  existing 
condition,  not  to  cancel  any  route  as  regards  existing  conditions,  but 
to  add  a  new  route  when  by  doing  so  you  are  not  increasing  the 
mileage.  You  might  be  increasing  the  number  of  lines,  but  -you 
would  not  be  increasing  the  total  mileage  by  adding  those  additional 
routes,  the  result  being  that  you  will  help  to  take  care  of  many  of 
these  short  lines,  and  enable  them  to  go  out  and  secure  additional 
traffic,  and  at  the  same  time  you  will  be  giving  to  the  public  com- 
petitive service  where  it  is  now  local,  in  consequence  of  which  you 
will  be  giving  them  increased  efficiency  in  the  handling  of  that 
service. 

The  thought  of  that  amendment  does  not  for  one  moment  take 
away  from  the  Frisco  its  privileges,  or  from  any  line,  for  that 
matter,  its  privilege  to  handle  that  traffic,  or  going  out  and  getting 
it  at  Fort  Smith  and  handling  it  around  that  way,  but  it  does  allow 
the  Fort  Smith  &  Western  to  also  go  out  and  try  to  get  that  busi- 
ness. 

Now,  the  public  soon  gets  acquainted  with  the  conditions.  If  the 
Fort  Smith  &  Western  goes  out  and  gets  that  business  and  handles 
it,  and  the  Frisco  goes  out  and  gets  that  business — some  of  it — and 
handles  it,  and  we  give  the  best  results,  we  are  going  to  handle  more 
than  the  Frisco ;  if  the  Frisco  gives  the  best  results,  they  are  going 
to  handle  more  than  we;  so  you  are  placing  those  two  roads  on  a 
parity,  one  with  the  other,  allowing  their  own  initiative  work,  exer- 
cised in  the  performance  of  the  service  of  their  own  railroads,  to  let 
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the  public  judge  which  is  the  best  service  and  which  is  the  most  effi- 
cient route  in  the  handling  of  that  service.  But  just  so  long  as  we 
are  denied  the  privilege  of  those  things,  the  Frisco  is  able  to  hold  100 

Eer  cent  of  that  business  and  to  give  any  class  of  service  that  it  sees 
t  to  the  people  using  it. 

The  Chairman.  Of  course,  we  could  not  make  a  statute,  based 
merely  on  one  instance.    Is  this  a  condition  that  is  quite  prevalent  ? 

Mr.  Oliver.  So  prevalent  that  I  have  one  worse  in  front  of  me. 

The  Chairman.  Two  would  not  make  a  cause  of  complaint? 

Mr.  Olia^ee.  Mr.  Chairman,  I  could  produce,  if  I  had  to,  for  our 
road  alone,  40  or  50  of  such  illustrations.  In  order  to  more  thor- 
oughly show  you  that  this  is  not  an  isolated  case,  that  it  is  something 
which  is  common  with  every  railroad  in  the  country,  and  that  there 
are  a  great  many  of  these  routings,  the  connnittee  in  St.  Louis  asked 
me  to  go  back  home  and  see  if  I  could  not  submit  dockets  which 
would  let  us  into  natural  routings  where  we  were  not  in  to-day. 

I  went  home  and  I  submitted  25,  30,  or  35  of  those  dockets.  They 
were  submitted  ranging  anywhere  from  2  to  8  months  ago,  and 
up  to  tliis  date  not  one  of  those  dockets  has  been  approved,  and 
there  have  been  five  or  six  of  them  negatived,  but  as  far  as  possible, 
the  committee  in  St.  Louis  will  not  negative  those  dockets,  because 
that  gives  me  the  privilege  of  going  higher  up,  but  they  will  side- 
track them  and  refuse  to  consider  them.  That  is  about  the  truth 
in  regard  to  those  dockets.  The  consequence  is,  those  natural  rout- 
ings that  Mr.  Chambers  wanted  me  to  give  him,  the  committee  in 
St.  Louis  refused  to  consider. 

^  They  even  went  so  far,  when  some  of  the  shippers  made  applica- 
tion to  us  to  get  these  routings,  as  to  bring  pressure  to  bear  upon 
those  shippers  to  have  the  dockets  cancelled,  and  those  shippers, 
through  fear  of  what  the  trunk  line  carriers  would  do,  did  write 
letters  later  on  suggesting  that  we  cancel  the  dockets. 

The  Chairman.  The  majority  of  that  traffic  committee  in  St. 
Louis  is  composed  of  railroad  representatives? 

Mr.  Oliver.  It  is.  When  that  committee  was  first  started  it  was 
€omposed  of  nothing  but  railroad  representatives. 

The  Chairman.  They  changed  that? 

Mr.  Oliver.  Finally  they  put  two  shippers  on  the  board,  and 
there  is  still  an  injustice,  Mr.  Chairman.  There  certainly  ought  to 
be  on  that  committee  one,  if  not  two  members,  representing  the  short 
lines,  because  those  committees  are  exceedingly  biased. 

The  Chairman.  Even  the  representatives  of  the  shipping  public? 

Mr.  Oliver.  No  ;  I  would  not  say  the  shipping  public  are,  but  the 
shipping  public,  after  all,  not  knowing  the  particular  interests  of 
all  the  short  lines,  do  not  necessarily  fight  for  the  short  lines,  and 
the  railroad  representatives  are  able  to  bull  through  and  to  pull 
through  that  class  legislation  they  want.  The  consequence  is  that 
those  committees  in  Chicago,  St.  Louis,  Dallas,  and  everywhere  else, 
are  exceedingly  biased.  A  short  line  can  not  get  any  rate  applica- 
tion or  docket  through  them,  because  the  short  lines  have  no  rep- 
resentation. 

As  an  illustration,  on  the  St.  Louis  committee  there  was  a  Rock 
Island  man  who  was  general  freight  agent  of  the  Eock  Island;  on 
the  Chicago  committee  a  Eock  Island  man  who  was  assistant  gen- 
eral freight  agent,  and  on  the  Kansas  City  committee,  a  Eock  Island 
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man,  and  on  the  Dallas  committee  a  Rock  Island  and  Gulf  man,  and 
the  Eock  Island  man  and  all  these  railroad  men,  working  for  the 
administration  to-day,  especially  in  this  particular  instance,  appre- 
ciate and  see  coming  the  time  when  the  roads  will  go  back  to  their 
own  control,  and  the  consequence  is  they  are  watching  their  own 
propert}^  like  hawks,  and  they  are  not  allowing  anything  to  get 
away,  regardless  of  the  fact  that  their  compensation  is  guaranteed; 
they  will  not  allow  one  pound  of  tonnage  moved  off  their  roads. 

Mr.  Cooper.  They  are  afraid  the  shippers  will  get  the  bad  habit? 

Mr.  Oliver.  Yes ;  they  are  not  only  afraid  the  shippers  will  get  the 
bad  habit,  but  they  are  picayunish  in  their  desire  to  hurt  these  short- 
line  roads  at  a  time  when  they  can;  if  possible,  SAvamp  them  into 
oblivion;  they  feel  now  is  the  time,  and  they  are  certainly  at  it, 
regardless  of  the  fact  that  the  administration  has  refused  to  give 
them  support;  and  they  go  out  and  interfere  with  them.  That  is 
nothing  short  of  confiscation,  in  a  sense. 

If  the  adoption  of  Mr.  Cain's  amendment,  which  I  do  not  think 
fully  covers  the  situation  as  regards  giving  the  Interstate  Commerce 
Commission  sufficient  power  to  force  these  routings  open,  is  not  suffi- 
cient to  do  it,  I  feel  that  this  suggested  amendment  will,  and  I  think 
it  should  be  given  very  careful  consideration,  for  the  sample  reason 
that  there  is  a  limit  beyond  which  the  trunk-line  carriers  can  go  on 
their  allowance  of  division  to  the  short-line  carriers;  the  short-line 
carriers  naturally  do  not  handle  full-tonnage  trains,  and  if  given  op- 
portunity to  go  into  the  open,  or  otherwise,  and  secure  additional 
traffic  they  will  fill  those  trains,  and  then  be  able  to  reduce  their  cost 
per  unit  of  operation.  But  until  they  are  given  opportunity  to  in- 
crease their  tonnage  it  is  impossible  for  them  to  expect  to  be  able  to 
operate  on  the  revenue  they  are  getting. 

The  Chairman.  How  long  will  it  take  to  ship  a  carload  from  Fort 
Smith  over  your  lien,  via  Oklahoma  City,  to  Lawton? 

Mr.  Oliver.  Not  exactly  knowing  what  the  Frisco  service  is,  I  can 
only  say  in  a  general  way.  Our  service,  Fort  Smith  over  to  Okla- 
homa City,  227  miles,  is  16  hours. 

The  Chairman.  What  is  the  time  from  Fort  Smith  over  the 
Frisco,  via,  Monett,  to  Oklahoma  City  ? 

Mr.  Oli\t:r.  Four  days. 

The  Chairman.  Why  do  not  the  shippers  in  Fort  Smith,  then, 
patronize  your  road,  knowing  the  amount  of  saving? 

Mr.  Oliver.  I  am  glad  you  asked  that  question.  Mr.  Chairman, 
you  would  not  patronize  a  road  if  it  was  going  to  cost  you  25  or  35 
per  cent  more  to  use  it.  The  Frisco  has  got  a  lower  rate  than  we 
have  to  that  point  down  at  Lawton. 

The  Chairman.  Even  via  Monett? 

Mr.  Oliver.  The  Frisco  rate  via  Monett,  and  on  their  own  line 
down  to  Lawton,  is  lower  than  the  rate  from  Fort  Smith  over  to 
Oklahoma  City,  thence  Frisco,  and  no  shipper  can  use  a  route  where 
there  is  no  through  rate  established  and  pay  higher  charges  on  his 
freight.    He  will  stand  for  a  lot  of  delay  before  he  will  do  that. 

The  Chairman.  Even  the  saving  in  time  of  over  three  days  would 
not  give  the  trade  to  your  road  ? 

Mr.  Oliver.  No,  sir. 

The  Chairman.  The  saving  of  the  time  would  not  make  up  the  de- 
crease in  the  rate  as  between  the  Frisco  and  your  line? 
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Mr.  Oliver.  No,  sir ;  because  the  nature  of  the  traffic  is  such  that 
it  does  not  require  expedition.  We  give  a  spendid  service.  For 
instance,  there  is  a  lot  of  brick,  sand,  lumber,  and  stuff  of  that  kind, 
There  is  also  higli-class  tonnage,  like  carload  furniture,  wagons,  etc., 
but  the  fact  of  the  matter  is,  we  give  such  exceedingly  good  time 
from  Fort  Smith  over  to  Oklahoma  City,  16  hours,  that  four  days 
for  the  Frisco  down  into  Lawton  is  not  unusual  time  given  out  in 
that  country  for  that  length  of  service,  four  hundred  and  some  odd 
miles.  But  if  the  shippers  were  to  get  the  benefit  of  this  increased 
efficiency  and  shortening  of  time,  they  would  use  our  route,  but  they 
will  never  use  it  if  they  have  to  pay  higher  charges,  especially  where 
those  charges  are  considerable. 

The  Chairman.  They  probably  would  not  on  that  low-priced  com- 
modity freight. 

Mr.  Oliver.  They  would  not  on  the  low-priced  commodity  freight, 
and  it  is  not  so  much  the  shipper  as  the  consignee.  He  ordinarily 
pays  the  freight,  and  it  is  impossible  to  go  out  and  get  competitive 
traffic,  or  compete  with  any  line  on  freight  rates  higher  than  your 
competitor's.  It  can  not  be  clone.  I  say  that  as  a  railroad  man,  hav- 
ing handled  it  for  five  years,  that  it  is  impossible.  One-half  cent 
will  turn  tonnage  away,  one-half  cent  a  hundred. 

The  Chairman.  Yes ;  unless  time  were  the  essence  of  the  contract. 

Mr.  Olh^r.  Time  is  always  an  unknown  quantity  until  the  service 
is  performed.  While  it  may  be  generally  known  what  your  time  is, 
it  is  always  an  unknown  quantity  until  that  service  is  performed. 
You  might  have  a  derailment,  a  wreck,  or  something  else. 

The  Chairman.  Have  you  any  other  suggestion,  Mr.  Oliver,  in 
regard  to  the  proposed  legislation,  or  any  other  amendment. 

Mr.  Oliver.  No  ;  I  think  that  is  all,  Mr.  Chairman. 

Before  leaving,  however,  I  should  like  to  again  impress  upon  you 
this  important  feature  so  far  as  short  lines  are  concerned : 

First,  that  they  have  got  to  get  out  and  work,  and  what  we  ask  for 
here  is  legislation  which  will  give  us  the  field  in  which  to  work. 
That  a  property,  such  as  ours,  w^ith  one-half  tonnage  trains,  can  in- 
crease those  trains  to  full-tonnage  trains,  reaching  our  unit  of  cost, 
making  it  less  necessary  for  greater  divisions  in  revenue,  and  by 
giving  this  field  you  will  help  to  secure  the  increased  revenue  neces- 
sary to  these  short  lines  in  order  to  allow  them  to  live. 

The  Chairman.  We  are  much  obliged  to  you,  Mr.  Oliver.  We 
will  now  recess  until  10  o'clock  to-morrow  morning. 

(Whereupon,  at  5  o'clock  p.  m.,  the  committee  recessed  until  to- 
morrow, Friday,  September  5,  1919,  at  10  o'clock  a.  m.) 


Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Kepresentatives, 

Friday^  Seytemher  5,  1919. 

STATEMENT  OF  J.  D.  CORNELL,  OF  KANSAS  CITY,  MO. 

The  Chairman.  Please  state  whom  you  represent,  Mr.  Cornell. 

Mr.  Cornell.  I  represent  the  Joplin  &  Pittsburgh  Railway  and 
the  Kansas  City,  Kaw  Valley  &  Western  Railway,  both  of  which  are 
electrically  operated  railroads. 
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My  particular  purpose  here  is  to  impress  upon  your  committee 
the  vital  importance  of  the  construction  of  the  words  "  interurban 
railway."  I  will  bear  first  upon  the  properties  that  we  have  at  the 
present  time  operating  between  Kansas  City,  Mo.,  and  Lawrence, 
Ivans. ;  the  Kansas  City,  Kaw  Valley  &  Western  Railway,  a  distance 
of  42  miles,  under  construction  at  the  time  of  the  war,  suspended  on 
account  of  the  war,  with  a  charter  as  a  regular  railroad  to  operate 
between  Kansas  City  and  Topeka,  a  distance  of  about  67  miles,  and 
the  ultimate  idea  of  extending  on  to  Manhattan,  Kans. 

This  line  was  chartered  as  a  regular  railroad  under  the  railroad 
act  of  the  State  of  Kansas ;  was  constructed  for  heavy  traffic,  with  a 
maximum  grade  of  less  than  2  per  cent ;  has  sidings  to  accommodate 
from  30  to  50  freight  cars;  interchanges  carload  freight  with  all 
connections  at  Kansas  City,  and  through  Bonner  Springs  and  Law- 
rence, Kans.,  with  the  trunk  lines;  has  working  arrangements, 
through  rates,  and  through  billing  arrangements  with  all  lines 
through  Kansas  City,  and  it  files  tariffs  and  regular  reports  to  the 
Interstate  Commerce  Commission. 

It  is  from  a  construction  point  of  view  an  intrastate  railroad,  be- 
cause it  begins  and  ends  in  the  State  of  Kansas.  But  5  per  cent  of 
its  revenue  is  derived  from  intrastate  business  and  95  per  cent  from 
interstate  business.  The  question  of  whether  its  principal  source  of 
revenue  is  passenger  traffic  can  be  explained  in  this  way.  When  we 
began  operations  in  1917,  our  proportion  of  the  freight  revenue  to 
the  passenger  revenue  was  about  15  per  cent,  and  I  have  just  received 
a  telegram  from  our  general  office  giving  me  the  figures  of  the  Au- 
gust estimated  earnings,  showing  that  the  freight  was  40  per  cent  and ' 
the  passenger  60  per  cent — a  little  more  than  40  per  cent,  but,  in 
round  figures,  40  and  60.  This  was  accomplished  under  the  disad- 
vantage of  being  pushed  in  the  background  as  an  interurban  railway 
by  what  you  might  call  a  "  now  you  see  it  and  now  you  don't  see  it " 
construction  of  the  administration  on  that  proviso  in  the  Federal 
act  of  March  21,  with  which  you  gentlemen  are  all  familiar.  The 
public  or  the  shipper,  when  he  goes  to  locate  an  industry,  and  he 
locates  it  on  our  line,  finds  that  afterwards  we  are  termed  or  con- 
strued as  an  interurban  or  classed  as  an  interurban  railroad,  and 
that  we  are  going  to  be  deprived  of  the  privileges  of  an  electrically 
operated  railroad,  and  he  is  discriminated  against,  because  he  does 
not  get  his  sufficient  supply  of  cars,  and  he  does  not  know  what  is 
going  to  happen  to  him  unless  we  are  a  regular  railroad,  and  there  is 
not  one  factor  that  differs  in  the  operation  of  our  line  or  the  con- 
struction except  that  we  are  a  modern,  electrically  operated  railroad, 
instead  of  using  steam,  and  if  we  did  use  steam,  then  we  could  get  a 
short-line  contract  from  the  administration,  and  get  the  same  protec- 
tion as  the  other  short  lines,  or  some  of  the  other  short  lines,  are 
getting,  that  operate  by  steam. 

As  I  said,  our  ultimate  destination  was  Manhattan,  Kans.  Our 
charter  was  to  Topeka,  Kans.  But  when  we  found  that  we  were 
an  interurban  railroad  by  the  term  used,  we  gave  up  the  construc- 
tion to  Topeka  until  we  find  out  whether  we  are  a  railroad  or  an  in- 
terurban. Our  railroad  was  financed  as  an  electric  rnilroad,  and  not 
an  interurban,  so  that  if  the  term  interurban  is  to  be  construed  as 
meaning  any  railroad  operated  by  electricity,  then  you  are  discrimi- 
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nating  against  electrically-operated  railroads,  and  in  time  to  come.  I 
believe,  they  will  all  be  operated  by  electricity. 

I  might  cite  you  an  incident  on  our  Joplin  &  Pittsburg  Railroad, 
operating  105  miles  in  the  State  of  Kansas.  There  are  coal  fields  un- 
developed in  that  territory,  for  tlie  reason  that  at  the  time  they  were 
working  that  coal  it  was  not  as  valuable  as  it  is  at  the  present  time, 
and  just  at  the  present  time  there  are  mines  waiting  for  tracks  to 
be  installed,  but  I  am  not  able  to  get  the  through  rates  published, 
because  Ave  are  an  interurban  railroad,  or  because  thej  see  fit  to  class 
us  as  an  interurban  railroad. 

Now,  we  do  not  ask  the  Government  for  any  money.  Fortunately 
we  have  been  able  to  weather  the  storm.  We  have  no  complaint  re- 
garding diversion  of  traffic.  But  we  do  feel  that  our  rate  structure 
should  be  governed  by  the  same  body  that  governs  the  trunk  lines. 
And  that  is  all  I  am  here  for — to  avoid  pushing  back  the  modern 
operated  railroad  from  the  trunk  lines.  Because  we  operate  by  elec- 
tricity does  not,  in  my  opinion,  mean  that  we  are  an  interurban  line. 

Mr.  Hamilton.  You  have  a  physical  connection  with  the  trunk 
lines  ? 

Mr.  Cornell.  A  direct  connection  physically  with  three  trunk 
lines,  and  an  indirect  connection  with  all  lines  through  the  Kansas 
City  Terminal. 

The  Chairman.  Are  you  doing  an  interstate  business  ? 

Mr.  Cornell,  We  are  doing  an  interstate  business  and,  as  I  ex- 
plained, we  are  an  intrastate  line,  our  railroad  being  located  entirely 
in  Kansas,  but  95  per  cent  of  our  earnings  are  derived  from  traffic 
that  is  interstate. 

Mr.  Hamilton.  Have  joii  any  information  as  to  the  mileage  of 
railroads  the  locomotives  on  which  burn  oil?  I  remember  a  line 
down  in  Southeastern  Missouri — I  don't  know  the  mileage  of  it — 
and  it  seemed  to  me  that  they  did  not  differ  in  any  respect  from  an 
electric  line.  They  were  doing  a  regular  railroad  iDUsiness,  as  far  as 
I  could  see.  I  do  not  myself  see  any  reason  why  there  should  be  any 
distinction  between  that  railroad  and  an  electric  line, 

Mr.  Cornell,  I  believe  practically  every  railroad  operating  through 
Oklahoma,  Arkansas,  and  points  in  the  oil  fields  burns  oil,  and  I  do 
not  know  whether  they  do  it  in  this  territory  or  not,  but  I  know  some 
of  them  do,  coming  into  Chicago.  I  know  I  have  seen  the  oil  burners 
on  the  Rock  Island,  But  Mr,  Case  can  probably  give  you  more  on 
that  line  than  I  can,  because  I  have  not  made  a  study  of  that  feature. 

Mr.  Sims,  That  does  not  keep  it  from  being  a  steam  railroad? 

Mr,  Cornell,  No, 

The  Chairman,  Your  idea  is  that  you  do  not  believe  it  should  be 
a  classification  based  on  the  motive  power? 

Mr,  Cornell,  No  ;  and  covered  by  the  word  "  interurban,"  If  the 
line  is  a  street  railroad,  not  doing  a  business  such  as  we  are,  not  ex- 
changing business  Avith  other  lines,  it  might  be  an  interurban,  but  we 
do  an  interchange  business  with  these  other  lines  that  I  have  spoken 
of  amounting  to  600  cars  a  month.  And  so  I  say  a  railroad  of  that 
kind  is  not  an  interurban  railroad,  in  my  opinion,  and  I  do  not  be- 
lieve it  is  in  the  opinion  of  you  gentlemen;  but,  covered  up  under 
that  word  "  interurban "  is  the  construction  that  has  been  left  to 
the  administration  and  they  construe  it  to  mean  our  railroad,  be- 
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cause  the  principal  source  of  our  revenue  is  passenger  traflfic,  and  the 
act  not  only  reads  "  passenger  traffic,"  but  that  it  must  be  urban,  sub- 
urban, or  interurban  passenger  traffic.  In  that  connection,  when  the 
order  No.  28  permitted  the  passenger  rate  advance  to  3  cents  per 
mile,  we  were  not  allowed  the  same  privilege,  and  our  number  of 
passengers  handled  between  Lawrence  and  Kansas  City  in  the  month 
following  increased  4,000.  Now,  there  are  not  enough  passengers  in 
a  town  of  the  size  of  Lawrence,  which  has  some  20,000  inhabitants, 
to  increase  that  traffic  by  4,000.  So  it  must  have  been  brought  about 
by  the  people  that  lived  in  Lawrence  or  beyond.  If  they  are  going 
to  Chicago,  New  Orleans,  St.  Paul,  Washington,  or  any  other  point, 
practically  any  point,  they  can  come  into  Kansas  City  over  our  line 
and  scalp  the  interstate  rate,  and  we  are  held  down  to  2|  cents  per 
mile,  because  we  are  termed  an  interurban  railroad  by  the  adminis- 
tration. 

Mr.  Sanders  of  Indiana.  Have  you  a  contract  to  carry  United 
States  mail? 

Mr.  Cornell.  No;  not  on  the  northern  line.  We  do  on  the  105 
miles  of  the  southern  line. 

Mr.  Sanders  of  Indiana.  Is  your  contract  a  railroad  contract? 

Mr.  Cornell.  I  could  not  answer  that,  because  our  mail  contract 
was  made  quite  a  while  ago  and  it  is  handled  locally  by  the  local 
general  manager  of  Pittsburg,  Kans. 

Mr.  Sanders  of  Indiana.  I  just  wanted  to  get  an  idea  of  your  sys- 
tem of  carrying  the  mail  as  compared  with  the  systems  here.  I  did 
not  know  whether  they  were  trolley  arrangements  or  railroad  con- 
tracts. 

Mr.  Cornell.  I  am  sorry  I  can  not  tell  you  more  about  that. 

Mr.  Merritt.  The  trouble  seems  to  be  rather  with  the  act  than 
with  the  administration. 

Mr.  Cornell.  Well,  the  trouble  seems  to  be  with  the  construction 
of  the  act  by  the  administration. 

Mr.  Merritt.  Is  it  your  view  that  the  act  as  it  now  reads  could  be 
construed  so  as  to  make  you  a  railroad  instead  of  an  interurban? 

Mr.  Cornell.  Well,  undoubtedly,  if  there  is  such  a  thing  as  an 
electric  railroad,  we  are  one.    If  not,  what  are  we  ? 

Mr.  Merritt.  I  thought  there  was  a  provision  in  there  as  to  pas- 
sengers  

Mr.  Cornell.  There  is,  but  it  saj^^s  urban  and  interurban  passen- 
gers, and  when  we  divide  and  take  out  other  business — perhaps  it 
would  be  more  explicit  if  I  would  say  if  we  built  on  to  Denver,  500 
miles,  would  we  still  b.;"^-" interurban,  and  how  far  would  we  have 
to  go  before  we  could  sltiake  off  that  term  "  interurban  railroad  "  ? 

Mr.  Sims.  You  think  the  service  you  perform  should  be  the  cri- 
terion for  your  classification  ? 

Mr.  CoRNELi..  Yes,  sir.  We  can  bill  a  shipment  from  Lawrence  to 
New  York  or  to  San  Francisco  or  to  any  other  point  in  the  country. 

Mr.  Sims.  You  are  doing  as  much  interstate  business  as  a  steam 
railroad  or  any  other  kind  of  a  railroad. 

Mr.  Sanders  of  Indiana.  Can  you  couple  on  to  any  other  kind  of 
a  car? 

Mr.  Cornell.  Yes ;  we  interchange  about  600  cars  a  month. 

Mr.  Sanders  of  Indiana.  The  ordinary  interurban  railroad  can  not 
do  that. 
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Mr.  Cornell.  No. 
^  Mr.  Sanders  of  Indiana.  Wliat  we  have  always  understood  by 
interurban  railroad  is  these  long  street  railroads.     We  have  never 
understood  that  a  railroad  became  an  interurban  railroad  just  because 
it  used  electric  power. 

Mr.  Cornell.  If  I  may  be  permitted,  my  idea  of  an  interurban 
railroad  is  that  of  a  railroad  operating  along  a  highway,  inde- 
pendently of  the  trunk  lines,  and  handling  passengers  between  two 
towns.  Now,  we  have  our  own  right  of  way;  we  have  our  own 
freight  stations,  and  we  have  our  own  terminals  in  Kansas  City.  We 
have  our  own  freight  station  separate  from  our  passenger  station 
in  Kansas  City,  Bonner  Springs,  and  Lawrence,  Kans.,  the  three 
important  points  on  our  lines. 

I  do  not  belike  that  under  the  present  conditions  we  can  finance 
the  extension  of  our  line  from  Lawrence  to  Topeka,  if  we  are  classi- 
fied as  an  interurban  railroad;  I  do  not  believe  it  can  be  done,  be- 
cause if  we  are  receiving  now  40  per  cent  of  our  revenue  from  freight 
traffic — and  I  would  say  that  about  80-  per  cent  of  that  40  per  cent  i8 
business  that  we  feed  the  trunk  lines  and  receive  from  the  trunk 
lines — that  business  would  go  for  naught,  we  would  lose  it,  and  we 
have  already  installed  these  sidings  and  constructed  our  road  to 
handle  freight.  Now,  if  by  the  construction  of  the  word  "  inter- 
urban "  we  have  to  go  out  of  the  freight  business  and  deprive  the  in- 
dustries on  our  line  of  the  service  we  hope  to  give  them,  and  are 
giving  them  now  under  difficulties,  it  is  going  to  be  an  imposition 
on  the  public  as  well  as  on  our  company  and  the  industries  located 
on  our  lines. 

I  will  say  that  one  industry  lately,  the  Stewart  Sand  Co.,  at  Kansas 
City,  has  invested  approximately  $100,000  in  a  sand  plant,  and  it 
would  simply  put  them  out  of  business  and  deprive  us  of,  I  should 
say,  350  to  400  carloads  of  sand  a  month  coming  into  Kansas  City. 

Mr.  Sims.  It  could  not  possibly  be  against  the  public  interest  for 
you  to  do  the  service  you  seek  to  do  and  receive  the  same  treatment 
as  though  your  road  were  run  by  steam  instead  of  by  electric  power? 

Mr.  Cornell.  It  could  not ;  and  they  are  waiting  for  us  now  with 
open  arms  in  Topeka,  Kans. 

Mr.  Sims.  I  should  think  it  would  be  a  case  for  a  special  bill,  if 
you  could  not  get  it  in  any  other  way. 

Mr.  Cornell.  And  the  reason  we  had  to  suspend  construction  on 
the  line  to  Topeka  is  on  account  of  the  war.  We  do  not  feel  like 
putting  money  in  it ;  we  do  not  feel  lik^  r^ntting  money  into  a  road 
until  we  find  out  whether  it  is  a  boy  or  ..  ,irl;  and  if  we  can  find 
that  out  we  can  probably  go  ahead. 

Mr.  Denison.  We  have  a  street  railroad  law  and  a  regular  railroad 
law  in  our  State,  and  you  can  incorporate  under  the  street  railroad 
law  or  the  regular  railroad  law.  If  you  incorporate  under  the  street 
railroad  law  you  can  not  condemn  private  property  unless  it  is 
shown  that  it  is  impossible  for  an  engineering  standpoint  to  run  on 
the  streets;  and  if  so,  if  you  can  show  that,  you  can  take  private 
property ;  but  if  it  is  possible  to  run  on  the  streets,  they  can  not  take 
private  property  for  their  right  of  way.  If  they  want  to  run  over  a 
private  right  of  way  they  have  the  right  to  incorporate  under  the 
railroad  act,  and  then  they  can  condemn  what  private  property  they 
need. 
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Mr.  Cornell.  I  believe  under  the  act  under  which  we  are  incor- 
porated we  are  a  railroad;  that  is,  we  incorporated  under  the  rail- 
road act ;  and  that  we  have  condemned  property,  because  I  know  we 
have  just  got  through  paying  for  some  property,  and  paid  $10,000 
when  we  expected  to  get  it  for  $3,000. 

Mr.  Denison.  There  is  no  question,  then,  that  you  are  classed  as  a 
railroad.  A  street  railroad  company  has  no  right  to  condemn  except 
under  the  circumstances  stated. 

Mr.  Cornell.  That  is  what  I  am  here  to  say,  to  impress  on  the 
committee  the  danger  of  that  word  interurban  to  the  development  of 
the  country,  because  you  are  going  to  prevent  the  construction  of 
lines  if  they  are  to  be  classed  as  interurban  lines.  There  is  no  inter- 
urban line  that  could  operate  in  a  section  of  the  country  like  Kansas 
unless  it  had  a  source  of  revenue  through  the  trunk  lines,  and  the 
trunk  lines  want  that  revenue,  because  it  feeds  them,  just  as  it  was 
explained  here  of  the  lateral  lines  yesterday. 

Now,  you  can  not  take  that  freight  away  from  them  and  expect 
them  to  live.  We  have  lived  up  to  the  present  time,  however;  and 
while  I  feel  that  we  have  been  in  a  way  discriminated  against  by  the 
administration,  I  believe  that  if  this  act  is  passed  so  that  the  word 
"  interurban  "  is  either  fully  explained  or  made  so  explicit  in  its  terms 
that  we  will  not  be  classed  under  it,  or  any  other  railroad  doing  a 
general  freight  business,  I  think  the  public  will  benefit  by  it,  and  I 
am  satisfied  it  will  mean  the  development  of  a  good  deal  of  terri- 
tory wliich  would  not  otherwise  be  developed. 

The  Chairman.  Mr.  Robinson,  will  you  conclude  the  hearing? 

Mr.  Cornell.  I  would  like  to  add,  Mr.  Chairman,  that  I  am  thor- 
oughly in  accord  with  the  Esch  bill  and  believe  that  the  amendment 
offered  by  Mr.  Cain,  if  adopted,  will  fully  protect  us. 

I  thank  you. 

ADDITIONAL    STATEMENT  OF  MR.  BIRD  M.  ROBINSON. 

Mr.  Robinson.  Mr.  Chairman  and  gentlemen,  our  plan  of  pre- 
senting our  testimony  to  the  committee  was  this :  We  would  offer  the 
amendments  that  we  thought  necessary  to  the  Esch  bill,  as  that  seems 
to  be  the  bill  that  would  probably  be  adopted,  or,  at  least,  accepted 
as  the  basis  of  the  bill  to  be  reported  by  the  committee;  we  would 
then  present  you  some  concrete  cases,  which  we  know  to  be  t3'pical 
of  general  conditions.  Following  that,  I  would  undertake  to  cover 
the  situation  in  a  general  way. 

At  the  beginning,  I  desire  to  say  that  we  do  not  want  to  take  one 
dollar  from  the  trunk-line  railroads  or  from  anybody  else,  except 
that  it  be  just,  fair,  and  proper.  We  do  not  want  to  deprive  the  main- 
line companies  of  revenue  which  they  have  earned  and  which  may 
be  necessary  to  maintain  them  in  a  prosperous  condition.  We  are 
proud  of  the  great  systems  of  railway  that  we  have  in  this  country. 
We  do  not  want  to  pull  them  down  in  any  sense  of  the  word.  We  do 
believe  that  it  is  desirable  to  lift  up  the  short  and  weak  lines  to  a 
point  where  they  are  efficient,  where  they  serve  their  patrons,  not 
only  of  their  own  immediate  communities,  but  serve  the  people  of  the 
country  at  large,  because  people  in  California  are  interested  in  a 
general  way  in  the  situation  in  Georgia  or  in  Maine.  We  are  not  here 
to  fight  the  main  lines.     My  position  has  been  from  the  beginning 
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that  the  short  lines  were  vitally  interested  in  the  prosperity  of  the 
main  lines ;  that  the  short  lines  could  not  expect  to  live  and  prosper 
if  the  main  lines  were  iji  a  bad  or  a  crippled  condition,  and  the  asso- 
ciation that  I  represent  has  at  all  times  taken  the  position  that  the 
general  interest  was  paramount  and  must  be  considered,  but  that  the 
interests  of  the  short  lines,  and  that  of  the  weak  lines  must  be  taken 
into  consideration  and  be  fully  protected  at  the  same  time. 

We  are  fully  convinced  that  there  are  ways  by  which  these  short 
lines  can  be  protected,  by  which  they  can  be  improved,  and  under 
which  they  can  prosper,  without  tearing  down  or  being  unjust  to  any 
other  class  of  roads  or  to  the  public.  The  policy  of  the  association 
that  I  represent  has  been  one  of  cooperation  with  all  concerned.  We 
have  made  a  direct  effort,  an  earnest  effort,  to  work  with  the  Associa- 
tion of  Railroad  Executives,  and  have  worked  with  them  to  a  very 
substantial  extent.  They  placed  me  upon  their  standing  committee, 
and  I  have  been  present,  I  believe,  at  each  and  every  meeting  that 
has  been  held  since  November  last,  during  which  time  their  plan 
heretofore  presented  to  you  was  developed  and  discussed  at  length. 
I  think  I  can  say  with  all  sincerity  that  I  have  never  known  business 
men  who  have  tried  more  earnestly  to  find  a  reasonable,  proper,  and 
fair  solution  of  the  great  railroad  problem  that  confronts  this  coun- 
try. I  have  not  been  an  active  factor  in  the  preparation  of  their  plan. 
While  present  as  a  member  of  their  committee,  I  felt  that  I  was  there 
not  for  the  purpose  of  leading,  but  for  the  purpose  of  knowing  what 
was  going  on,  and  to  follow  and  aid  to  the  extent  I  thought  was 
proper  for  me  to  do.  Therefore,  I  did  not  formulate  the  plan,  nor 
did  I  present  to  any  extent  the  special  interests  of  the  character  of 
roads  I  represent,  it  having  been  stated  in  the  meetings,  and  having 
been  understood  between  the  members  of  the  committee  and  myself 
that  my  association  would  undertake  to  prepare,  for  the  special  in- 
terests of  the  short  lines,  and  present  their  case.  Therefore,  the  plan 
which  they  formulated  did  not  provide  for  the  special  interests  which 
we  represent. 

At  the  recent  convention  of  our  association,  which  was  held  here  in 
June,  the  chairman  and  the  general  counsel  of  that  Association  of 
Railway  Executives  appeared  and  discussed  their  plan,  but  said  that 
they  left  it  to  us  to  determine  upon  the  principles  that  would  be  neces- 
sary to  protect  the  shorter  lines.  Since  that  time  we  have  had  three 
meetings  of  subcommittees  of  the  two  associations,  but  have  not 
agreed  upon  a  plan  and  the  principles  which  we  regard  necessary 
for  the  protection  of  the  short  lines.  Hence  we  appear  here  sepa- 
rately and  present  certain  amendments.  We  feel  that  the  executives 
have  not  understood  the  underlying  principles  which  we  advocate. 
They  are  impressed  with  the  belief  that  we  are  attempting  to  obtain 
or  take  from  them,  through  divisions  particularly,  something  that 
they  have  earned. 

I  will  attempt  to,  and  I  hope  I  can  succeed  in  demonstrating  to 
you  gentlemen,  that  that  is  not  what  we  want  and  that  we  do  not  ask 
and  will  not  ask  you  to  aid  us  to  take  from  them  anything  that  is 
theirs  or  anything  that  they  may  have  earned. 

Mr.  Chairman,  before  discussing  our  special  interest  I  want  to  go 
rapidly  over  the  principles  involved  in  the  executives'  plan  for  the 
purpose  of  indorsing  those  principles  as  far  as  we  think  ne(^essary. 
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We  approve  heartily  their  first  proposition — ^that  is,  to  continue 
the  private  ownership  of  railroads  as  against  Government  owner- 
ship— and,  as  I  understand  it,  Mr,  Chairman,  you  have  announced 
publicly  that  the  question  of  Government  ownership  is  not  now  to  be 
given  real  consideration.  I  will  not  enter  into  that  subject,  assuming 
that  that  is  the  sense  of  the  committee. 

Mr.  Sims.  You  do  not  mean  that  in  an  arbitrary  sense,  I  suppose? 

Mr.  EoBiNSON.  I  do  not  understand  your  question. 

Mr.  Sims.  I  do  not  think  the  chairman  meant  that  we  should  not 
even  consider  a  question  of  that  sort,  and  we  have  had  a  long  hearing 
on  it,  with  the  approval  of  the  chairman. 

The  Chairman.  We  can  not  control  the  testimony  given  by  wit- 
nesses. I  think  the  trend  of  the  testimony  thus  far  shows  that  Gov- 
ernment ownership  would  not  be  the  plan  recommended  by  the  com- 
mittee. 

Mr.  Sims.  This  is  a  public  hearing,  and  I  do  not  think  the  chair- 
man means  for  a  moment  that  it  would  be  out  of  order  to  offer  a  prop- 
osition of  that  sort  or  to  offer  an  amendment,  or  anything  of  that 
sort,  and  that  he  would  arbitrarily  decline  to  consider  it  in  advance 
of  any  executive  session.  If  that  is  what  the  chairman  meant,  I  did 
not  understand  it  that  way. 

The  Chairman.  I  have  not  curbed  Judge  Sims's  zeal  in  any  par- 
ticular direction. 

Mr.  EoBiNSON.  In  view  of  the  statement  of  the  chairman,  I  will 
not  enter  into  a  discussion  of  Government  ownership;  but  will  say 
that  our  association  is  opposed  to  it  in  any  form ;  and,  personally,  I 
might  say  that  I  am  violently  opposed  to  it. 

Mr.  Sims.  In  other  words,  you  will  not  give  your  reasons  why ;  but 
it  is  a  discussion,  nevertheless,  to  make  that  statement. 

Mr.  Robinson,  I  accept  Mr.  Sims's  explanation  of  my  meaning. 

Our  association  is  in  favor  of  vesting  the  final  or  entire  rate-mak- 
ing power  in  the  Interstate  Commerce  Commission,  We  do  not  be- 
lieve that  the  railroad  problem  can  be  successfully  met  so  that  the 
railroads  can  be  properly  administered  in  the  future  subject  to  the 
large  number  of  commissions  heretofore  in  charge,  issuing  various 
kinds  of  conflicting  orders ;  and  we  believe  that  it  would  be  the  part 
of  wisdom  to  vest  in  the  Interstate  Commerce  Commission  full  and 
final  power  of  fixing  and  establishing  the  rate  structure. 

The  Chairman.  Short  lines  being  very  largely  intrastate,  you 
would  come  in  contact  more  with  the  State  commissions  than  you 
would  with  the  Interstate  Commerce  Commission. 

Mr.  Robinson.  I  do  not  know  that  that  would  be  true,  Mr.  Chair- 
man. All  of  the  short  lines  are  interstate  railroads,  in  so  far  as  the 
law  is  concerned;  they  must  comply  with  all  orders  of  the  Inter- 
state Conmierce  Commission.  It  is  true  they  must  comply  with 
orders  of  their  own  commission  or  commissions,  as  the  case  may  be. 

The  Chairman,  Well,  I  had  particular  reference  to  police  regula- 
tions and  powers,  and  so  on.  You  would  come  more  in  contact  with 
the  State  commission  than  with  the  Interstate  Commerce  Commission, 
so  far  as  such  regulations  and  powers  are  concerned.  For  instance, 
in  the  matter  of  sanitation  and  such  questions? 
Mr.  Robinson.  That  is  true. 

Mr.  Sims.  I  would  like  to  state,  for  my  own  benefit,  that  I  am  not  . 
opposing  the  Esch  bill,  but  supporting  it,  because  I  don't  think  it 
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either  promotes  or  disconmges  Government  ownership;  therefore,  I 
am  not  opj^osing  it.  There  might  be  some  amendments  that  I  would 
be  in  favor  of.  I  am  heartily  in  accord  with  the  amendment  yon 
gentlemen  offer  here.  That  does  not  mean  I  am  opposed  to  the  bill, 
because  I  am  heartily  in  favor  of  it. 

Mr.  KoBiNSON.  Judge  Sims,  I  do  not  think  anyone  would  arrive 
at  such  a  conclusion  from  your  remarks.  I  did  not  reach  that  con- 
clusion from  what  you  said — that  is,  that  you  were  opposed  to  the 
bill. 

Mr.  Sims.  This  is  a  public  hearing,  though,  you  know. 

Mr.  Robinson.  Mr.  Chairman,  responding  further  to  your  question, 
our  view  is  that  it  is  the  rate-making  power  particularly  that  we 
think  the  Interstate  Commerce  Commission  should  have.  We  believe 
they  should  have  complete  and  final  power  in  that  matter.  As  to  the 
police  regulations,  taxation,  etc.,  we  believe  Congress  must  leave 
those  matters  to  the  States.  We  think  the  States  have  their  sovereign 
rights  in  those  matters,  and  not  only  can  but  will  exercise  that  right. 

The  third  proposition  submitted  by  the  Association  of  Railway 
Executives  was  that  of  a  transportation  board.  We  are  of  the  opin- 
ion that  conditions  are  such  at  the  present  time  as  to  require  relief  for 
the  Interstate  Commerce  Commission.  We  believe  that  it  would  be 
wise  to  create  an  administrative  board,  and  to  transfer  to  that  board 
a  very  large  part,  if  not  all,  of  the  administrative  duties,  not  includ- 
ing the  accounting  and  the  valuation  of  railroads.  We  confidently 
believe  that  the  best  interests  of  the  country  require  that  some  addi- 
tional board  be  created ;  and  that  board  ought  to  be  empowered  to  de- 
termine the  policy  that  is  to  be  applied  to  the  railroads  in  the  future, 
after  Congress  shall  have  acted  and  fixed  the  principles  upon  which 
the  railroads  are  to  be  governed,  fostered,  and  protected;  hence  we 
are  in  favor  of  an  administrative  body  of  that  kind.  We  have  no 
preference  or  suggestions  to  make  as  to  the  number  of  persons  to 
constitute  the  board,  and  will  not  now  go  into  details;  but  we  do 
believe  it  would  be  wise  to  relieve  the  commission  of  a  part  of  their 
duties,  and  to  create  this  additional  board,  which  could,  and  we  be- 
lieve would,  accomplish  great  good. 

The  executives,  in  their  proposition  5,  provide  that  there  shall  be 
no  new  or  branch  lines  of  railroads  or  large  and  extensive  terminals 
constructed  unless  a  certificate  of  public  convenience  and  necessity 
is  first  obtained.  Our  association  has  not  taken  any  position  on  that 
subject,  but  I  am  going  to  express  my  personal  views,  notwithstand- 
ing I  feel  that  they  are  not  the  views  of  your  committee  or  of  Con- 
gress or  of  a  large  number  of  the  p*eople  in  interest.  I  believe  that 
f)rovision  will  do  very  much  more  harm  than  it  will  do  good.  I  be- 
ieve  it  will  retard  future  construction  to  a  very  great  extent.  I  have 
built  about  800  miles  of  railroad  myself.  In  every  instance  I  have 
gone  into  the  undeveloped  country  and  looked  over  the  situation,  to 
determine  whether  a  railroad  could  be  successfully  built,  after  which 
I  have  gone  into  the  money  markets  and  have  raised  the  capital, 
organized  the  company,  and  have  built  the  road  and  put  it  into  opera- 
tion. I  Imow  from  bitter  experience  the  difficulties  that  have  to  be 
met,  and  I  know  that  if  this  obstacle,  this  additional  obstacle,  is  put 
in  the  way,  it  will  prove  to  be  very,  very  serious  as  to  future  con- 
struction.    If  you  make  it  necessary,  in  addition  to  all  the  difficulties 
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that  have  heretofore  been  encountered,  to  go  to  some  public  body  and 
publicly  demonstrate  the  necessity  for  a  line,  you  will,  I  believe,  make 
it  practically  impossible  to  accomplish  anything. 

There  are  several  reasons  for  that.  The  people  who  own  the  exist- 
ing lines  are  human.  The  people  who  own  existing  mines,  or 
existing  lumber  plants,  or  existing  ore  plants,  and  plants  of  all 
kinds,  are  human.  They  seldom  want  competition.  Many  of  the 
existing  lines  do  not  want  any  new  lines  built  in  their  particular 
territory ;  and  if  you  put  this  limitation  upon  the  right  to  construct 
roads,  you  are  going  to  give  those  various  interests  an  opportunity 
to  block  future  construction. 

Mr.  Hamilton.  How  many  States  have  such  a  rule  at  this  time? 

Mr.  Robinson.  Quite  a  number. 

The  Chairman.  We  have  them  in  our  State,  and  it  has  not  had 
that  deterrent  effect  upon  construction  that  you  speak  of. 

Mr.  Robinson.  Well,  Mr.  Chairman,  I  am  basing  my  statement 
upon  personal  experience,  and  I  want  to  include  in  my  objection 
the  provision  making  it  necessary  to  obtain  authority  to  issue  securi- 
ties. That  provision  will  have  exactly  the  same  effect.  However, 
I  have  no  doubt  but  that  Congress  is  going  to  adopt  both  of  those 
provisions. 

Mr.  Hamilton.  If  you  had  a  certificate  of  public  necessity,  do 
you  not  think  that  it  would  have  helped  you  in  the  construction 
of  your  road? 

Mr.  Robinson.  Well,  Mr.  Hamilton,  that  is  a  matter  of  opinion. 
One  person  will  have  one  opinion  in  regard  to  that  and  another 
person  will  have  another  opinion.  During  the  last  few  years  it  has 
been  very  difficult  to  get  capital  with  which  to  build  any  line,  due 
very  largely  to  governmental  restrictions,  and  I  do  hate  to  see 
Congress  put  additional  obstacles  in  the  way  that  will  prevent  vast 
undeveloped  sections  of  this  country  from  being  developed  within 
our  day  and  time.  I  believe  that  both  of  these  provisions  tend 
strongly  to  interfere  with  and  to  retard  future  development. 

Mr.  Sanders  of  Indiana.  If  those  matters,  the  matter  of  the  securi- 
ties and  of  the  necessity,  are  covered  by  a  Federal  law,  will  not 
that  be  exclusive  of  the  State  regulations  in  that  respect  ? 

Mr.  Robinson.  I  understand  that  it  would.  Under  the  provisions 
of  the  Constitution  Congress  has  a  right  to  regulate 

Mr.  Sanders  of  Indiana  (interrupting).  And  in  view  of  the  fact 
that  the  different  States  are  rapidly  making  such  laws,  would  it  not 
be  preferable  to  have  the  Federal  Government  make  a  general  law 
for  the  entire  country,  rather  than  the  State  laws 

Mr.  Robinson.  If  1  am  correct  in  my  belief  that  such  limitations 
will  be  fatal,  your  proposition  would  result  in  stopping  at  once 
development  in  all  States,  whereas  some  of  the  States  might  not 
adopt  such  restrictions. 

Mr.  Sanders  of  Indiana.  My  proposition  is  that  it  would  be 
better  to  have  the  power  under  one  body  that  does  the  same  things 
for  all  the  States  than  to  have  the  power  in  the  particular  States, 
and  also  the  local  tribunal  would  be  more  subject  to  the  influences 
you  have  described  than  would  be  a  tribunal  that  is  a  Federal 
tribunal. 

Mr.  Robinson.  That,  I  believe,  is  a  matter  of  opinion  also. 
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Mr.  Sims.  As  you  know,  our  country,  our  own  State,  will  have  to 
depend  very  largely  upon  the  short-line  construction,  will  it  not  ? 

Mr.  Robinson.  That  is  true. 

Mr.  Sims.  I  am  very  anxious  to  hear  all  of  your  objection  to  this 
very  thing.  I  do  not  think  that  any  more  trunk  lines  will  be  built 
in  our  State,  and  without  any  further  short-line  construction  we  can 
not  develop.  I  would  like  to  hear  your  reasons  as  fully  as  you  can 
give  them. 

Mr.  Robinson.  In  answer  to  that,  Judge,  I  will  state  a  little  per- 
sonal experience,  in  Tennessee,  your  State  and  my  State.  I  looked 
over  the  field  in  the  eastern  part  of  Tennessee,  where  the  south 
branch  of  the  Cumberland  River  rises  and  flows  down  through  the 
mountains.  That  territory  is  surrounded  by  a  range  of  mountains 
in  the  form  of  a  horseshoe.  There  were  some  six  or  seven  hundred 
thousand  acres  of  land  in  that  basin;  all  of  it  covered  with  timber 
and  all  of  it  underlaid  with  bituminous  coal.  I  undertook  to  build 
72  miles  of  railroad  into  that  naturally  rich  country  and  did  build 
62  miles  of  the  road  in  10  years.  I  ran  up  against  all  kinds  of  ob- 
stacles. With  one  exception,  the  main  lines  in  that  section  did  not 
want  us  to  build,  hence  there  was  opposition.  The  coal  mines  in  the 
surrounding  territory  did  not  want  the  new  field  opened,  and  the 
timber  people  with  which  it  would  compete  did  not  want  the  timber 
developed.  I  soon  found  that  everyone  of  those  interests  were  oppos- 
ing that  development.  The  one  exception  was  the  main  line  that 
got  the  business  as  we  develof)ed  it.  In  the  end  the  opposition  suc- 
ceeded in  defeating  me  and  practically  robbed  me  of  $800,000  which 
I  had  invested  in  addition  to  large  investments  of  others. 

The  Chairman.  It  seems  to  me  that  that  would  be  a  fact  which 
would  tend  to  justify  the  enactment  of  a  law  requiring  a  certificate 
of  that  kind.  It  would  conserve  the  great  natural  resources  that 
ought  to  be  brought  into  the  market.  It  would  be  better  to  have  a 
governmental  agency,  either  Federal  or  State,  which  upon  presen- 
tation of  such  a  state  of  facts  would  be  required  to  give  a  certificate, 
and  I  think  that  many  of  the  troubles  of  the  road  would  be  ob- 
viated  

Mr.  Robinson  (interrupting).  In  the  case  just  stated  I  think  not, 
Mr.  Chairman,  and  I  fear  not  in  any  other  case.  In  the  first  place, 
if  you  apply  for  such  a  certificate,  you  will  have  to  set  forth  fully 
what  you  propose  to  do,  and  will  have  to  go  into  details.  You  would 
thereby  give  full  and  complete  information  to  the  other  fellow;  he 
would  then  have  every  opportunity  in  the  world  to  opi^ose  the  ap- 
plication for  the  certificate.  If  you  succeed  in  obtaining  the  certifi- 
cate you  will  have  laid  bare  your  entire  proposition,  and  when  you 
come  to  finance  it,  you  will  encounter  insurmountable  difficulties. 
You  will  find  that  financial  people  and  concerns  will  decline  to  aid 
for  the  reason  they  do  not  want  to  meet  opposition.  Judging  from 
my  experience,  I  believe  that  those  two  provisions  will  prove  se- 
riously detrimental  to  the  public  interest. 

I  will  say  that  I  do  not  represent  the  association  in  that  statement, 
because  they  have  not  acted  upon  it,  but  I  do  not  feel  at  liberty,  when 
testifying,  to  permit  anything  to  pass  that  I  conscientiously  believe 
to  be  detrimental. 

Mr.  Sims.  Have  you  stated  all  of  your  reasons  why  you  are 
against  those  two  propositions  ? 
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Mr.  Robinson.  I  have  stated  the  principal  reasons.  My  thought 
was  that  I  would  only  formally  express  my  view  upon  those  proposi- 
tions, which  you  gentlemen  have  heard  at  length,  and  I  did  not  think 
it  was  necessary  to  go  into  those  things  at  any  great  length. 

Mr.  Sims.  Well,  really,  nobody  has  gone  into  them.  You  alone 
are  going  into  them. 

Mr.  Robinson.  I  have  gone  into  them,  as  far  as  I  desire,  for  the 
reason  that  I  have  no  doubt  but  that  Congress  will  adopt  the  provi- 
sions in  question. 

Mr.  Cain.  We  will  say  that  we  are  divided  in  the  association  in 
this  matter.  Mr.  Robinson  thinks  one  way  and  I'  think  the  other 
way. 

Mr.  Robinson.  I  have  not  prepared  myself  at  length  on  that  sub- 
ject, not  anticipating  that  we  would  go  into  it  at  any  length.  I 
merely  stated  my  personal  point  of  view  for  the  information  of  the 
committee. 

Mr.  Chairman,  I  believe  that  the  law  should  provide  very  definitely 
what  should  be  taken  into  consideration  when  the  Interstate  Com- 
merce Commission  undertakes  to  make  rates.  We  think  Congress 
ought  to  determine,  just  as  far  as  it  is  possible,  all  of  the  things  that 
the  commission  ought  to  take  into  consideration,  and  that  it  should 
be  required  to  make  the  rate  structure  accordingly.  We  think  the 
short  lines  can  and  should  be  adequately  provided  for  in  the  rates 
made.  I  will  come  to  that  in  a  little  while  in  discussing  our  amend- 
ment on  the  rate  structure.  We  want  the  provision  relating  to  rates 
to  be  so  explicit  and  definite  that  the  commission  can  not  disregard 
essential  elements  which  many  of  us  believe  they  have  done  in  the 
past,  and  therefore  we  ask  that  the  rule  for  rate  making — we  have 
offered  one  and  the  executives  have  offered  one  (either  will  be  satis- 
factory)— be  sufficient  to  meet  the  situation.  We  recommend  that 
you  make  a  very  definite  yardstick  governing  the  commission  on  that 
subject. 

We  approve  the  provision  that  the  commission  shall  have  power  to 
establish  both  minimum  and  maximum  rates.  We  think  that  the  act 
ought  to  provide  definitely  that  the  rates  in  force  at  the  time  that 
the  roads  are  returned  to  their  owners  should  be  continued  in  exist- 
ence until  the  commission  shall  have  acted  upon  them.  That  is  of 
especial  importance  to  the  short  lines,  inasmuch  as  many  of  them  are 
in  single  States.  Most  of  them  are  now  receiving  the  increased  rates 
that  the  administration  put  into  effect.  We  fear  that  whenever  the 
Federal  control  act  ceases  many  of  the  commissions  will  restore  the 
previous  rates;  in  fact,  some  of  them  have  declared  that  the  prewar 
rates  will  at  once  become  effective.  We  earnestlj^  ask  for  that  reason 
that  the  rates  and  divisions  in  effect  at  the  time  Federal  control  is 
terminated  and  the  properties  are  returned  shall  continue  until  the 
commission  has  considered  the  matter  and  made  such  changes  as  it 
may  deem  proper. 

Mr.  Sanders  of  Indiana,  Are  these  schedules  filed  with  the  Inter- 
state Commerce  Commission,  whether  they  are  interstate  or  intra- 
state? Are  all  of  the  scheduled  rates  filed  with  the  Interstate  Com- 
merce Commission? 

Mr.  Robinson.  The  interstate  schedules  are  filed  with  the  Inter- 
state Commerce  Commission  legally ;  that  is,  in  compliance  with  the 
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law  and  the  rules  of  the  commission,  regardless  of  whether  they  are 
short  lines  or  long  lines  or  electric  lines,  or  whatever  they  may  be. 
If  a  road  handles  interstate  traffic,  its  schedules  of  rates  are  filed 
with  the  commission.  In  many  instances  the  intrastate  schedules  are 
filed  also,  but  the  law  does  not  require  that,  as  I  understand  it. 

Mr.  Sanders  of  Indiana.  Under  the  decision  of  the  Supreme  Court 
of  the  United  States,  the  State  commissions  have  no  power  over  the 
rates,  intrastate  rates,  during  Federal  control. 

Mr.  EoBiNSON.  I  do  not  think  that  the  court  has  so  decided.  I 
have  not  been  advised  that  it  has.  Mr.  Cain  states  that  he  believes 
they  have  in  some  cases.  He  does  not  recall  the  name  of  the  case, 
but  he  believes  they  held  that  the  State  commissions  can  not  inter- 
fere with  these  rates. 

Mr.  Sanders  of  Indiana.  I  was  pretty  sure  that  the  court  had 
held  that. 

Mr.  Cain.  Yes,  sir ;  it  is  the  Northern  Pacific  rate  case. 

Mr.  Sanders  of  Indiana.  I  think  that  such  a  decision  has  been 
made. 

Mr.  Sims.  But  it  would  not  apply  where  the  Government  has  not 
taken  control  of  the  roads. 

Mr.  Cain.  No;  only  when  the  road  is  under  Government  control. 

Mr.  Sanders  of  Indiana.  My  inquiry  was  directed  to  this  point, 
whether  the  entire  rate  schedule  was  filed  with  the  Interstate  Com- 
merce Commission  or  not. 

Mr.  Robinson.  Do  I  understand  that  you  ask  as  to  both  intra  and 
inter  state  roads? 

Mr.  Sanders  of  Indiana.  Yes. 

Mr.  Robinson.  I  think  not.  I  do  not  think  there  is  any  legal 
requirement  that  the  intrastate  rates  shall  be  filed  with  the  Interstate 
Commerce  Commission.  I  have  no  knowledge  of  that.  But  I  do 
know  that  in  practice  it  is  done. 

Mr.  Cass  just  advises  me  that  his  road  has  filed  all  of  its  rates. 

Mr.  Cain.  They  have  been  requested  by  the  commission  to  do  so, 
and  the  railroads  are  filing  the  intrastate  rates  with  the  Interstate 
Commerce  Commission,  so  these  traffic  men  here  tell  me,  and  that  is 
my  understanding. 

Mr.  Sims.  I  presume  only  the  Government-controlled  roads? 

Mr.  Robinson.  No  ;  all  of  the  roads. 

Mr.  Cain.  They  have  filed  them  with  the  Interstate  Commerce 
Commission. 

Mr.  Sims.  Only  if  the  Government  controls  the  roads 

Mr.  Cain.  No. 

Mr.  Cass.  In  regard  to  the  short-line  railroads,  the  majority  were 
in  the  twilight  zone  during  the  time  order  28  was  being  made  up; 
and  as  to  the  majority  of  the  short-line  railroads  order  28  was  estab- 
lished and  both  the  intra  and  the  inter  state  rates  were  all  made  up 
by  the  Railroad  Administration.  After  the  railroads  were  released, 
the  State  commissions  then  in  many  States — I  can  not  state  in  all 
States,  but  in  many  States — sent  a  request  to  the  relinquished  rail- 
roads asking  that  they  file  the  same  schedule  of  intrastate  rates  as 
was  promulgated  by  the  United  States  Railroad  Administration, 
and  they  would  put  their  stamp  of  approval  upon  those  rates  as 
intrastate  rates,  and  since  that  time  they  would  be  the  legal  rates 
within  the  States. 
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Mr.  Robinson.  I  think  I  was  correct  in  saying  that  all  of  the 
interstate  rates  had  to  be  filed  legally,  and  the  intrastate  rates  are 
filed  in  many  cases. 

Mr.  Chairman,  the  executives'  proposition  No.  12  is  that  carriers 
might  complain  of  another  carrier's  rate,  and  I  think  beyond  ques- 
tion that  ought  to  be  adopted.  They  ought  to  be  permitted  to  do 
that. 

Their  proposition  No.  13  is  to  create  regional  commissions  of  the 
Interstate  Commerce  Commission.  We  are  impressed  with  the  belief 
that  some  character  of  subordinate  organizations  under  the  Inter- 
state Commerce  Commission,  to  be  located  in  different  sections  of  the 
country,  and  come  in  immediate  contact  with  the  situation,  would  be 
desirable,  and  would  facilitate  the  public  interest.  Such  organiza- 
tions would  be  somewhat  like  the  Federal  district  courts ;  they  would 
furnish  a  place  where  most  of  the  questions  arising  could  be  handled 
and  handled  quickly,  and  we  think  that  some  such  commissions  or 
bodies  ought  to  be  created.  We  do  not  believe  there  is  any  great  risk 
of  conflicting  decisions,  because  the  Interstate  Commerce  Commission 
will  direct  and  determine  the  general  rules,  the  same  as  the  Supreme 
Court  of  the  United  States  does  for  the  lower  courts.  I  will  not  go 
into  detail  as  to  just  what  kind  of  bodies  they  should  be,  leaving  that, 
of  course,  to  the  committee. 

We  think  that  the  express  rates  and  contracts  certainly  ought  to 
be  supervised  by  the  commission,  the  same  as  the  other  things.  The 
express  contracts  with  the  short  lines  are  frequently  unjust  and  un- 
fair. A  short  line  has  practically  no  way  of  protecting  itself.  It 
must  either  go  into  the  express  lousiness  or  take  what  the  express 
companies  will  give  them,  and  we  have  many  bitter  complaints  of 
the  injustice  done  by  the  express  companies  prior  to  Federal  control, 
and  by  the  present  express  company,  and  we  think  that  all  of  the 
rates  and  contracts  relating  to  the  express  business  ought  to  be  sub- 
ject to  the  approval  of  the  Interstate  Commerce  Commission. 

Mr.  Watson.  Has  it  been  your  experience  with  the  short  lines  that 
the  parcel  post  has  taken  away  most  of  the  express  business? 

Mr.  Robinson.  The  parcel  post  has  not  only  taken  awny  a  sub- 
stantial portion  of  the  express  business,  but  in  certain  sections  of  the 
country  it  has  entered  into  the  freight  business  and  has  taken  a  sub- 
stantial amount  of  the  freight  from  the  short  lines.  For  example, 
throughout  the  mountain  section  of  the  West  they  ship  coal,  cement, 
hardware,  sugar,  canned  goods,  cheese,  butter,  and  all  kinds  of  freight 
that  can  be  put  into  50-pound  packages.  The  Post  Office  Department 
goes  so  far  as  to  permit  the  shipment  of  coal,  for  example,  over  a 
short-line  railroad  and  receive  as  postage  $1.08  per  hundred  pounds, 
and  then  delivers  it  to  a  star  route  which  carries  it  into  the  country 
beyond  the  terminus  of  the  railroad  and  delivers  it  to  a  blacksmith 
and  pays  the  star  route  $2.50  per  hundred  pounds  for  .carrj'ing  it. 
The  parcel  post  has  invaded  the  revenue  of  many  of  these  lines  to  a 
very  considerable  extent,  and  has,  in  addition,  caused  the  Govern- 
ment to  suffer  substantial  losses. 

That  is  one  of  the  most  unjust  things  to  all  of  the  railroads,  and 
especially  to  the  short  lines,  now  in  existence. 

The  Chairman.  x\nd  what  effect  does  it  have  upon  the  service? 

]\Ir.  Robinson.  In  the  case  I  have  just  mentioned — it  may  be 
found  in  the  testimony  given  before  the  Senate  Committee  on  Post 
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Offices  and  Post  Eoads — the  blacksmith  was  in  business  and  he  got 
his  fuel  coal  brouoht  to  him  by  mail  at  $1.08  per  hundred  pounds, 
as  afjfainst  a  cost  of  about  $4  by  freight.  Instead  of  shipping  the 
coal  in  the  ordinary  way,  he  got  the  Government  to  pay  most  of  the 
cost  of  his  shipments. 

Mr.  Si3is.  And  he  got  it  cheaper? 

Mr.  EoBiNSON.  And  he  probably  got  it  $3  per  hundred  pounds 
cheaper  that  way  than  in  the  other  way. 

Mr.  Sanders  of  Indiana.  And  what  did  the  Government  receive 
from  him  ? 

Mr.  EoBiNSON.  The  Government  would  get  $1.08  per  hundred 
pounds. 

Mr.  Sims.  For  coal? 

Mr.  Robinson.  For  ordinary  coal,  put  in  packages  of  48  pounds 
each.  In  this  particular  case  the  shipper  happened  to  be  a  black- 
smith. 

Mr.  Sims.  And  not  a  dealer? 

Mr.  Robinson,  No  ;  a  blacksmith. 

Mr.  Sims.  And  he  wanted  the  coal  for  his  shop  ? 

Mr.  Robinson.  Yes,  sir.  The  proof  in  the  Post  Office  hearings 
shows  that  thousands  of  people  were  shipping  merchandise  of  all 
kinds  in  that  way.  Shippers  could  get  the  Post  Office  Department 
to  transport  their  goods  for  $1.08  per  hundred,  whereas  it  would 
cost  as  much  as  $1  per  hundred  pounds  for  transporting  in  the  or- 
dinary way.  The  railroads  could  not  compete,  hence  the  shipper 
took  the  goods  out  of  the  express  and  freight  cars  and  transferred 
it  into  the  mail  car;  the  Government  received  $1.08  per  hundred  and 
paid  the  railroad  practically  nothing,  but  did  pay  $2.50  per  hundred 
to  the  star-route  carrier  for  the  additional  haul.  The  net  result 
was  and  is  that  the  Government  loses  $1.42  on  every  hundred  pounds 
and  the  railroads  lose  all  the  revenue.  I  am  sorry  that  I  clid  not 
bring  the  figures  with  me.  The  Post  Office  Department  is  depriv- 
ing the  short-line  railroads  of  at  least  50  per  cent  of  their  just  earn- 
ings for  handling  the  mail.  I  think  we  have  proven  before  the  In- 
terstate Commerce  Commission  that  there  ought  to  be  a  100  per  cent 
increase  in  the  amount  paid  for  the  handling  of  the  mail. 

The  Chairman.  And  is  that  true  of  the  trunk  lines  also,  Mr. 
Robinson  ? 

Mr.  Robinson.  Yes,  sir.  Because  the  amount  of  compensation 
added  for  the  parcel  post  was  infinitesimal.  Congress  passed  an 
act  authorizing  the  payment  of  an  additional  5  per  cent  for  handling 
the  mail.  I  do  not  think  any  of  the  railroads  got  more  than  24 
per  cent,  and  they  have  had  carloads  after  carloads  taken  out  of  the 
freight  cars  and  transferred  to  the  mail  cars. 

Mr.  Hamilton.  Is  the  parcel  post  paying  the  Govermnent  any- 
thing, or  is  it  breaking  even? 

Mr.  Robinson.  I  do  not  think  that  the  members  of  the  House  of 
Representatives  or  of  the  Senate  have  been  able  to  ascertain  that 
result.  There  have  been  some  vigorous  efforts  to  find  that  out,  and 
I  saw  a  statement  made  by  Chairman  Steenerson  of  the  House  com- 
mittee on  post-offices  and  post  roads  to  the  postal  employees  yes- 
terday. He  said  he  had  been  trying  to  find  out  how  much  is  being 
lost  on  the  parcels  post,  but  so  far  has  not  been  able  to  obtain  any 
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information  on  that  subject;  that  tlie  Postmaster  General  had  dis- 
regarded the  law  providing  for  special  parcel  post  stamps,  and 
therefore  he  could  not  find  out  anything  about  it-  I  believe  he  said 
that  they  had  abandoned  the  special  stamps  for  aeroplane  mail,  and 
that  you  could  now  send  a  letter  to  New  York  or  anywhere  else  by 
aeroplane  with  ordinary  postage. 

Mr.  Sims.  The  parcel-post  service,  as  I  understand,  has  been  self- 
sustaining. 

Mr.  EoBiNSON.  The  parcel-post  service  is  reported  to  be  self- 
sustaining,  but  the  railroads  are  sustaining  it. 

Mr.  Sims.  But  what  I  mean  is,  they  actually  get  in  more  than 
they  pay  out. 

Mr.  Robinson.  Yes;  and  they  deprive  the  railroads  of  just  com- 
pensation, hence  they  show  a  profit. 

Mr.  Sims.  But  the  people  who  receive  the  service  get  the  benefit 
of  it. 

Mr.  EoBiNSON.  The  people  who  receive  the  parcel  post,  especially 
the  shippers  of  the  goods,  are  receiving  the  benefits,  and  I  know 
from  very  close  contact  with  that  question  that  the  railroads  "are 
carrying  the  burden. 

The  Chairman.  We  are  getting  a  little  afield  here.  Let  us  get 
back. 

Mr.  EoBiNSON.  Mr.  Chairman,  we  are  most  vitally  interested  in 
the  repeal  of  section  10  of  the  Clayton  Act.  That  has  a  serious 
effect  upon  the  short  lines.    These  lines  are  built 

Mr.  Hamilton.  Wliat  is  the  subject  of  that  section  10  of  the  Clay- 
ton Act  you  refer  to  ? 

Mr.  Robinson.  That  section  prevents  the  roads  from  dealing  with 
anybody  connected  with  them,  or  dealing  with  a  corporation  in 
which  one  of  the  directors  or  officers  of  the  road  is  interested,  or 
bujdng  supplies  from  officers  interested  in  such  corporations.  Short 
line  roads  are  built  as  a  community  matter  largely,  and  as  a  rule  by 
the  most  progressive  and  the  strongest  men  in  the  community — men 
who  are  interested  in  banks,  in  mines,  and  in  the  development  of 
the  country — and  section  10  of  the  Clayton  act  has  the  effect  of 
barring  their  respective  road  from  dealing  with  any  one  of  the 
interests  with  which  any  of  the  officers  are  connected.  That  is  very 
unfair  and  injuriousi.  As  a  rule,  when  that  class  of  roads  require 
money  they  can  not  go  to  New  York  to  get  it.  The  amounts  that 
they  want  do  not  make  it  necessary  ordinarily  for  them  to  go  to 
New  York,  and  if  they  went,  they  would  probably  not  be  able  to 
get  it,  hence  that  act  interferes  with  them  dealing  with  the  local 
institution.  Ordinarily  when  the  president  of  a  short  line  railroad 
companv  requires  money  to  purchase  a  locomotive  or  cars,  say  $25,- 
000  or  $30,000  or  $50,000,  he  could  get  it  from  his  own  bank,  but 
nowhere  elsei.  This  section  of  the  Clayton  Act  interferes  with  that. 
That  limitation  ought  to  be  removed.  It  does  not  benefit  anybody 
and  we  ask  that  you  include  a  provision  in  your  bill  that  will  repeal 
that  section.  Congress  has  twice  suspended  the  section.  It  is  now 
in  effect,  however,  and  has  been  since  some  time  during  the  present 
year,  and  it  ought  to  be  repealed. 

The  sixteenth  provision  of  the  executives  is  the  matter  of  the  modi- 
fication of  existing  laws  so  as  to  permit  the  consolidation  or  acquisi- 
tion of  properties.     We  believe  that  permissive  consolidation  would 
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be  desirable,  and  that  great  benefit  might  come  from  it,  but  if  a  pro- 
vision of  that  kind  is  incorporated  in  the  law,  it  should  be  so  framed 
as  to  require  the  Interstate  Commerce  Commission  to  go  into  that 
matter  very  caref ullj^,  for  the  reason  that  the  strong  roads  will  be  in 
a  position  to  practically  strangle  and  thereafter  absorb  the  smaller 
ones.  It  is  perfectly  natural  that  these  short  lines  should  merge  into 
the  main  lines.  The  large  systems  are  all  built  up  of  the  short  lines, 
but  the  door  ought  not  to  be  thrown  wide  open  without  proper  pro- 
tection for  the  existing  short  lines. 

The  so-called  Cummins  bill,  introduced  in  the  Senate  within  the 
last  three  or  four  days,  contains  a  provision  permitting  the  con- 
solidation for  a  period  of  seven  years  and  then  provides  for  com- 
pulsory consolidation.  I  think  that  that  would  be  very  harmful  to 
the  interests  of  the  country  and  to  the  interests  of  the  short  lines. 
If  you  adopt  that  provision  there  will  be  but  few  voluntary  con- 
solidations of  these  shorter  lines,  for  the  reason  that  there  will  be  but 
one  purchaser  and  it  can  and  will  take  the  small  and  weak  as  and 
when  it  pleases;  there  will  be  no  reason  to  hurry  for  the  short  line 
can  not  escape.  Hence  a  very  large  portion  of  the  investments  in 
such  lines  will  be  lost. 

-We  have  an  example  of  that  in  the  State  of  New  York.  Some 
years  ago  there  was  a  very  active  campaign  there  against  the  reck- 
lessness of  the  life  insurance  companies  and  the  fact  that  those  com- 
panies had  made  large  investments  in  railroad  securities.  The  New 
York  Legislature  passed  a  law  requiring  those  companies  to  dispose 
of  all  the  railroad  stocks  they  had  within  a  fixed  period,  about  two 
or  three  years.  The  securities  of  strong  railroads  can  be  put  on  the 
market  in  small  quantities  and  handled,  but  if  such  securities  belong- 
ing to  the  large  insurance  companies  were  thrown  upon  the  market 
at  one  time  it  would  instantly  depress  the  price  and  cause  great  loss. 
The  insurance  companies  could  not  sell  all  and  they  had  to  ask  the 
legislature  to  extend  the  time  to  enable  them  to  get  the  value  of  the 
securities  for  the  policj^holders.  If  the  law  fixes  definitely  that  there 
shall  be  consolidation  at  or  within  a  certain  time,  the  result  will  be 
disastrous  to  a  large  number  of  people,  and  while  some  of  the  strong 
interests  may  be  benefited,  those  interested  in  the  short  and  weak 
roads  will  suffer.  We  protest  against  any  provision  requiring  com- 
pulsory consolidation,  but  we  do  believe  that  permissive  consolida- 
tion would  be  beneficial.  The  old  policy  of  preventing  consolida- 
^  tion  ought  to  be  changed ;  let  it  be  permissive  under  full  power  and 
authority  of  the  Interstate  Commerce  Commission,  or  your  board,  if 
you  establish  a  board,  if  you  will. 

The  next  provision  in  the  executives'  plan  deals  with  labor.  We 
have  had  less  trouble  with  labor  than  have  the  large  lines,  but  we  are 
interested  in  the  general  situation.  There  is  no  question  but  Con- 
gress must  sooner  or  later  take  hold  of  that  question  and  make  some 
provision  to  control  labor  engaged  in  interstate  commerce,  to  such  a,n 
extent  as  will  prevent  it  from  tying  up  the  traffic  of  the  country,  as 
has  been  threatened  two  or  three  times. 

We  believe  that  the  time  has  arrived,  and  there  ought  to  be  some 
provision  in  your  act  providing  that  labor  shall  conform  to  the  gov- 
ernmental policy  just  the  same  as  the  owners  of  these  properties.  We 
do  not  attempt  to  go  into  the  details  of  how  to  handle  that  situation. 
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because  it  has  been  discussed  before  you,  but  we  want  to  say  that  we 
think  the  time  has  come  when  you  must  meet  the  situation,  and  deal 
with  it,  and  we  do  not  ask  that  it  be  dealt  with  in  anything  but  a 
friendly  way  to  the  men  who  do  the  work. 

I  know  what  they  have  to  do.  I  began  my  railroad  career  in  the 
shops  of  the  Texas  &  Pacific  at  Big  Springs,  Tex.,  as  a  boiler-maker 
helper,  and  I  was  soon  promoted  to  the  position  of  "  news  butch  "  on 
the  train,  so  I  came  up  through  the  ranks  and  I  know  something  of 
the  experiences  of  the  men.  I  think  that  they  deserve  fair  and  just 
treatment;  yes,  I  think  that  they  deserve  liberal  treatment,  when- 
ever it  can  be  accorded,  whenever  it  can  be  done,  but  I  know  that 
some  limitation  must  be  placed  upon  the  radical  element  among  the 
men,  and  that  some  governmental  body  must  be  charged  with  that 
responsibility. 

We  think  that  some  plan  should  be  made  by  the  Government  for 
the  funding  of  the  obligations  which  the  Government  has  placed 
upon  the  properties  during  the  time  that  it  had  them  under  its  con- 
trol. That  does  not  affect  us  so  very  seriously,  only  a  limited  num- 
ber of  the  short  lines  having  received  any  funds  from  the  Govern- 
ment, but  in  view  of  our  general  interest  in  the  entire  problem,  we 
feel  that  the  problem  must  be  adjusted  fairly  and  properly.  The 
Government  should  make  arrangements  to  carry  the  amounts  which 
it  has  advanced  and  expended  upon  the  properties  during  the  time 
it  had  them  under  control,  so  that  the  income,  when  the  properties 
are  returned,  can  be  immediately  applied  to  the  operating  expenses 
and  to  meet  their  interest  obligations. 

The  last  proposition  of  the  executives  is  that  of  Federal  incorpora- 
iton.  I  think  it  entirely  proper  to  authorize  the  incorporation  of  rail- 
roads under  the  Federal  charters.  I  do  not  believe  that  you  ought  to 
require  that,  and  while  some  of  us  differ  in  opinion,  I  do  not  believe 
that  Congress  has  any  right  to  compel  the  incorporation  of  railroads. 
I  do  not  believe  that  the  power  to  regulate  commerce,  which  is  pro- 
vided for  in  the  Constitution,  gives  the  power  to  destroy.  You 
already  have  a  very  large  number  of  incorporated  railroad  companies. 
Those  railroad  companies  are  now  existing  and  serving  their  com- 
munities and  performing  all  the  public  service  required  to  be  per- 
formed. I  do  not  believe  Congress  has  any  right  to  destroy  these 
organizations  so  as  to  create  others,  and  I  do  not  believe  that  Con- 
gress has  any  right  to  condemn  my  property  when  I  am  performing 
all  of  the  services  of  a  common  carrier,  to  turn  that  property  over 
to  some  one  else  to  perform  the  same  service. 

Mr,  Chairman,  I  have  gone  through  the  plan  of  the  executives  for 
the  purpose  of  indorsing  certain  of  their  principles  and  for  the  pur- 
pose of  showing  you  that  Ave  are  not  here  to  fight  main-line  com- 
panies or  their  executives. 

Coming  to  our  special  interests,  I  want  to  address  myself,  first,  to 
our  amendment  D,  following  the  word  "  operated  "  on  line  22,  page 
24,  of  the  committee  print. 

Mr.  Sanders  of  Indiana.  What  line? 

Mr.  RoBiNsox.  Beginning  on  line  22,  page  24. 

Mr.  Hamilton.  After  the  word  "  operated  "  ? 

Mr.  Robinson.  Yes,  sir.  I  am  going  to  take  the  liberty  of  reading 
the  first  paragraph,  and  then  I  am  going  to  take  up  the  second  para- 
graph line  by  line: 
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The  commission  upon  complaint,  or  upon  its  own  initiative  witliout  a  com- 
plaint, shall  exercise  the  power  and  authority  to  establish  through  routes,  joint 
classifications,  regulations,  practices,  and  joint  rates  as  the  maximum  or  nlini- 
mum  or  maximum  and  mini,mum  fixed  rates  to  be  charged  and  also  the  division 
of  joint  rates,  fares,  and  charges  whenever  it  may  be  considered  necessary  or 
desirable  in  the  public  interest. 

Mr.  Hamilton.  You  are  reading  from  your  proposed  amendment? 

Mr.  Robinson.  Yes,  sir.  We  ask  that  this  amendment  be  inserted 
in  the  law  for  the  purpose  of  giving  the  commission  definite  infor- 
mation as  to  what  the  Congress  contemplates,  what  it  thinks  is  neces- 
sary to  meet  the  situation  of  the  short  and  weak  lines.  We  thinls: 
that  the  Congress  ought  to  declare  as  a  definite  policy  that  this  class 
of  roads  are  to  be  fostered  and  protected  as  far  as  the  commission 
in  its  judgment  finds  possible,  in  view  of  the  law  as  we  herein  pro- 
pose it.  We  have  already  proposed  a  definite  rule  for  rate  making. 
We  want  this  amendment  (D),  or  yardstick,  as  we  call  it,  inserted 
in  the  law  so  that  when  the  commission  takes  up  the  rate-making 
question  it  shall  have  before  it  the  provision  of  the  law  requiring  it 
to  take  into  consideration  the  reasonable  and  just  requirements  of 
the  short  lines.  If  this  amendment  is  inserted  in  the  law,  the  com- 
mission when  it  comes  to  consider  the  making  of  rates  will  take  it 
into  consideration,  and  when  they  divide  the  rate  between  carriers, 
even  though  they  divide  it  unequally  in  amount,  which  they  will  do 
in  most  all  cases,  they  will  not  be  taking  from  a  strong  line  something 
that  belongs  to  it  and  give  it  to  a  short  line,  because  they  took  that 
division  into  consideration  when  they  made  the  rate.  Under  such 
conditions  they  are  not  taking  from  the  trunk  line  anything  that 
belongs  to  it. 

I  ask  you  to  follow  me  line  by  line  if  you  have  this  amendment 
before  you,  because  I  want  you  to  see  whether  we  are  right  in  ask- 
ing that  the  commission  take  each  particular  thing  mentioned  into 
consideration  when  they  are  determining  upon  the  rights  of  the  two 
parties. 

Reading  the  second  paragraph  of  the  amendment: 

The  commission  shall  inform  itself  and  take  into  consideration  the  efficiency 
with  which  the  carriers  are  operated. 

There  can  not  be  any  objection  to  the  commission  taking  that  into 
consideration,  because  that  enters  into  the  entire  problem.  If  a  road 
is  not  efficiently  operated,  then  it  does  not  deserve  great  considera- 
tion. If  the  officers  are  doing  everything  that  is  possible  to  operate 
their  line  economically  and  to  serve  the  communities,  then  that  ought 
to  be  taken  into  consideration.  That  is  a  matter  of  merit,  a  benefit 
that  goes  to  the  communities  which  it  serves.  We  ask  that  the  com- 
mission be  told  to  take  that  into  consideration. 

Mr.  Merritt.  And  if  efficient  they  would  get  more  or  less  rate? 

Mr.  Robinson.  The  character  of  the  management  would  have  a 
tendency  to  enable  the  commission  to  determine  whether  they  should 
have  more  or  less.  If  the  roads  are  efficiently  managed,  that  ought 
to  be  in  their  favor.    The  more  efficient  the  less  the  cost,  as  a  rule. 

Mr.  Merritt.  There  virtue  would  have  its  own  reward  ? 

Mr.  Robinson.  Yos,  si)*;  that  is  tr'io.  If  not  efficiently  managed, 
the  commission  would  :\ot  give  them  rates  or  divisions  for  the  pur- 
pose of  overcoming  losses  caused  thereby.  We  ask  that  the  commis- 
sion take  into  consideration  the  financial  condition  and  credit  of  the 


1966       RETURN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP. 

carriers.  We  think  it  is  absolutely  necessary  that  the  commission 
should  do  so.  If  they  have  no  credit  or  if  their  financial  condition  is 
bad  they  can  not  render  efficient  service  to  their  respective  commu- 
nities. The  stronger  their  financial  condition  and  credit  is,  the  more 
efficiently  they  can  serve  and  at  less  expense,  as  a  rule.  Practically 
all  of  these  roads  must  have  money  from  time  to  time  to  increase 
their  equipment  or  to  put  in  sidetracks  or  to  do  the  many  things  that 
are  necessary  for  the  public  convenience,  and  if  they  have  good 
credit  they  can  get  the  money  at  a  low  cost.  If  their  credit  is  poor 
they  either  can  not  get  money  at  all  or  they  must  pay  such  a  price 
therefore  as  to  greatly  increase  the  cost. 

Mr.  Merritt.  Then,  the  second  paragraph  after  that  presents  the 
bill  of  particulars  of  what  the  commission  shall  take  into  considera- 
tion, anyhow? 

Mr.  BoBiNSON.  That  is  true. 

I  will  stop  here  to  give  you  a  case  showing  the  present  limitations 
on  these  roads.  The  commission  has  within  the  last  30  or  40  days 
decided  what  is  known  as  the  Whitewater  Lumber  case  against  the 
Alabama  Central  Eailway  and  a  number  of  other  railroads,  particu- 
larly the  Mobile  A  Ohio.  The  Alabama  Central  is  a  small  line  in 
Alabama.  There  is  a  sawmill  8^  miles  out  on  their  line.  The  lumber 
rates  from  that  mill  to  the  market  is  2  cents  higher  than  that  from  the 
junction  point  where  they  connect  with  the  main  line.  The  commis- 
sion has  held  that  the  Alabama  Central  can  not  charge  that  2  cents, 
and  that  they  must  iiot  charge  anything  over  and  above  the  main-line 
rate.  They  were  getting  6  cents  a  hundred  pounds  on  lumber,  made 
up  as  follows :  Two  cents  on  their  own  line  and  a  division  of  4  cents 
out  of  the  main-line  rate.  The  revenue  of  that  road  was  derived  very 
largely  from  lumber  from  that  point,  hence  the  decision  of  the  com- 
mission cuts  off  one-third  of  the  revenue.  The  main  line  has  refused 
to  grant  an  increase  of  the  division  and  the  Alabama  Central  is  help- 
less. If  that  condition  is  not  changed  and  the  road  permitted  to 
charge  for  services  actually  rendered,  it  must  stop  within  the  next 
30  days.  In  that  event  not  only  will  the  railroad  property  be  de- 
stroyed, but  the  sawmill  and  other  property. 

We  say  that  Congress  must  declare  that  all  of  the  things  enu- 
merated in  our  amendment  shall  be  taken  into  consideration  when 
making  rates  and  when  the  commission  is  making  divisions.  We  want 
this  amendment  inserted — we  call  it  a  yardstick — in  the  law  so  that 
when  they  come  to  make  the  rates  they  must  take  into  consideration 
that  they  must  make  certain  divisions.  If  there  is  no  such  provision 
in  the  law  the  commission  may  fix  rates  that  will  not  meet  the  situa- 
tion. In  that  event  there  will  be  an  unequal  conflict  between  the  short 
line  and  the  main  line  over  what  each  shall  have  out  of  the  joint  rate. 
If  you  put  this  yardstick  in  the  law  and  the  commission  loiows  that  it 
must  take  these  things  into  consideration  and  it  does  take  them  into 
consideration  and  fixes  the  rate  accordingly,  there  will  be  no  reason 
for  a  conflict  or  for  a  failure  to  be  just  and  fair  to  all  concerned. 

Mr.  Merritt.  Before  you  get  away  from  the  other  point,  would  it 
not  be  possible  for  the  commission  to  say  that  it  had  considered  all 
points  in  your  amendment  and  still  thought  that  the  arbitrary'  should 
not  be  wiped  out? 

Mr,  EoniNSON.  Beyond  question,  that  is  possible.  I  do  not  think 
that  Congress  can  say  that  the  carriers  should  have  5  cents  or  50 


BETUKN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       1967 

cents  or  100  cents  or  any  other  sum  per  hundred.  There  is  no  way 
by  which  Congress  can  decide  definitely.  The  only  thing  that  can  be 
done  is  for  Congress  to,  announce  its  policy,  give  the  commission  such 
instructions  as  it  thinks  proper,  and  tlien  leave  it  to  the  discretion  of 
the  commission.     That  can  not  be  avoided  as  far  as  we  can  see. 

I  want  to  refer  to  the  example  given  by  Judge  Sims  on  yesterday. 
He  described  the  situation  of  an  ore  mine  located  at  the  outer  end 
of  a  25-mile  short  line,  the  ore  to  move  25  miles  over  that  line  and  75 
miles  over  a  main  line  to  the  furnaces,  the  rate  to  be  $1  for  the  move- 
ment, and  he  suggested,  if  I  remember,  that  possibly  the  short  line 
would  get  65  cents  per  ton  and  the  main  line  would  get  35  cents  per 
ton  out  of  that  rate.  Gentlemen,  that  movement  is  an  ordinary 
example.  The  division  of  the  joint  rate  mentioned  would  not  be  un- 
reasonable in  many  instances.  Conditions  might  be  such  that  it 
would  be  proper  to  allow  the  short  line  65  cents  out  of  the  dollar  and 
still  not  do  injustice  to  the  main  line.  For  example,  the  public  is 
interested  in  the  movement  of  that  ore,  and  it  is  going  to  benefit 
by  having  the  ore  moved  to  the  furnace  to  be  manufactured  into  pig 
iron.  It  is  going  to  pay  a  dollar  to  have  that  movement  made.  It 
is  not  merely  interested  on  the  point  of  paying  a  dollar,  but  if  either 
one  of  the  interested  carriers  is  to  suffer  or  go  out  of  existence  and 
cease  to  serve  that  community,  then  the  public  generally  becomes 
very  much  interested  in  both  the  rate  and  the  division  thereof.  If 
the  commission  with  a  rule  of  this  kind  in  the  law  had  taken  into 
consideration  the  condition  of  the  carriers  and  the  value  of  the  serv- 
ice of  each  and  had  fixed  the  rate  at  $1  and  allowed  65  cents  to  the 
short  line,  it  would  not  have  done  the  main  line  any  injustice  nor 
would  it  have  taken  anything  that  belongs  to  the  main  line.  It  would, 
however,  sustain  that  short  line,  get  the  ore  moved,  and  benefit  the 
public. 

If  the  main  line  owned  that  short-line  track  and  had  to  keep  up 
the  25  extra  miles,  it  would  have  all  the  expenses  that  the  short 
line  has  and  more,  because  it  would  cost  them  more  to  operate,  and 
it  would  only  get  the  dollar.  If  that  short  line  fails  to  receive  the 
65  cents,  or  so  much  as  may  be  necessary,  and  it  ceases  to  exist,  the 
connecting  line  would  not  get  the  traffic  at  all,  hence  not  get  the  35 
cents.  The  ore,  if  transported,  may  come  from  some  other  direction 
and  from  another  line,  hence  the  connecting  line  might  not  get  any- 
thing or  it  might  stop  that  furnace. 

Mr.  Denison.  May  I  interrupt  you,  Mr.  Robinson? 

Mr.  EoBiNsoN.  Certainly,  Mr.  Denison. 

Mr,  Denison.  There  is  one  point  which  has  been  bothering  me  all 
during  the  hearings,  and  I  want  to  analyze  it. 

I  am  assuming  that  Congress  or  the  Government  has  the  right 
under  the  interstate-commerce  clause  to  regulate  to  the  fullest  extent 
rates,  subject  only  to  the  limitation  that  they  must  not  be  unreason- 
able on  the  one  hand  and  that  they  must  not  be  confiscatory  on  the 
other.     That  is  a  proper  fundamental  statement? 

Mr.  Robinson.  I  think  so. 

Mr,  Denison.  I  think  that  Congress  or  the  Government  has  the 
right  to  make  any  regulations  for  the  railroads  as  to  rates,  subject 
to  the  limitation  I  have  just  mentioned,  but  the  question  that  has  been 
bothering  me  in  these  hearings,  and  is  still  bothering  me,  is  whether 
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or  not,  after  having  fixed  the  rates  within  the  limitations  just  men- 
tioned, the  Government  has  the  right,  after  the  roads  have  earned 
what  they  can  on  those  rates,  to  divide  up  the  earnings  of  the  com- 
panies. Now,  I  understand  you  to  say  that  you  get  around  that 
or  370U  avoid  that  legal  objection  on  this  theory,  that  the  Interstate 
Commerce  Commission  in  fixing  the  through  rate  takes  into  con- 
sideration the  division  of  the  earnings.    That  is  your  position  ? 

Mr.  KoBiNSON.  The  latter  part  of  your  statement  is  the  correct 
principle.  The  explanation  is  this :  The  Interstate  Commerce  Com- 
mission unquestionably  has  the  right  to  fix  the  rates  for  all  move- 
ments, not  limiting  it  to  the  movement  on  one  line,  but  on  the  through 
route.  It  unquestionably  has  that  right  now.  Congi'ess  has  the 
right  to  say  to  the  commission,  "  You  shall  divide  this  rate  between 
the  interstate  carriers.  One  of  them  may  be  strong  and  may  just 
hog  the  whole  rate  and  destroy  the  others.  You  have  the  right  to 
divide  it." 

Mr.  Denison.  I  concede  that.    I  am  not  bothered  with  that. 

Mr.  Robinson.  The  next  point 

Mr.  Denison  (interposing).  My  question  is  whether  you  have  the 
right  to  divide  it  arbitrarily  ? 

Mr.  Eobinson.  When  you  take  all  of  the  conditions  into  considera- 
tion and  provide  for  dividing  it  before  the  service  is  performed,  you 
have  an  unquestioned  right  to  determine  what  the  respective  parties 
shall  have  out  of  that  rate.  The  difficulty  in  your  mind,  as  I  catch 
it,  is,  after  the  service  has  been  performed,  then  to  come  along  and 
undertake  to  divide  it.  I  do  not  think  that  after  a  service  has  been 
performed  on  a  fixed  legal  rate  and  the  money  has  gone  into  the 
treasury  of  any  carrier  that  Congress  has  any  right  to  take  it  from 
the  owner  except  in  the  form  of  taxes,  but  when  you  fix  the  rate  in 
advance  and  you  fix  the  just,  fair,  and  reasonable  division  in  ad- 
vance, then  each  party  will  get  its  proportionate  part  and  will  not 
have  any  proprietary  interest  in  the  otlier  part. 

Mr.  Denison.  I  am  willing  to  admit,  Mr.  Robinson,  that  that  is  a 
very  shrewd  answer  to  the  question,  but  I  am  still  bothered  whether 
or  not  that  will  stand  in  court,  if  it  is  attacked,  because  if  you  follow 
out  that  theory,  then  you  are  compelling  a  strong  road  to  carry 
freight  at  a  less  rate  in  proportion  to  the  service  that  it  performs 
than  you  do  the  short  road.  Now,  suppose  that  you  apply  that 
theory  and  the  strong  road  goes  into  court  and  asks  for  an  injunc- 
tion, stating  that  this  road  is  compelled  to  carry  freight  on  the 
through  route  fixed  by  an  unreasonable  division  of  the  through  rate 
in  proportion  to  the  service  performed.  Wliat  would  be  your  an- 
swer? 

Mr.  Robinson.  My  answer  is  this:  Our  proposition  is  based  ex- 
clusively upon  the  service  performed,  the  cost  of  the  service  .per- 
formed, and  every  item  that  we  have  in  our  amendment  contem- 
plates that  the  commission  shall  take  into  consideration  all  of  the 
facts,  every  one  of  which  goes  to  the  question  of  the  value  of  the 
service  performed.  Rates  are  fixed  and  definite,  and  must  be 
charged,  but  there  is  no  fixed  rule  of  divisions,  ancl  the  main  lines 
accept  from  one  another  almost  every  possible  percentage  of  the 
joint  rate.  For  example,  take  a  freight  train  of  80  cars,  or  any  num- 
ber of  cars,  if  you  please.  There  may  be  20  cars  of  through  mer- 
chandise in  that  train,  and  the  chances  are  that  the  road  will  accept 
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from  15  to  20  different  divisions  on  that  particular  business.  It  will 
accept  from  one  strong  connection  a  carload  of  traffic  and  has  ac- 
cepted a  small  percenta,ge  of  the  through  rate — say  15  per  cent.  It 
will  accept  another  carload  of  merchandise  of  the  same  character  or 
description  from  a  different  carrier,  not  quite  so  strong,  at,  say,  25 
per  cent  of  that  through  rate.  You  will  probably  find  in  any  one 
train  consisting  of  through  traffic  that  those  lines  are  accepting  all 
kinds  of  divisions,  and  yet  when  it  comes  to  the  weak  line  they  say, 
"  We  will  Qjily  give  you  so  much."  The  main  lines  can  not  success- 
fully contest  any  just,  fair,  and  reasonable  division  made  by  the  com- 
mission, for  it  would  be  easy  to  show  that  they  were  accepting  divi- 
sions as  low,  if  not  less,  than  those  fixed  by  the  commission.  We 
ask  that  these  things  be  taken  into  consideration  when  the  rates  are 
made  and  be  taken  into  consideration  when  the  divisions  are  made. 
Then  the  money  will  belong  to  the  parties  to  which  awarded  by  the 
commission. 

Mr.  Denison.  You  have  to  start  with  the  premise  that  the  rate  has 
to  be  reasonable  ? 

Mr.  Robinson.  To  which  I  agree. 

Mr.  Denison.  And  that  the  division  of  rates  has  been  reasonable? 

Mr.  Robinson.  To  which  I  agree. 

Mr.  Denison.  Then,  passing  that  question,  if  the  rate  for  the  long 
haul  or  the  trunk  line  is  reasonable,  could  not  they  contend  that  the 
much  larger  share  for  the  short  haul  was  probably  unreasonable  ? 

Mr.  Robinson.  Beyond  question  they  might  so  contend^  if  the 
short  line's  share  was  much  larger.  They  will  contend  for  that  when 
the  commission  takes  up  the  rate  itself,  as  well  as  when  it  comes  to 
the  division  of  the  rate. 

Mr.  Denison.  Suppose  the  commission  has  the  right  in  fixing  rates 
to  take  into  consideration  the  financial  condition  of  the  roads,  and 
suppose  in  doing  so  they  were  to  make  a  rate  unreasonable,  would 
they  have  that  right? 

Mr.  Robinson.  I  think  not,  because  the  law  says  that  the  rates 
shall  be  just  and  reasonable. 

Mr.  Denison.  I  am  still  a  little  bit  cloudy  on  the  right  of  the  com- 
mission to  make  a  division  of  a  through  rate  that  will  be  based  on 
anything  outside  of  a  proper  distribution  of  the  cost  of  the  service 
performed. 

Mr.  Robinson.  We  do  not  ask  that  the  division  be  based  upon  any- 
thing but  the  relative  value  of  the  service  based  upon  cost.  This 
amendment  is  not  for  the  short  lines  alone.  May  I  read  that  para- 
graph again? 

Mr.  Denison.  Certainly. 

Mr.  Robinson  (reading)  : 

The  commission  shall  inform  itself  and  take  Into  consideration  the  efficiency 
with  which  the  carriers  are  operated. 

Both,  or  if  more  than  two,  they  shall  all  be  taken  into  consideration. 

They  shall  take  into  consideration  the  financial  condition  and  credit  of  the 
several  carriers. 

These  are  the  things  that  must  be  taken  into  consideration  in  this 
matter,  and  we  ask  that  the  commission  be  required  to  take  them  into 
consideration.     We  assert  that  Congress  has  the  right,  first,  to  require 
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the  fixing  of  the  rate,  and,  second,  the  rate  being  fixed,  to  authorize 
the  commission  to  make  a  division  thereof.  We  do  not  go  beyond 
that. 

Mr.  Denison.  That  is  a  very  close  question.  I  will  concede  that 
Congress  has  the  right,  perhaps,  to  take  those  things  into  considera- 
tion in  fixing  a  rate,  but  has  it  the  right  to  take  the  same  things  into 
consideration  in  fixing  a  divisional  rate  ? 

Mr.  Robinson.  Beyond  question  we  think  it  has. 

Mr.  Denison.  A  division  of  rates  as  between  two  or  three  carriers? 

Mr.  Robinson.  Beyond  question,  because  if  those  carriers  could  not 
or  would  not  agree  upon  it  there  must  ve  some  authority  to  settle  and 
determine  the  question.  In  doing  so  the  commission  can  protect  the 
weak. 

Mr.  Denison.  I  know  there  must  be  authority  to  make  the  division. 
I  do  not  doubt  it,  but  has  Congress  the  right  to  authorize  the  Inter- 
state Commerce  Commission  to  take  those  things  into  consideration 
in  providing  a  through  rate  between  two  or  more  carriers?  That  is 
the  thing  that  is  bothering  me. 

Mr.  Robinson.  Mr.  Cain  wants  to  answer  that  question. 

Mr.  Merritt.  Let  me  ask  this  question :  Is  it  not  true  that  under  the 
terms  of  this  bill  that  the  commission  in  building  up  the  rate  would 
take  unit  A,  unit  B,  unit  C,  and  unit  D  and  would  make  a  rate  that 
would  give  A,  B,  C,  and  D  what  it  was  entitled  to  ?  That  is  the  way 
they  would  build  it  up  ? 

Mr.  Robinson.  Yes ;  and  divide  it  accordingly. 

Mr.  Cain.  May  I  give  you  a  concrete  case  ? 

Mr.  Denison.  Certainly. 

Mr.  Cain.  I  run  a  little  railroad  100  miles  long  that  connects  with 
a  railroad  several  hundred  miles  long.  I  run  one  freight  train  a 
day  and  never  have  more  than  from  3  to  4  or  5  cars,  one- fourth  or 
one-fifth  of  my  engine  capacity  in  any  train.  I  connect  at  the  junc- 
tion with  a  company  that  runs  at  least  25  or  30  freight  trains  a  day. 
That  road  can  haul  freight  at  perhaps  7  mills  per  ton-mile.  It  costs 
me,  say,  7  cents  per  ton-mile.  I  use  these  figures  roughly.  The  cost  of 
the  service  which  I  render  is  accounted  for  by  the  thin  tonnage  I  have 
and  the  overhead,  which  is  just  the  same  per  train  as  that  of  the  road 
with  which  I  connect.  The  difference  in  the  cost  of  the  service,  and 
therefore  the  value  of  the  service,  is  that  my  connecting  line  runs  not 
only  one  full  train,  giving  full  opportunity  to  take  care  of  the  over- 
head expense  and  for  the  train  operatives  full  compensation,  but  they 
run  several  trains  that  are  full  trains  on  lower  grades  with  larger 
engines  and  with  the  same  general  expense  of  operation — the  same 
amount  of  coal,  the  same  number  of  trainmen,  the  same  number  of 
engineers,  firemen,  and  conductors.  The  difference  in  the  value  of  the 
service  performed  necessarily  goes  to  the  cost.  First,  the  cost  of  oper- 
ating the  full  train  in  order  to  serve  such  of  the  public  as  are  there, 
plus  a  reasonable  return  on  the  capital  invested;  and  a  reasonable 
return  on  the  cost  of  the  small  road  with  less  than  full  tonnage  run- 
ning a  small  percentage  of  trains  and  connecting  with  another  road 
that  runs  full  tonnage  and  a  number  of  trains.  The  commission 
would  take  that  into  consideration  as  the  reasonable  value  of  the 
service  performed. 

Mr.  Denison.  In  making  a  through  rate  and  dividing  it  between 
the  carriers,  as  you  say  they  would  do  in  advance  before  collecting. 
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could  the  commission  fix  as  the  share  for  the  trunk  line  a  less  com- 
pensation than  the  regular  rate  on  the  trunk  line  to  the  point  where 
it  delivers  the  goods  to  the  short  line  ? 

Mr.  Robinson.  Yes;  that  is  done  all  the  time.  In  fact,  the  main 
lines  usually  accept  as  a  division  less  than  their  local  rates. 

Mr.  Denison.  In  other  words,  here  is  the  question  stated  over 
again:  Could  the  trunk  line  be  compelled  to  accept  freight  for  de- 
livery to  a  short  line  for  a  less  part  of  the  through  rate  than  its  regular 
compensation  for  carrying  the  freight  to  the  point  where  it  delivers  it  ? 

Mr.  EoBiNSON.  Of  course  it  can.    It  does  that  all  the  time. 

Mr.  Denison.  Is  that  done? 

Mr.  Robinson.  Yes,  sir;  it  is  done  all  the  time.  The  trunk  line 
gives  the  short  line  in  most  cases  some  portion  of  its  rate.  That  is 
done  all  the  time  as  between  the  trunk  lines ;  it  is  done  constantly.  If 
you  will  recalL  Mr.  Cass  gave  you  an  instance  yesterday  of  oranges 
moving  from  California  to  Chicago,  the  rate  being  a  dollar  per  hun- 
dred. The  line  coming  as  far  as  Denver  took  50  cents,  the  line  run- 
ning to  the  Missouri  River  took  35  cents,  and  the  line  from  the  Mis- 
souri River  to  Chicago  got  15  cents.  That  15  cents  division  was  far 
below  the  average  rate  on  freight.  If  such  roads  had  applied  their 
published  rates  they  would  receive  probably  three  or  four  times  as 
much  as  that.  Some  of  these  lines  have  in  the  past  handled  freight  on 
divisions  substantially  below  cost.  They  handled  it  because  they  did 
not  want  a  competitor  to  get  it.  So  there  is  no  rule  by  which  you  can 
measure  and  say  that  any  line  must  have  a  fixed  division.  I  tried  to 
illustrate  that  a  while  ago  in  the  difference  of  return  which  they  get 
out  of  different  cars  in  the  same  train.  There  is  a  vast  difference  in 
what  they  get  out  of  any  given  traffic.  Therefore  they  could  not 
come  forward  and  say,  "  We  are  not  getting  our  regular  compensation 
for  carrying  the  freight  to  the  point  where  we  deliver  it." 

I  believe  that  some  of  these  roads  have  been  earning  in  the  past 
more  than  they  are  going  to  be  permitted  to  earn  in  the  future. 
There  have  been  all  kinds  of  plans  presented  for  the  purpose  of 
taking  some  of  their  earnings  and  putting  them  into  various  kinds 
of  funds.  I  do  not  believe  that  that  can  be  legallj^  done,  but  if 
it  can  not  be  legally  done,  I  believe  that  the  Interstate  Com- 
merce Commission  will  decrease  rates  or  not  make  the  rates  •=>«> 
high.  One  of  the  difficulties  in  the  past  has  been  that  some 
of  the  lines  on  a  given  rate  would  earn  too  much  and  the 
weak  and  short  line  could  not  earn  enough.  The  commission  has 
said  officially  in  the  past  that  they  would  grant  increases  in  rates 
in  certain  cases  except  that  it  would  give  some  of  the  rich  roads 
too  much.  The  rule  which  we  have  laid  down  would  enable  the 
commission  to  meet  a  condition  of  that  kind.  It  would  enable  the 
commission  to  give  a  larger  division  of  the  joint  rate  in  certain 
cases,  thereby  preventing  overearnings  by  some  roads  and  substan- 
tially adding  to  others,  thereby  increasing  the  efficiency  and  the 
service  rendered  to  the  public.  The  commission  would  have  that 
opportunity  if  they  were  given  the  power.  If  you  do  hot  give 
them  that  power,  you  will  still  have  the  condition  of  some  lines 
getting  too  much  and  others  not  getting  enough. 

Mr.  Denison.  As  I  said  to  Mr.  Cass  yesterday,  I  rather  approve 
of  this  method  of  helping  the  short-line  road.  I  believe  that  it 
would  have  a  good  tendency. 
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The  Chair:max.  The  "weak  lines:  not  necessarily  the  short  line. 

Mr.  Dexisox.  It  looks  to  me  like  a  division  of  the  rates  that  was 
not  based  on  earnings  might  not  stand  the  test  in  the  courts. 

Mr.  RoBixsox.  We  have  no  fear  at  all  as  to  the  legality  of  the 
proposition.  We  believe  that  Congress  has  the  absolute  right  and 
■we  believe  that  the  Interstate  Commerce  Commission,  if  given  such 
instructions  and  power,  will  do  justice  to  all  concerned.  We  do  not 
believe  that  the  commission  will  give  the  short  lines  everything  they 
ask.  regardless  of  the  rights  of  other  carriers. 

Mr.  C-vss^Iay  I  break  in  and  give  one  illustration  as  to  what  the 
States  are  doing' in  the  way  of  taking  away  from  the  i*ailroads  a  part 
of  their  revenue? 

'Sir.  Dexisox.  We  shall  be  glad  to  have  you  do  so. 

Mr.  Cass.  I  think  it  will  clear  up  the  thought  in  your  mind  as 
to  whether  the  railroads  can  be  made  to  accept  less  than  their  local 
earnings  to  the  junction  point.     That.  I  think,  was  in  your  mind. 

Mr.  Dexisox.  That  is  the  only  question. 

Mr.  Cass.  The  State  of  Iowa  promulgates  intrastate  rates  and  they 
publish  all  of  such  rates  on  a  mileage  basis  for  all  of  the  business  that 
is  done  on  the  railroads  in  the  State,  all  the  intrastate  business  and 
shipments  moving  fi'om  one  point  in  the  State  to  another.  They 
promulgate  on  tlie  basis  of  mileage  rates,  starting  with  5  miles,  10 
miles.  15  miles,  20  miles,  etc.,  clear  through  up  to  the  full  distance 
that  a  shipment  may  travel  through  the  State.  They  say  in  the  tariff 
that  a  shipment  traveling  from  station  A  to  station  B.  the  distance 
being  100  miles,  that  the  carrier  transporting  that  shipment  100  miles 
may  collect  this  rate  that  is  set  down — that  is.  one  railroad — ^but  if 
the"  shipment  from  A  to  B  is  over  two  lines  of  railroad,  and  we  will 
sav  that  the  junction  point  is  50  miles  away  from  the  starting  point, 
then  the  first  carrier  is  permitted  to  charge  80  per  cent  of  the  50- 
mile  rate  in  thd  schedule  and  the  second  carrier  is  permitted  to  charge 
80  per  cent  of  the  50-mile  rate  in  the  schedule.  If  it  was  over  three 
railroads,  then  the  fii*st  carrier  would  be  permitted,  we  will  say.  to 
charge  SO  per  cent  of  the  50-mile  rate,  the  second  carrier  80  per  cent 
of  the  •25-mile  rate,  and  the  third  carrier  SO  per  cent  of  the  25-mile 
rate.  The  State  does  exercise  the  rights  to  reduce  the  rate  of  return 
of  the  carrier  when  it  is  a  joint  shipment.  They  have  exercised  that 
right  for  many  years. 

Mr.  Dexisox^.  That  is  along  the  line.  In  other  words,  you  have 
two  rates  between  exactly  the  same  points? 

^Ir.  Cass.  Yes.  sir. 

Mr.  Dexisox.  On  the  same  freight? 

Mr.  Cass.  Yes.  sir. 

Mr.  Dexisox.  And  both  rates  are  reasonable? 

Mr.  Cass.  Except  if  the  shipment  stops  at  the  junction,  then  the 
full  rate  is  collected.  If  it  goes  beyond  the  junction  on  to  another 
carrier,  then  but  80  per  cent  of  the  rate  can  be  collected. 

The  Chairmax'.  Of  course,  we  have  divided  rates  on  exports  and 
imports  now. 

5lr.  Cass.  Yes.  It  is  very  seldom  any  trunk-line  railroad  gets  its 
local  ;n  the  division  of  the  rate.  I  do  not  know  of  any  unless  it 
might  be  some  little  carrier,  that  the  local  was  agreed  upon  as  his 
division,  by  the  trunk  line.    But  it  is  a  very  common  thing  for  the 
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trunk  line  to  accept  less  than  its  local  and  that  power  is  exercised 
by  many  States. 

Mr.  RoBixsox.  We  have  discussed  the  principles  in  this  amend- 
ment of  ours — our  yardstick — and  I  will  not  continue  reading  and 
discussing  it  line  by  line,  but  will  read  the  second  paragraph  of  it 
as  a  whole: 

The  commission  shall  inform  itself  and  take  into  consideration  the  efficiency 
with  which  the  carriers  are  operated,  the  financial  condition  and  credit  of  the 
several  carriers,  the  amount  of  revenue  required  to  pay  operating  expenses, 
taxes,  and  a  fair  return  on  the  property  used  in  the  public  service,  and  to 
establish  and  maintain  a  credit  sufficient  to  attract  the  necessary  new  capital, 
the  importance  of  the  carrier  to  the  public  as  a  transportation  utility ;  also 
whether  the  participating  carrier  is  an  originating,  intermediate,  or  delivering 
line,  and  any  other  fact  or  circumstance  which  would  ordinarily,  without  re- 
gard to  the  mileage  haul,  entitle  one  carrier  to  a  greater  or  less  proportion 
of  the  joint  rate  than  another,  and  shaU  thereupon  determine  and  prescribe 
what  will  be  the  just,  fair,  reasonable,  and  adequate  division  of  the  joint  rate, 
fare,  or  charge  as  between  the  several  carriers  entitled  to  participate  therein. 

Our  position  is  that  it  is  fair  and  proper  that  the  commission  shall 
take  all  of  these  things  into  consideration  when  making  divisions, 
and  I  call  your  special  attention  to  the  fact  that  the  amendment 
provides  that  it  "  shall  thereupon  determine  and  prescribe  what 
will  be  the  just,  fair,  reasonable,  and  adequate  division  of  the  joint 
rate,  fare,  or  charge  as  between  the  several  carriers  entitled  to  par- 
ticipate therein."  We  do  not  ask  that  the  commission  be  instructed 
to  or  that  it  make  any  unfair  or  unjust  division,  and  there  is  little 
probability  of  the  commission  doing  the  main  lines  injustice  even 
if  we  should  insistently  urge  it. 

Mr.  Cain  reminds  me  that  we  know  a  man  who  is  generally  re- 
garded as  the  best  rate  man  in  the  United  States,  the  man  of  the 
broadest  experience  in  the  rate-making  business  in  the  United  States. 
He  carefully  examined  the  amendment  I  have  just  read,  and  said 
that  it  is  absolutely  fair  and  just  and  ought  to  be  incorporated  in 
the  law.  I  wish  I  could  mention  his  name.  I  have  no  authority 
to  do  so,  but  there  is  no  question  that  it  would  greatly  impress  this 
committee  if  they  knew  the  name  of  the  individual.  I  assure  you 
that  he  is  the  very  ablest  traffic  man  in  the  country,  with  the  widest 
experience  and  the  gi'eatest  knowledge,  and  that  he  thinks  that  this 
amendment  is  a  proper  one  to  go  in  the  bill  and  ought  to  be  included. 
He  is  not  a  short-line  man. 

Mr.  Chairman,  I  want  to  take  up  next  the  question  of  the  distribu- 
tion of  traffic.  Please  refer  to  our  amendment  C,  beginning  after  the 
word  "  carrier,"  in  line  1,  page  25,  of  the  committee  print.  It  is  as 
follows : 

But  may  establish  such  through  routes,  classification,  or  practice  as  to  all 
other  railroads  subject  to  this  act,  without  regard  to  the  ownership  of  stock 
or  the  character  of  the  motive  power  used  in  the  operation  of  trains. 

Mr.  Chairman,  the  question  of  the  ownership  of  stock  ought  not 
to  enter  into  the  status  of  a  railroad.  The  character  of  the  road 
and  the  service  performed  ought  to  be  the  only  standard  by  which 
any  road  should  be  judged.  If  it  be  determined  that  the  stock 
ownership  is  to  control — if.  for  example,  the  Pennsylvania  Kailroad 
owns  the  stock  of  a  short-line  company  and  that  road  has  a  certain 
status  because  of  such  ownership,  and  I  buy  that  stock,  the  legal 
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status  and  the  rights  of  all  parties  might  change  without  any  other 
change  upon  the  part  of  anyone.  Take  another  example:  Certain 
individuals  build  a  railroad  into  an  undeveloped  territory  where 
they  own  a  lot  of  property  and  proceed  to  develop  it,  open  mines, 
build  sawmills,  and  things  of  that  kind,  and  they  own  the  stock  of 
the  railroad.  It  is  unfair  and  unjust  to  say  in  the  law  that  that 
road  shaJl  not  have  equal  rates,  fair  divisions,  and  all  other  rights. 
By  so  doing  you  deprive  them  of  their  rights,  notwithstanding  they 
are  serving  the  public  by  performing  all  the  services  a  railroad  can 
perform.  In  such  case  they  are  deprived  of  their  rights,  but  if  they 
sell  the  stock  all  rights  change  and  the  purchaser  can  have  the 
benefits  that  have  been  denied  the  builders.  They  are  given  rates 
and  divisions  and  all  other  rights.  We  insist  that  the  sole  standard 
by  which  a  line  should  be  gauged  is  its  service. 

The  chairman  asked  yesterday  as  to  the  question  of  tap  lines  and 
industrial  lines.  I  do  not  think  there  is  any  very  clear  and  definite 
definition  of  either.  There  are  quite  a  large  number  of  roads,  say 
50,  60,  or  even  more,  in  this  country  that  have  been  termed  tap  lines, 
which  maj^  have  been  that  character  of  line  in  the  beginning,  but 
they  have  since  developed  their  countries  and  their  communities; 
the  sawmill  companies  that  owned  them  have  practically  finished 
their  cut;  agricultural  enterprises  have  sprung  up,  and  mines  have 
developed;  sand  banks  have  been  opened,  and  things  of  that  char- 
acter have  developed;  still  those  lines  are  termed  tap  lines  and  are 
unfairly  restricted.  It  matters  not  how  far  they  haul  cars,  they 
are  limited  and  prevented  from  receiving  more  than  $2  or  $3  for 
handling  them.  If  the  stock  of  such  a  road  was  owned  by  some 
other  individual  or  corporation,  it  would  receive  a  division  of  the 
rate  at  least  somewhat  in  proportion  to  the  service  performed.  In 
view  of  the  facts,  we  ask  that  in  the  act  that  you  prepare  the  stand- 
ard fixed  for  determining  the  status  of  all  railroads  shall  be  that  of 
service  and  not  of  stock  ownership. 

That  same  proposition  also  applies  to  the  question  of  motive  power ; 
we  have  introduced  three  witnesses  here  for  the  purpose  of  showing 
you  that  commercial  electric  railways,  the  most  modern  railways  that 
we  have  in  this  country,  are  now  being  discriminated  against  and  are 
being  very  seriously  retarded  in  their  growth,  for  the  sole  and  only 
reason  that  they  use  electric  power.  We  do  not  think  that  fact  ought 
to  enter  into  their  status  at  all.  The  only  question  is  that  of  service, 
and  we  ask  that  the  bill  provide  that  that  be  the  standard. 

Mr.  Sims.  You  have  an  amendment  pending? 

Mr.  Robinson.  Yes;  the  one  I  have  just  read,  judge. 

The  next  amendment  proposes  a  change  in  the  proviso  beginning 
with  the  word  '■'■  Provided^''  in  line  11,  and  ending  with  "interest"  in 
line  15,  of  page  25,  of  the  committee  print,  and  is  as  follows : 

Provided.  That  in  time  of  shortage  of  equipment,  congestion  of  traffic,  or  other 
emergencies  declared  by  the  commission,  or  in  order  to  prevent  xmjust  discrimi- 
nation between  carriers,  or  when  the  public  convenience  or  necessity,  or  the  needs 
of  the  carrier  are  such  as  to  reasonably  require  or  justify,  it  may  establish  such 
through  routes  and  so  distribute  the  traffic  and  direct  the  moveiiient  thereof  as, 
in  its  opinion,  are  necessary  and  desirable. 

_  Gentlemen,  that  amendment  is  of  first  importance.  These  weak 
lines,  scattered  over  the  country,  now  surrounded  by  many  of  the 
strong  lines,  which  have  been  made  strong  by  consolidation  and  group- 
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ing,  are  being  deprived  of  much  traffic  that  would  naturally  flow  over 
them.  Many  of  them  would  become  strong  if  they  had  an  equal  op- 
portunity to  get  into  the  market  and  get  business  routed  over  their 
lines.  We  urge  earnestly  that  the  bill,  when  drawn,  shall  containd 
this  amendment,  or  some  other  amendment  that  will  accomplish  that 
result. 

The  Chairman.  Even  though  freight  were  routed  over  a  circuitous 
route  ? 

Mr.  EoBiNsoN.  I  think  the  commission  would  decline  to  act,  if  at- 
tempted over  a  circuitous  route.  Our  idea  is  the  authority  would  go 
to  the  unrouted  business  only.  There  is  a  large  volume  of  unrouted 
freight,  and  we  feel  that  the  road  that  takes  the  business  and 
hauls  it  to  the  end  of  its  line  does  not  own  that  business,  and 
it  has  no  moral  or  equitable  right  to  give  all  of  it  to  its  rich 
or  strong  connection,  or  inter-related  line,  and  deprive  the  weak 
line  of  an  opportunity  to  grow  and  become  strong  and  serve  the 
public.  We  believe  that  this  amendment  will  not  seriously  injure 
the  strong  line,  because  the  business  is  sufficient  to  enable  them  to 
prosper.  It  will  enable  the  commission  to  meet  that  situation,  and 
thus  greatly  increase  our  transportation  facilities.  We  are  very 
earnest  in  our  recommendations  that  you  include  that  amendment 
in  your  bill. 

It  is  unnecessary  to  refer  to  the  desperate  situation  these  short 
lines  have  been  in,  and  the  treatment  that  has  been  accorded  them 
by  the  Government.  We  are  convinced  that  the  Government  must, 
in  justice  to  all  of  the  railroads,  provide  in  some  way  for  all  roads 
during  the  interim  between  the  time  that  it  returns  the  roads  to  the 
owners  and  the  time  at  which  the  Interstate  Commerce  Commission 
shall  have  acted  upon  the  rate  structure,  which  must  provide  for 
them  in  the  future.  The  Cummins  bill  in  the  Senate,  which  I-  re- 
ferred to  a  while  ago,  contains  a  provision  that  the  standard  return 
of  roads  having  such  shall  continue  for  a  period  of  four  months, 
which,  as  I  figure  it,  would  aggregate  a  maximum  of  some  $315,000,- 
000.  It  undertakes  to  provide  for  lines  not  under  Government  con- 
trol. It  proposes  to  give  to  roads  that  were  relinquished  a  four 
months'  guaranty  of  their  standard  return.  Many  of  them  for  va- 
rious reasons  did  not  have  a  standard  return  during  that  three  years' 
period. '  For  example,  Mr.  Cain  testified  before  you  that  his  road  had 
just  been  completed  at  the  beginning  of  Federal  control.  There  are 
all  kinds  of  conditions,  and  we  feel  that  some  provision  must  be  made 
in  the  act  for  the  protection  of  these  lines;  and  that  it  should  be  in 
the  form  of  a  definite  guaranty  of  the  operating  deficit  of  all  short 
lines.  That  subject  was  up  before  you  the  other  day,  and  the  ques- 
tion was  asked  as  to  what  that  guaranty  would  aggregate.  We 
have  made  the  best  estimates  we  can,  and  are  of  the  opinion  that 
under  no  circumstances  could  the  cost  to  the  Government  be  as  much 
as  $3,000,000. 

Mr.  Denison.  What  would  that  amount  to  in  cases  like  Mr.  Cain's 
road,  which  did  not  have  the  profits? 

Mr.  EoBiNSON.  Certainly  it  had  a  deficit. 

Mr.  Denison.  It  had  not  been  completed? 

Mr.  Robinson.  It  had  not  been  completed ;  part  of  the  line  was  in 
operation,  but  it  had  not  been  fully  completed.     All  of  the  existing 
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line  was  completed  at  the  time  the  Federal  control  took  place,  but 
it  was  not  completed  during  the  three  years  from  which  the  standard 
return  is  taken. 

Mr.  Cain.  Traffic  had  not  been  developed. 

Mr.  Denison.  You  had,  though,  a  deficit? 

Mr.  Cain.  Yes. 

Mr.  Robinson.  The  best  estimate  we  can  make  is  that  the  very 
maximum  amount  involved,  so  far  as  short  lines  are  concerned,  would 
not  equal  $3,000,000,  whereas  the  provision  for  the  main  lines  might 
possibly  involve  $300,000,000. 

Mr.  Sims.  Do  you  mean  in  the  four  months? 

Mr.  EoBiNSON.  I  mean  in  the  four  months. 

Mr.  Sims.  Then,  you  must  assume  the  deficit  does  not  continue,  that 
the  business  will  not  increase,  earnings  will  not  increase? 

Mr.  EoBiNSON.  We  are  discussing  the  possibilities — at  least,  I  am 
attempting  to  present  it  from  that  point  of  view. 

Mr.  Sims.  Well,  what  are  the  probabilities  ? 

Mr.  Robinson.  We  do  not  know  what  the  probabilities  are,  because 
we  do  not  know  how  soon  the  commission  might  act.  It  might  act 
soon  and  fix  rates,  and  therefore  the  period  might  be  short.  Several 
things  might  happen,  but  it  is  quite  apparent  to  us  there  are  but 
few  economies  that  can  be  put  into  effect,  hence  that  the  commission 
must  provide  necessary  relief. 

It  has  been  suggested  by  some  parties  that  the  short  lines  have 
stood  this  long  period,  hence  they  ought  to  be  able  to  stand  it  a  few 
months  more ;  and  I  am  reminded  of  the  condition  of  a  man  who  was 
confined  in  hades ;  after  he  had  been  there  a  couple  of  years,  he  asked 
for  a  drink  of  water  to  cool  his  parched  tongue.  The  answer  was, 
"  Shut  up ;  you  have  been  here  long  enough  to  become  use  to  it,  with- 
out water."  The  short  lines  have  had  two  years'  distress,  but  have 
not  become  used  to  it,  and  many  of  such  roads  may  go  to  pieces  if 
some  relief  is  not  given  promptly. 

Mr.  Chairman,  in  conclusion  I  wish  to  make  a  personal  statement. 
Mr.  Cain  and  myself  are  constitutionally  opposed  to  one  another  on 
the  Constitution.  He  laid  great  stress  yesterday  on  the  extreme 
rights  of  the  public,  and  stated  that  you  must  consider  this  ques- 
tion solely  from  the  standpoint  of  the  rights  of  the  public.  I  want 
to  say  that  you  must  consider  this  question  from  the  standpoint  of 
the  rights  of  the  owners  as  well.  You  have  no  right  to  so  handle  this 
question  as  to  deprive  the  owners  bf  their  properties  without  giving 
just  compensation  therefor.  It  would  be  exceedingly  injudicious  for 
you  to  do  it  if  you  could.  This  country  is  not  fully  developed  or 
completed.  We  must  have  more  railroads ;  we  do  not  expect  that  the 
Government  is  going  to  build  them.  We  must  look  to  private  capi- 
tal, not  only  to  get  new  roads  built  but  to  increase  the  facilities  of 
the  present  roads.  If  this  subject  is  handled  by  Congress  solely  for 
the  public  interest,  disregarding  the  interests  of  the  owners,  there 
will  be  no  more  capital  invested  in  railroads,  and  I  think  that  you 
must  give  great  and  serious  consideration  to  the  rights  of  the  people 
who  own  the  railroads.  A  failure  to  do  that  will  result  in  the  failure 
or  destruction  of  the  present  system  of  rail  transportation  and  cer- 
tainly result  in  Government  ownership. 
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I  believe  that  Government  ownership  is  the  worst  thing  that  can 
happen  so  far  as  our  individual  liberties  are  concerned.  A  careful 
research  of  history  has  demonstrated  conclusively,  as  I  believe,  that 
the  Government  that  takes  the  private  right  of  ownership  of  prop- 
erty from  the  individual  will  to  an  equal  extent  take  from  the 
individual  his  liberties. 

I  have  heretofore  prepared  in  a  concise  way  statements  of  certain 
fundamental  principles  that  I  know  are  fully  and  completely  sus- 
tained by  the  action  and  results  of  all  the  Governments  that  have 
existed  during  our  present  civilization,  and  I  will  take  the  liberty  of 
reading  that  statement  of  principles: 

1.  That  the  individual  possessed  the  right  of  private  ownership  in 
property  from  the  very  beginning  of  time,  and  did  not  derive  that 
right  from  Governments, 

2.  That  the  right  of  the  individual  to  own  and  hold  private  prop- 
erty has  been  above  all  things  the  one  great  reason  or  cause  for  our 
present  civilization,  and  it  is  the  one  great  incentive  that  has  caused 
this  country  to  grow  and  prosper  beyond  anything  ever  known  in 
the  civilized  world. 

3.  That  the  full  recognition  and  maintenance  of  the  right  of 
private  ownership  in  property  always  insures  a  great  degree  of 
personal  liberty. 

4.  That  there  can  be  no  personal  liberty  where  the  right  of  private 
ownership  in  property  is  denied,  and  that  there  can  be  no  truly 
democratic  government  where  the  right  of  private  ownership  in 
property  is  limited  to  any  material  extent. 

5.  That  the  Government  that  takes  from  the  individual  the  right 
to  private  ownership  and  control  of  property  becomes  at  once  a 
paternal  government  and  ceases  to  be  a  democracy,  and  will  rapidly 
and  automatically  progress  into  an  autocracy. 

6.  That  there  can  be  no  autocratic  monarchy  or  paternal  govern- 
ment where  there  is  the  full  right  of  private  ownership  in  property. 

7.  That  the  full  right  of  private  ownership  in  property,  and  the 
liberty  of  the  individual  always  insures  the  highest  type  of  civiliza- 
tion and  prosperity,  regardless  of  whether  under  republican  form 
of  government  or  that  of  a  limited  monarchy. 

Mr.  Chairman,  we  appreciate  very  much  the  consideration  shown 
us  by  the  committee.  We  ask  great  consideration  of  the  short  lines 
at  your  hands. 

The  Chairman.  The  committee  is  very  much  obliged  to  you  and 
Mr.  Cass  and  Mr.  Cain,  and  your  associates,  for  the  large  amount 
of  information  you  have  given  us. 

LETTER  SUBMITTED  BY  MR.  D.  M.  SWOBE. 

Western  Association  of  Shokt  Line  Railroads, 

San  Francisco,  August  8,  1919. 
.John  J.  Esch, 

Chairman  Interstate  and  Foreign  Commerce  Committee, 

Washington,  D.  C. 

My  Dear  Congressman  :  Not  having  had  the  pleasure  of  meeting  you  since 
you  were  in  San  Francisco  with  the  Newlands  Committee,  I  am  tali;ing  the 
liberty  of  writing  to  you  with  reference  to  pending  railway  legislation,  and 
desire  to  set  forth  the  views  of  western  short  lines. 
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1.  In  our  judgment,  all  rates,  both  State  and  interstate,  and  the  divisions  of 
such  rates  should  be  placed  under  the  supervision  of  the  Interstate  Commerce 
Commission. 

2.  We  believe  all  rates,  fares,  charges,  and  practices  affecting  the  transporta- 
tion of  passengers  or  property  at  the  time  of  the  passage  of  this  act  are  hereby 
declared  to  be  prima  facie  reasonable,  just,  and  lawful,  and  no  common  carrier 
shall  be  required  to  reduce  or  to  modify  any  such  rate,  charge,  classification, 
regulation,  or  practice,  except  upon  an  order  of  the  Interstate  Commerce  Com- 
mission requiring  such  change,  except  as  is  otherwise  provided  in  this  act. 

3.  We  recommend  an  amendment,  the  last  10  lines  of  paragraph  2,  section  1 
of  the  act  to  regulate  commerce,  to  read  as  follows : 

"  It  shall  be  the  duty  of  every  carrier  subject  to  the  provisions  of  this  act 
to  provide  and  furnish  such  transportation  upon  reasonable  request  therefor; 
all  carriers  subject  to  the  provisions  of  this  act  shall  be  required  so  to  unite  their 
lines  that  they  will  constitute  a  single  national  transportation  system,  and,  to 
that  end,  to  establish  through  routes  and  just  and  reasonable  joint  rates  ap- 
plicable thereto  from  and  to  all  points  reached  by  their  respective  lines  between 
which  through  traffic  is  offered,  or  may  reasonably  be  expected  to  be  offered, 
for  transportation,  to  provide  reasonable  facilities  for  operating  such  through 
routes,  and  to  make  reasonable  rules  and  regulations  with  respect  to  the  ex- 
change, interchange,  and  return  of  cars  used  therein,  and  for  the  operation 
of  such  through  routes  and  for  providing  for  reasonable  compensation  to  those 
entitled  thereto. 

"  In  establishing  joint  rates  applicable  to  the  transportation  of  traffic  over 
the  through  routes  herein  required  to  be  established  no  differences  shall  be  made 
in  the  amount  or  measure  of  such  rates  by  reason  of  differences  in  the  owner- 
ship or  control  of  any  of  the  lines  or  portions  of  lines  embraced  within  the 
through  routes,  it  being  the  intent  and  purpose  hereof  that  like  rates  shall  be 
maintained  for  like  or  substantially  similar  services  of  transportation,  irre- 
spective of  the  number  of  common  carriers  participating  therein  and  irrespective 
of  relationship  of  such  common  carriers:  Provided,  That  the  commission  shall 
have  the  right  whenever  a  through  route  is  shown  to  be  unreasonably  long  as 
compared  with  another  practicable  and  existing  through  route  between  the 
same  points,  to  grant  relief  from  this  requirement  upon  the  application  of  any 
carrier  or  carriers,  and  to  fix  the  conditions  upon  which  such  relief  may  be 
afforded." 

The  proposed  amendment  is  suggested  by  decision  of  the  Interstate  Commerce 
Commission  in  Missouri  &  Illinois  Coal  Co.  v.  Illinois  Central  Railroad  et  al. 
(22  I.  C.  C,  39;  Case  No.  3690).  The  purpose  of  this  amendment  is  to  pro- 
vide a  national  system  of  railroads,  for  purposes  of  rates  and  services,  which 
shall  be  such  in  fact,  and  to  prevent  the  imposition  of  disabilities  upon  any 
traffic  by  reason  of  the  accidents  of  railroad  ownership. 

This  would,  of  course,  necessitate  an  amendment  to  section  15  of  the  act  by 
striking  out  the  fourth  paragraph,  which  eliminates  the  power  of  the  commission 
to  prescribe  through  rates. 

In  our  judgment  the  proposed  amendment  is  of  vital  importance,  as  the  provi- 
sions set  forth  in  the  present  act  fail  to  accomplish  the  desired  result  and  opens 
a  w'ay  for  discrimination.  It  is  almost  impossible,  with  the  present  bill  for  a 
short  line  to  induce  an  industry  to  locate  on  their  rails  on  account  of  rate  dis- 
crimination, and  no  relief  can  be  offered  until  a  complaint  is  filed  and  a  decision 
rendered  by  the  Interstate  Commerce  Commission,  while,  at  the  same  time,  rates 
which  would  accomplish  the  desired  results  are  blanketed  to  branch-line  points 
oMmed  or  controlled  by  trunk  lines  or  their  subsidiaries  to  a  much  greater 
distance. 

We  fail  to  see  where  this  proposed  amendment  would  work  a  hardship,  as 
power  for  relief  is  invested  with  the  commission. 

We  would  greatly  appreciate  if  you  would  give  these  suggestions  your  earnest 
consideration  and  advise  if  there  is  any  further  evidence  for  the  necessity  of 
such  a  change. 

With  kindest  personal  regards,  I  remain, 
Yours,  truly, 

D.  M.  SwoBE,  President. 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Eepresentatives, 
Thursday^  September  ^  1919. 
The  Chairman.  We  will  now  hear  Mr.  Gardner. 

STATEMENT  OF  MR.  WALTER  E.  GARDNER,  REPRESENTING  THE 
NATIONAL  LUMBER  MANUFACTURERS'  ASSOCIATION,  CHI- 
CAGO, ILL. 

The  Chairman.  Mr.  Gardner,  give  your  name  and  whom  you  repre- 
sent. 

Mr.  Gardner.  Walter  E.  Gardner,  representing  the  National  Lum- 
ber Manufacturers'  Association,  with  head  offices  at  Chicago,  111. 

I  am  traffic  manager  of  the  Georgia-Florida  Sawmill  Association, 
one  of  the  affiliated  associations  of  the  national  association.  T  have 
had  nearly  20  years'  experience  in  traffic  and  transportation  problems. 
I  am  giving  you  that  explanation  in  case  some  of  the  committee  would 
like  to  ask  questions  from  that  standpoint.  I  would  be  in  a  position, 
possibly,  to  answer  questions  in  connection  with  practical  traffic  and 
transportation  matters. 

We  have  no  plan  to  submit,  nor  do  we  expect  to  take  any  of  your 
time  discussing  the  details  of  legislation.  We  have,  however,  adopted 
certain  principles  which  we  believe  are  fundamental,  and  our  asso- 
ciation is  unanimous  in  their  views.  I  have  written  those  views  very 
concisely  and  will  read  them  to  you. 

The  National  Lumber  Manufacturers'  Association  is  an  organiza- 
tion of  lumber  manufacturers  composed  of  12  regional  associations 
located  in  different  producing  sections  throughout  the  country,  as 
follows : 

California  Redwood  Association,  San  Francisco,  Calif. 

California  White  &  Sugar  Pine  Association,  San  Francisco,  Calif. 

Georgia-Florida  Saw  Mill  Association,  Jacksonville,  Fla. 

Michigan  Hardwood  Manufacturers'  Association,  Cadillac,  Mich. 

North  Carolina  Pine  Association,  Norfolk,  Va. 

Northern  Hemlock  and  Hardwood  Manufacturers'  Association, 
Oshkosh,  Wis. 

Northern  Pine  Manufacturers'  Association,  Minneapolis,  Minn. 

Southern  Cypress  Manufacturers'  Association,  New  Orleans,  La. 

Southern  Pine  Association,  New  Orleans,  La. 

West  Coast  Lumbermen's  Association,  Seattle,  Wash. 

Western  Forestry  and  Conservation  Association,  Portland,  Oreg. 

Western  Pine  Manufacturers'  Association,  Portland,  Oreg. 

The  statistics  of  the  Interstate  Commerce  Commission  indicate 
that  lumber  and  forest  products  furnish  nearly  11  per  cent  of  the 
total  tonnage  of  American  railways,  which  is  greater  than  the  move- 
ment of  all  agricultural  products,  and  is  exceeded  only  by  the  ton- 
nage of  general  manufactures  and  products  of  the  mines.  The  total 
annual  lumber  freight  bill  is  more  than  $200,000,000,  so  that  it  will 
be  seen  that  this  industry  is  deeply  concerned  with  transportation 
costs  and  the  enactment  of  legislation  which  will  preserve  the  im- 
mense property  rights  involved  and  provide  for  the  public  that 
efficient  transportation  service  which  commerce  demands. 
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At  a  meeting  of  the  governmental  relations  committee  of  this  or- 
ganization held  in  Chicago  on  August  19,  1919,  at  which  all  of  the 
regional  associations  were  represented,  the  following  resolutions 
were  unanimously  adopted  and  approved  by  the  board  of  directors: 

Resolved,  That  the  National  Lumber  Manufacturers'  Association  is  opposed 
to  any  form  of  Government  ownership  or  operation  of  railroads,  and  urges  that 
the  railroads  be  returned  to  their  corporate  owners  as  early  as  Congress  can 
safely  do  so. 

Resolved  further.  That  we  are  opposed  to  any  form  of  subsidizing  for  services. 

Resolved  further,  That  if  Congress,  in  its  wisdom,  decides  to  permit  combina- 
tions of  roads  after  they  are  returned  to  their  corporate  owners,  Congress 
should  provide  some  means  of  safeguarding  industries  against  the  concentra* 
tion  of  purchasing  power  in  the  properties  so  combined. 

Resolved  further,  That  this  association  is  opposed  to  any  rigid  long-and-short 
haul  provisions  in  any  legislation  to  be  enacted  which  would  eliminate  the 
discretionary  powers  of  the  Interstate  Commerce  Commission. 

Resolved  further.  That  this  committee,  subject  to  the  confirmation  of  the 
board  of  directors,  shall  present  to  Congress  such  details  as  may  be  necessary 
to  support  the  fundamental  principles  herein  outlined. 

The  importance  of  adequate  and  efficient  transportation  systems 
can  not  be  magnified.  They  are  the  foundation  upon  which  the  struc- 
ture of  our  present  commercial  life  is  erected  and  the  basis  for  the 
future  industrial  development  of  the  country,  as  well  as  the  keynote 
to  the  welfare  of  the  entire  Nation.  Intelligent  shippers  want  the 
railroads  to  prosper  so  that  they  may  give  to  the  public  that  prompt 
and  efficient  service  necessary  to  promote  the  industries  on  which 
the  whole  people  depend;  and  to  this  end  they  are  entirely  willing 
to  pay  such  reasonable  rates  and  charges  as  may  be  required,  subject 
to  the  influence  of  normal  competition  and  the  restrain  of  just  public 
regulation.  This  proposition  can  not  be  questioned ;  the  serious  and 
difficult  problem  concerns  the  practical  methods  to  be  adopted  to 
accomplish  this  result. 

A  multitude  of  plans  have  been  submitted  for  your  consideration, 
some  of  which  are  fanciful  and  impracticable,  while  others  are 
socialistic  and  revolutionary;  some  of  them  contain  the  demands  of 
capital  for  a  guarantee  of  earnings  and  others  contain  the  demands  of 
labor  to  operate  the  railway  systems. 

The  lumbermen  are  confident  that  there  is  enough  courage  in  this 
Congress  not  to  surrender  to  the  demands  of  capital  or  become  intimi- 
dated by  the  arrogant  threats  of  labor  and  that  you  will  deal  with 
this  great  problem,  with  vast  consequences  dependent  upon  your  ac- 
tion, calmly  and  uninfluenced  and  with  the  single  thought  of  deter- 
mining what  is  best  for  the  shippers,  the  carriers,  and  the  public  as  a 
whole  and  not  for  one  class. 

Some  of  the  plans  would  completely  destroy  the  existing  system  of 
Government  regulation,  under  which  there  has  been  developed  the 
best  transportation  machine  in  the  world,  making  it  necessary  to 
frame  an  entirely  new  act  to  regulate  commerce,  based  upon  pet 
theories  and  untried  experiments.  The  situation  is  too  grave  and 
the  consequences  too  serious  for  radical  departures  or  revolutionary 
changes  in  oui-  present  system  of  public  control.  The  American  rail- 
roads on  the  whole  have  been  financially  prosperous  and  have  become 
physically  strong  and  efficient  under  this  sj^stem,  although  it  is  far 
from  perfect;  let  us,  therefore,  hold  fast  to  that  which  is  good  and 
eliminate  that  which  is  bad  and  strengthen  the  existing  laws  by 
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amendments  or  additions,  thus  giving  lis  a  more  efficient  regulation 
rather  than  tearing  up  by  the  roots  our  present  system,  which  by  no 
means  has  been  a  failure. 

GOVERNMENT   OWNERSHIP. 

The  general  public,  in  no  uncertain  terms,  has  announced  its  oppo- 
sition to  Government  ownership  and  operation  of  the  railroads,  and 
public  opinion  overwhelmingly  favors  private  ownership  and  opera- 
tion under  Government  regulation.  The  security  owners  and  the 
railway  executives  want  their  property  returned  under  varying  plans, 
and  we  assume  that  Government  ownership  is  not  the  subject  of  im- 
mediate consideration.  It  may  be  that  Government  ownership,  safe- 
guarded by  proper  legislation,  is  the  ultimate  solution  of  the  railroad 
problem,  but  no  one  at  such  a  time  as  this,  when  the  business  and 
industrial  interests  of  the  country  are  endeavoring  to  resume  opera- 
tions and  production  on  a  peace  basis,  should  advocate  national 
expenditures  on  so  stupendous  a  scale. 

The  individual  members  of  our  organization,  while  differing  some- 
what regarding  the  details  of  legislation  which  should  be  enacted 
concerning  the  railroads,  are  unanimous  in  their  opposition  to  Gov- 
ernment ownership,  and  particularly  to  the  plan  advocated  by  the 
railroad  brotherhoods,  generally  known  as  the  Plumb  plan.  This  is 
probably  the  most  radical,  revolutionaryj  and  vicious  legislation  ever 
presented  to  an  American  Congress  and  if  passed  would  spell  ruin  to 
our  industrial,  financial,  and  social  life,  and  sound  the  death  knell  to 
those  principles  of  government  upon  which  our  American  institu- 
tions are  founded. 

It  is  not  proposed  by  anyone  that  the  Government  should  take 
over  the  vast  business  and  industrial  interests  of  the  country  other 
than  the  railroads,  yet  this  would  be  the  inevitable  result  if  the 
Plumb  plan  should  prevail;  and  why  not,  if  this  plan  is  sound  eco- 
nomically and  is  for  the  interests  of  the  people?  But  is  any  plan 
sound  economically  that  ignores  property  rights  and  removes  capital 
investment  from  our  business  enterprises? 

There  should  always  be  an  independent  relationship  between  capi- 
tal and  labor,  based  upon  fair  play  and  good  judgment,  and  the 
slogan  of  each  should  be  a  bigger  and  better  industrial  America,  but 
there  should  be  no  coercion  or  exaction  by  either  class  that  would 
ultimately  mean  disaster  to  both  interests.  If  this  is  not  done,  it  is 
only  a  matter  of  time  when  the  wheels  of  industry  will  stop,  the 
business  of  our  country  stagnate,  and  capital  investment,  which  is 
the  barometer  of  our  national  well-being,  will  sink  into  insignificance 
and  then  will  come  a  period  of  strife,  panic,  and  ruin  too  shocking 
and  horrible  to  even  contemplate.  We  therefore  call  upon  Congress 
to  meet  this  issue  now  squarely  and  firmly  and  not  to  be  influenced 
into  adopting  such  radical  and  revolutionary  legislation  as  is  con- 
tained in  the  Plumb  plan. 

FEDERAL  REGULATION. 

It  has  frequently  been  charged  that  our  present  system  of  regulat- 
ing the  railroads  has  proven  a  failure,  and  that  much  injustice  has 
been  done  the  carriers  by  unfriendly  and  inconsiderate  regulatory 
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bodies.  These  charges  have  been  so  positively  asserted  and  widely  dis- 
seminated that  a  large  part  of  the  shipping  public  assume  them  to  l)e 
true.  I 

For  more  than  30  years  the  transportation  lines  of  the  country  | 
have  been  operating  under  a  more  or  less  effective  system  of  Govern-  | 
ment  control,  but  it  was  not  until  the  Hepburn  amendment  in  1906 
that  the  Interstate  Commerce  Commission  was  given  the  power  to  [ 
fix  maximum  rates,  and  not  until  1910  did  they  have  the  authority  I, 
to  suspend  rates  or  changes  in  rates  by  the  carriers  pending  investi-  \ 
gation  into  their  reasonableness.    If,  therefore,  the  regulatory  bodies 
have  been  unfriendly  to  the  railroads,  and  denied  them  adequate 
rates,  the  result  would  be  reflected  in  the  efirnings  since  1910,  and  we 
would  expect  to  find  a  decrease  in  the  net  operating  revenues. 

But  just  the  reverse  is  true:  Never  in  their  history  have  the  rail- 
roads been  so  prosperous  as  during  the  period  of  1910  to  1917. 

In  a  recently  published  statement  the  Interstate  Commerce  Com- 
mission shows  that  during  the  period  from  1910  to  1917,  inclusive, 
the  dividend-paying  railroads  of  the  United  States  declared  and  paid 
dividends  in  excess  of  7  per  cent.  That  refers  only  to  the  dividend- 
paying  railroads,  which  represent  about  68  per  cent  of  the  railroads 
of  the  countr3^  This  dividend  was  greater  than  that  for  any  pre- 
ceding year  except  1908,  and  the  earnings  per  mile  of  road  were 
greater  for  this  period  than  any  previous  year.  The  three  last  years 
of  private  operation — 1915,  1916,  and  1917 — show  the  highest  earn- 
ings ever  attained  in  the  history  of  American  railroads,  so  when  they 
were  taken  over  by  the  Government  they  were  in  a  more  prosperous 
condition  than  at  any  period  in  the  past,  and  under  Federal  control 
they  receive  a  standard  return  based  upon  the  average  earnings  for 
these  three  years  in  which  they  reached  the  highest  peak  of  pros- 
perity. 

In  a  recent  statement  made  by  Senator  Cummins,  chairman  of  the 
Senate  Committee  on  Interstate  and  Foreign  Commerce,  he  shows 
that  an  average  net  operating  income  for  the  three  years  mentioned 
represented  5.3  per  cent,  and  the  earnings  for  the  year  1919  represented 
5.9  per  cent,  upon  the  whole  capitalization  of  the  class  1  railroads 
in  the  United  States,  including  both  capital  stock  and  funded  and 
current  indebtedness.  He  further  says  that  three-fifths  of  this  capi- 
talization is  represented  by  bonds  which  bear  an  average  rate  of 
interest  of  about  4i/^  per  cent,  so  that  it  can  be  seen  the  stock  capital- 
ization for  the  average  of  three  years  would  pay  more  than  6  per 
cent  and  the  year  1917  would  pay  more  than  7  per  cent. 

It  is  very  clear  then  that  the  railroads  as  a  whole  have  not  suffered 
under  public  regulation  but  have  enjoyed  a  very  substantial  degree 
of  prosperity.  It  is,  therefore,  not  apparent  wherein  our  system  of 
public  regulation  has  failed,  nor  where  the  necessity  lies  for  radical 
and  revolutionary  changes  in  our  present  laws. 

It  has  been  further  asserted  that  the  transportation  system  of  the 
country  had  broken  down  physically  under  public  regulation,  and 
that  they  were  only  saved  by  Federal  control  and  operation.  The 
evidence  is  equally  clear  and  convincing  that  our  railroads  had  not 
broken  down  physicall3%  and  you  already  have  in  your  records  suffi- 
cient evidence  to  support  this  fact.  It  is  true  that  there  w"=:  a  serious 
congestion  of  freight  throughout  the  country  just  prior  to  the  time 
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the  transportation  lines  were  taken  over  by  the  Government,  due  in  a 
large  measure  to  the  unusual  movement  of  troops  and  war  supplies. 
This  congestion  was  relieved  by  the  Railroad  Administration  when 
operating  the  railroads  as  a  unit,  but  it  must  be  borne  in  mind  that 
this  result  was  accomplished  with  the  same  physical  properties  and 
facilities,  and  practically  the  same  personnel  as  under  private  opera- 
tion, the  difference  being  that  the  Railroad  Administration  were  act- 
ing under  war  emergency  powers  given  to  the  President  and  he  could 
exercise  authority  which  was  prohibited  by  law  under  private  opera- 
tion. 

The  charges  then  that  under  Government  regulation  the  railroads 
were  gradually  being  driven  toward  bankruptcy,  and  that  the  trans- 
portation systems  had  broken  down  physically,  are  not  sustained  by 
the  facts.  Of  course  there  are  variations  and  exceptions,  as  some  of 
the  railroads  were  prosperous  far  beyond  the  average,  while  others 
were  weak  and  ineificient,  but  on  the  whole  the  record  shows  that  our 
railways  under  our  present  system  of  regulation  were  financially 
prosperous  and  physically  strong. 

GUARANTY  OF  EARNINGS. 

We  are  opposed  to  any  form  of  subsidizing  for  services,  which 
would  result  if  the  Government  made  a  direct  guaranty  of  a  defined 
percentage  upon  the  accepted  valuation  of  a  railroad  and  that  rail- 
road did  not  earn  the  return,  for  it  follows  that  the  deficit  must  be 
paid  out  of  the  Treasury  of  the  United  States  and  the  burden  dis- 
tributed among  the  taxpayers  throughout  the  country. 

Any  guaranty  of  minimum  earnings,  or  the  placing  of  a  limitation 
upon  the  maximum  earnings  would  be  fraught  with  the  dangers  of 
Government  ownership  with  none  of  the  benefits.  Those  who  favor 
Government  ownership  may  well  advocate  a  guaranty  of  return  as  a 
means  to  that  end,  for  surely  if  the  Government  is  to  guarantee  the 
earnings  of  the  railroads  then  the  Government  must  necessarily  par- 
ticipate in  the  management,  which  would  eventually  lead  to  Govern- 
ment ownership  in  fact.  If  a  guaranty  in  any  form  is  to  be  seriously 
considered  there  should  be  no  attempt  to  temporarily  palliate  the 
situation  but  enter  immediately  upon  Government  ownership  and 
operation.  It  is  our  view  that  there  can  be  no  compromise — it  must 
be  Government  ownership  and  operation  by  the  Government,  or  it 
must  be  private  ownership  and  private  operation  without  any  as- 
surance of  earnings  other  than  a  fair  return  upon  the  value  of  that 
property  which  is  employed  for  the  public  convenience,  to  the  extent 
that  this  can  be  accomplished  under  rates  that  are  just  and  reasonable 
to  the  public. 

A  guaranty  of  return  would  reduce  to  a  minimum  that  competition 
which  is  a  spur  to  individual  effort  and  initiative  to  accomplish  more 
efficient  and  adequate  service. 

Small  inducement  would  be  offered  for  that  display  of  energy  which 
is  so  necessary  for  the  future  development  of  our  transportation  sys- 
tems, and  so  essential  to  that  prompt  and  efficient  service  which  the 
public  has  the  right  to  demand. 

A  guaranty  of  return  is  impracticable,  because  no  stable  basis  of 
value  carij  be  found  or  maintained  as  a  requisite  for  arriving  at  any 
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given  percentage  of  earnings.  Whatever  basis  might  be  adopted  it  is 
obvious  that  the  values  of  the  different  railroads  would  present  great 
variations  and  disproportions,  and  future  fluctuations  in  costs  would 
subject  any  physical  valuation  to  such  recurring  changes  that  the 
standard  would  be  shifting  and  uncertain.  Freight  rates  established 
to  yield  a  given  return  upon  a  shifting  valuation  would  be  constantly 
changing,  and  stability  in  freight  rates  is  no  less  important  than  the 
measure  of  the  rates  themselves. 

Even  if  some  fair  valuation  upon  which  to  base  a  guaranty  could 
be  found  it  would  be  impossible  for  any  regulatory  body  to  figure  out 
a  level  of  rates  that  would  produce  any  given  return,  for  no  one  can 
foresee  what  the  movement  of  traffic  will  be,  as  the  volume  from  year 
to  year  is  affected  by  varying  conditions  over  which  there  is  no  con- 
trol. Of  course,  a  direct  guaranty  by  the  Government  of  a  defined 
percentage  upon  an  agreed  valuation  can  be  accomplished  without 
constantly  changing  the  freight-rate  structure  and  any  deficit  paid 
by  the  Government  from  taxation,  but  this  would  be  a  subsidy  fraught 
with  the  dangers  and  evils  that  attend  all  such  public  bounties.  The 
payment  and  acceptance  of  that  which  is  not  earned  is  wrong  and 
economically  unwise,  and  when  applied  to  transportation  it  paralyzes 
the  initiative  that  is  indispensable  to  progress. 

If  a  minimum  return  is  guaranteed,  it  necessarily  follows  that  a  limi- 
tation must  be  placed  upon  maximum  earnings  if  the  purpose  of  the 
guaranty  to  assist  the  weak  lines  is  accomplished.  This  plan  would 
undoubtedly  lead  the  prosperous  lines  to  improvident  and  extrava- 
gant expenditures  which  are  legitimate  costs,  if  it  should  appear  that 
the  earnings  were  going  to  produce  substantially  more  than  the  per- 
centage allotted  to  them  as  maximum  earnings  and  which  they  would 
be  permitted  to  retain.  These  excess  earnings  might  well  be  spent 
in  perfecting  an  already  efficient  service  on  the  prosperous  lines,  and 
there  would  be  no  excess  for  the  weak  lines  or  for  any  other  purpose 
to  which  these  excess  earnings  might  be  assigned.  It  can  thus  readily 
be  seen  that  the  weak  lines  will  be  placed  at  a  still  further  disad- 
vantage in  securing  business  from  their  more  prosperous  competitors. 

It  is  our  firm  conviction  that  a  guaranty  of  earnings  in  any  form 
is  impracticable,  economically  unsound,  detrimental  to  efficiency  in 
service,  and  destructive  to  the  future  development  of  our  transporta- 
tion systems. 

CONSOLIDATION    OF    RAILROADS. 

A  proposition  which  has  gained  some  favor  has  been  advanced  by 
some  very  eminent  authorities  on  railroad  matters  to  the  effect  that 
all  the  railroads  of  the  country  should  be  consolidated  into  a  few 
large  systems  in  order  that  the  weak  lines  may  be  supported  by  the 
strong  on  the  theory  that  by  merging  the  poor  roads  with  the  pros- 
perous in  a  large  traffic  territory  freight  rates  could  be  so  constructed 
as  to  yield  a  fair  return  on  the  property  as  a  whole  without  unduly 
enriching  the  strong  lines  and  at  the  same  time  enable  the  weak  roads 
to  operate  with  a  reasonable  degree  of  profit. 

It  is  of  paramount  importance  that  Congress  should  enact  legis- 
lation that  will  maintain  the  credit  of  the  carriers  and  inspire  the 
confidence  of  investors,  but  the  merit  in  the  plan  of  compelling  a 
consolidation  of  the  weaker  into  the  stronger  lines  is  not  readijy 
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perceived.  All  averages  are  attained  at  the  expense  of  the  superior 
factor,  and  the  effect  of  such  mergers  would  be  to  impair  the  credit 
and  earning  capacity  of' the  strong  roads  without  helping  the  weak 
roads.  Many  railroads  have  been  improvidently  built,  resulting  in 
excessive  cost;  others  are  weak  as  a  result  of  bad  management  and 
overcapitalization ;  some  were  the  victims  of  inexcusable  and  vicious 
financial  manipulation;  while  others  are  so  located  with  relation  to 
traffic  as  to  yield  no  warrant  for  the  conclusion  that  they  will  ever 
earn  a  return  upon  the  money  invested  in  them.  We  are,  therefore, 
not  convinced  that  a  losing  railroad  proposition  can  be  transformed 
into  a  profitable  one  by  consolidation  with  successful  lines,  but  feel 
that  if  the  protecting  hand  of  their  stronger  brothers  is  placed  upon 
them  they  will  make  little  effort  to  help  themselves,  but  settle  down 
to  a  condition  where  they  will  be  a  continual  drain  upon  their  bene- 
ficiaries. 

We  are  entirely  in  accord  with  the  suggestion  that  some  of  the  re- 
strictions be  removed  and  consolidations  be  permitted,  with  the  per- 
mission of  the  Interstate  Commerce  Commission,  after  due  hearing. 
We  believe  that  the  absorption  of  some  of  the  weak  lines  by  the  strong 
lines  should  not  only  be  permitted  but  encouraged,  but  competition 
in  service  and  facilities  should  be  preserved  and  extended,  and  no 
consolidations  allowed  which  would  remove  from  the  transportation 
systems  of  the  country  that  individual  incentive  and  initiative  so 
absolutely  necessary  to  activity  and  efficiency. 

If  Congress  in  its  wisdom  should  decide  to  authorize  the  consoli- 
dation of  the  railroads  into  a  few  large  systems,  you  are  urged  to 
give  careful  consideration  to  safeguarding  industries  against  the  con- 
centration of  purchasing  power.  The  railroads  are  large  purchasers 
of  various  commodities,  and  the  lumbermen  feel  that  the  law  of 
supply  and  demand  should  be  given  full  play  in  the  matter  of 
service  and  prices. 

SHORT-LINE    RAILROADS. 

The  short-line  railroads  invariably  are  valuable  feeders  to  the 
trunk  lines,  though  in  many  instances  are  more  or  less  isolated. 
Many  of  these  short  lines  are  children  of  the  lumber  industry,  and 
their  interests  are  closely  allied.  They  deserve  considerate  treatment, 
and  their  welfare  should  engage  the  anxious  thought  of  Congress. 
It  is  in  the  public  interest  that  these  short  lines  should  be  sustained 
and  encouraged,  and  in  order  that  they  may  stimulate  the  traffic  and 
develop  the  territory  they  serve  the  rates  applicable  can  not  exceed 
those  m  the  same  general  territory  which  are  in  effect  on  the  more 
fortunately  situated  trunk  lines.  Merely  to  permit  the  short  lines 
to  charge  higher  rates  would  not  suffice,  since  many  of  such  lines 
could  not  live  upon  purely  local  business ;  such  a  policy  would  tend 
to  restrict  the  volume  of  traffic  and  would  subject  those  dependent 
upon  the  local  service  to  charges  that  are  relatively  too  high.  These 
conditions  make  it  necessary  that  the  short-line  roads  receive  a 
very  substantial  proportion  of  joint  through  rates,  and  to  this  end 
it  IS  uiged  tliat  it  be  made  the  mandatory  duty  of  the  Interstate 
Commerce  Commission  to  fix  all  such  divisions  upon  application. 
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The  present  act  to  regulate  commerce  makes  it  unlawful  for  any 
common  carrier  to  charge  or  receive  any  greater  compensation  for 
the  transportation  of  passengers  or  property  for  a  shorter  than  for  a 
longer  distance  over  the  same  line  or  route  in  the  same  direction.  The 
Interstate  Commerce  Commission  now  have  authority  in  special  cases 
and  after  investigation  to  relieve  the  carriers  from  the  operation  of 
this  law,  and  Congress  is  requested  to  continue  this  discretionary 
power  in  the  hands  of  the  commission.  A  rigid  long-and-short-haul 
rule,  if  consistently  applied,  would  inevitably  lead  to  a  mileage 
system  of  rate  making,  in  which  distance  would  be  the  only  factor. 
The  present  rate  structure  of  the  country  has  been  developed  along 
broader  and  more  constructive  lines,  taking  into  consideration  the 
cost  of  the  service  to  the  carriers  and  the  value  of  the  service  to  the 
public,  as  well  as  commercial  competition  between  different  sections 
of  the  country  and  carrier  competition  between  the  railroads  and  the 
water  lines. 

A  strict  long-and-short-haul  rule  would  restrict  competition  by 
diverting  all  traffic  to  the  shortest  line,  thus  creating  congestion  and 
resulting  in  poorer  service  and  more  expense  and  inconvenience  to 
the  shipping  public.  Much  harm  would  be  done  many  large  commer- 
cial centers  bj^^  disrupting  the  rate  structure  now  existing  at  a  time 
when  every  effort  should  be  directed  to  bringing  back  to  a  normal 
state  the  chaotic  conditions  existing  as  a  result  of  the  war.  A  whole- 
some competition,  with  its  rewards  and  penalties,  should  by  all  means 
be  safeguarded  and  promoted  and  not  restricted  by  a  rigid  long-and- 
short-haul  law.  We  think  if  the  Interstate  Commerce  Commission 
had  the  power  to  fix  minmium  as  well  as  maximum  rates  it  would  be 
an  aid  in  developing  water  transportation,  and  remove  many  of  the 
objections  to  the  present  long  and  short  haul  -law. 

STATE  CX)MMISSI0NS. 

A  subject  has  been  presented  for  your  consideration  which  con- 
cerns whether  or  not  any  limitations  should  be  placed  upon  the 
authority  of  the  State  commissions.  Many  authorities  have  taken 
the  position  that  it  is  necessary  to  deprive  the  State  commissions  of 
their  rate-making  power  and  lodge  this  function  with  the  Federal 
regulatory  body,  in  order  that  the  regulation  of  domestic  traffic  may 
not  conflict  with  the  commerce  between  the  States. 

In  the  first  place  the  conflict  between  State-made  rates  and  rates 
made  by  the  Federal  authority  is  more  apparent  than  real;  only 
about  15  per  cent  of  the  commerce  of  the  country  moves  wholly  intra- 
state, and  this  15  per  cent  is  under  indirect  Federal  control  if  any 
part  of  it  casts  an  undue  burden  upon  interstate  commerce.  We  can 
not  feel  that  this  small  amount  of  traffic  under  State  control  will 
influence  the  remaining  85  per  cent  to  such  an  extent  as  to  be  dis- 
astrous to  the  railroads.  Free  and  full  cooperation  between  State 
commissions  and  the  Interstate  Commerce  Commission  will  bring 
about  that  uniformity  of  rates,  charges,  and  regulations  between  in- 
trastate and  interstate  traffic  which  should  lead  to  the  prosperity  of 
the  carriers  and  the  public  alike. 
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A  certain  amount  of  traffic  begins  and  ends  in  a  State,  and  the 
movement  of  such  traffic  has  no  relation  to  interstate  commerce; 
the  rates  on  such  traffic  should  be  made  by  State  authority.  To  place 
control  of  this  traffic  in  a  Federal  body,  beyond  the  power  now  vested 
to  prevent  unjust  discrimination  against  or  undue  burden  upon  inter- 
state commerce,  would  be  to  controvert  the  exclusive  right  and  power 
of  the  State  to  regulate  and  control  its  purely  domestic  commerce. 
The  law  as  it  now  exists  affords  adequate  remedies  against  unjust 
discriminations  affecting  interstate  commerce.  In  all  such  cases  the 
prejudiced  shipper  or  community  may  make  complaint  to  the  Inter- 
state Commerce  Commission,  which  has  ample  power  to  determine 
whether  the  discrimination  is  unjust,  and  if  so  found  to  order  its 
removal.  The  exercise  of  this  power  by  the  commission  has  been 
approved  by  the  Supreme  Court  of  the  United  St?ites  in  a  series  of 
cases  beginning  with  the  Shreveport  case. 

IN   CONCLUSION. 

It  is  not  the  purpose  of  this  statement  to  discuss  the  merits  of 
many  proposals  which  have  been  made,  such  as  the  Federal  incor- 
poration of  the  railroads;  control  of  the  issuance  of  securities;  es- 
tablishment of  regional  commissions;  control  of  the  water  lines  by 
the  Interstate  Commerce  Commission;  the  establishment  of  a  board 
of  transportation ;  control  of  cars  and  terminal  facilities ;  or  the  vast 
number  of  other  suggestions  which  have  been  made,  but  we  do  wish 
to  sound  a  note  of  warning  against  radical  departures  from  sound 
economic  principles. 

Under  the  act  passed  by  Congress  the  railroads  of  the  country, 
which  were  taken  over  by  the  Government,  are  guaranteed  earnings 
equal  to  the  average  operating  income  for  the  fiscal  years  ending 
June  30,  1915,  1916,  and  1917 ;  thus  there  is  insured  to  the  railroads 
the  largest  net  return  as  an  average  for  three  years  ever  received  by 
them.  The  Government  is  under  obligation  to  return  the  railroads 
to  their  owners  in  as  good  physical  and  operating  condition  as  when 
taken  over.  The  standard  return  based  upon  the  average  for  the 
three  most  prosperous  years  in  the  history  of  transportation  should 
be  paid  them  as  agreed,  and  any  moneys  taken  from  the  railroads 
should  be  restored.  When  this  is  done  it  is  difficult  to  understand 
why  there  is  any  basis  for  the  claim  that  railroad  credit  has  been 
destroyed  by  reason  of  Federal  operation,  or  that  they  will  not  be 
protected  against  financial  loss. 

The  railroads  will  be  returned,  however,  with  much  higher  operat- 
ing expenses  owing  to  the  increases  in  the  costs  of  labor,  material, 
and  supplies,  but  on  the  other  hand  freight  rates  and  passenger  fares 
have  been  increased  from  25  to  30  per  cent.  The  extent  to  which 
these  advances  in  rates  and  charges  will  compensate  for  the  in- 
creased operating  expenses  can  not  be  determined,  depending  as  it 
will  upon  many  factors,  but  the  public  has  always  been  ready  and 
willing  to  pay  to  the  railroads  such  charges  for  services  rendered  as 
shall  be  just  and  reasonable,  and  there  is  no  good  reason  for  the  as- 
sumption that  just  and  reasonable  rates  will  not  be  provided  for  the 
future.  If  wages  and  other  costs  of  operation  are  such  as  to  demand 
higher  freight  rates  in  order  that  the  railroads  shall  render  adequate 
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and  eflficient  transportation  service  the  regulating  body  can  be  de- 
pended upon  to  deal  fairly  and  justly  with  the  situation. 

The  industries  of  the  country  are  not  at  a  standstill ;  on  every  hand 
there  are  prospects  of  renewed  business  activities,  and  the  commerce 
of  the  Nation  can  not  expand  without  entailing  benefit  to  our  trans- 
portation systems.  Under  such  circumstances  the  railroad  owners 
should  welcome  a  return  of  their  j^roperties  to  efficient  and  economi- 
cal management,  and  they  should  do  this  with  confidence  that  in 
the  coming  prosperity  they  will  receive  abundant  share.  We  have 
great  faith  in  the  ability  of  the  railroad  managers  to  handle  and 
transport  the  commerce  of  the  country  in  an  economical  and  efficient 
manner,  and  we  are  confident  that  the  Interstate  Commerce  Commis- 
sion, with  additional  powers  to  enable  them  to  give  more  efficient 
regulation,  will  not  be  niggardly  in  the  adjustment  of  charges  for 
services,  but  will  be  fair  to  the  shippers,  the  carriers,  and  the  public. 
<  Upon  the  return  of  normal  conditions  the  conservatively  capitalized 
and  economically  operated  railroads  will  be  able  to  efficiently  serve 
the  public  with  profit  to  themselves  without  any  radical  and  revolu- 
tionary changes  in  our  system  of  public  regulation. 

The  Chairman.  I  assume  from  what  you  have  said  that  the  bill 
now  pending  before  the  committee  (H.  R.  No.  4378)  largely  accords 
with  the  views  of  your  association? 

Mr.  Gardner.  With  one  or  two  minor  exceptions  the  association 
is  almost  unanimously  in  favor  of  the  bill,  Mr.  Chairman. 

The  Chairman.  What  are  the  exceptions? 

Mr.  Gardner.  There  was  some  difference  of  opinion  with  reference 
to  the  control  of  water  transportation,  with  especial  reference  to 
what  is  generally  known  as  tramp  vessels.  The  lumber  industry 
transports  a  large  part  of  their  output  on  those  chartered  vessels. 
They  have  no  regular  sailings  from  one  port  to  another,  but  they 
pick  up  a  cargo  where  it  can  be  found  on  a  contract  rate  and  take  it 
to  its  destination.  The  next  move  that  vessel  will  make  might  be 
to  an  entirely  different  port  and  a  different  kind  of  cargo,  and  so  I 
do  not  assume  that  those  vessels  will  come  under  the  provisions  of 
this  bill,  although  I  am  not  clear  on  that  point. 

The  Chairman.  You  favor  a  proviso  such  as  exists  in  the  shipping 
act  which  eliminates  the  so-called  "  tramp  "  ? 

Mr.  Gardner.  Yes,  sir. 

The  Chairman.  Wliat  is  the  other  exception  that  your  association 
found  to  the  pending  measure? 

Mr.  Gardner.  The  other  was  not  an  exception ;  it  was  rather  in  the 
shape  of  an  addition  that  we  should  like  to  suggest  to  this  committee. 
It  was  discussed  at  our  meeting.  There  has  been  serious  delay  in 
handling  matters  before  the  Interstate  Commerce  Commission  at 
times.  That  probably  is  due  to  the  very  arduous  duties  they  already 
have  to  perform,  and  in  case  this  pending  bill  should  be  enacted 
into  law  they  will  have  still  larger  duties,  and  the  suggestion  oc- 
curred to  us  that  to  separate  the  judicial  from  the  administrative 
part  of  that  body  would  be  a  solution  of  the  problem.  In  this  con- 
nection it  is  also  suggested  that  the  present  Interstate  Commerce 
Commission  perform  the  judicial  part  of  the  work  and  that  boards, 
which  would  report  to  the  Interstate  Commerce  Commission,  be 
provided  with  experts  in  that  special  line  of  work  who  could  handle 
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the  administrative  work  which  will  now  be  required  of  the  Interstate 
Commerce  Commission. 

The  Chairman.  Do  you  contemplate  the  creation  of  a  so-called 
board  of  transportation? 

Mr.  Gardner.  No,  sir ;  we  do  not  favor  that,  except  possibly  in  an 
advisory  capacity.  I  think  that  all  these  matters  should  be  under 
the  direct  control  of  the  Interstate  Commerce  Commission.  These 
boards  which  will  be  created  should  be  created  by  the  commission 
itself  and  work  under  the  supervision  of  the  Interstate  Commerce 
Commission. 

The  Chairman.  You  mean  additional  boards  but  not  necessarily 
additional  members  of  the  commission  ? 

Mr.  Gardner.  No,  sir. 

The  Chairman.  In  other  words,  such  as  the  board  which  has 
charge  of  safety  appliances? 

Mr.  Gardner.  Similar  to  that  board. 

The  Chairman.  And  such  as  the  board  which  has  charge  of  the 
examination  of  boilers? 

Mr.  Gardner.  Yes,  sir. 

The  Chairman.  And  such  as  the  car-service  board,  is  that  your 
thought?    That  is,  a  board  to  be  created  under  this  new  act? 

Mr.  Gardner.  I  think,  possibly,  the  control  of  the  terminals  and 
things  of  that  kind  should  be  under  another  board.  That  would 
be  my  thought. 

The  Chairman,  Does  your  association  believe  that  the  member- 
ship of  the  commission  should  be  increased  because  of  the  increased 
duties  which  will  be  entailed  if  this  bill  becomes  a  law  ? 

Mr.  Gardner.  I  can  only  speak  on  that  point  personally,  as  that 
matter  was  not  discussed  or  passed  upon  by  our  association.  My 
personal  view  is  that  the  commission  itself  should  not  be  enlarged, 
and  in  that  connection  there  has  been  a  further  suggestion  made, 
that  regional  commissions  bq  appointed  to  work  under  the  Inter- 
state Commerce  Commission,  being  assigned  to  different  sections 
of  they  country,  they  to  try  casesi  in  the  special  sections  of  the 
country,  subject  to  appeal  to  the  Interstate  Commerce  Commission 
itself.  I  do  not  think  that  idea  is  all  practicable,  for  the  same 
reason  that  an  increase  in  the  Interstate  Commerce  Commission 
itself  might  have  the  same  result.  The  result  would  be  that  in 
having  different  opinions  you  would  have  a  woeful  lack  of  uni- 
formity in  the  freight-rate  structure,  because  it  is  self-evident  that 
a  body,  sitting  in  the  Southeast  and  another  body  sitting  in  the 
West  might  not  be  together  in  their  views  with  reference  to  the 
proper  method  of  constructing  rates,  yet  in  the  West  and  the  South, 
and  especially  in  the  lumber  industry,  there  is  a  competitive  rela- 
tionship between  each  other  which  is  a  very  necessary  thing  to 
preserve. 

In  fact,  the  preservation  of  the  rate  structure,  and  the  proper  dif- 
ferences in  rates  in  competing  producing  sections,  is  just  as  im- 
portant as  the  measure  of  the  rates  themselves,  because  in  these  busi- 
nesses, the  investment  has  been  made  on  the  basis  of  those  relation- 
ships which  now  exist,  and  if  they  are  disturbed  you  can  see  very 
readily  how  it  would  mean  in  some  instances  practically  the  con- 
fiscation of  property.    In  order  to  maintain  that  uniformity,  and,  of 
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course,  there  are  yet  corrections  to  be  made  in  the  rate  structure,  I 
think  the  wor]v  should  be  centralized,  as  uniformity  can  not  be  main- 
tained unless  that  work  is  centralized. 

Wlien  3^ou  have  regional  commissions  it  is,  of  course,  very  appar- 
ent that  result  will  not  be  accomplished;  if  you  enlarge  the  Inter- 
state Commerce  Commission  I  am  fearful  a  similar  result  in  a  lesser 
degi-ee  will  conie  to  pass.  At  the  present  time  the  Interstate  Com- 
merce Commission,  for  the  purpose  of  handling  their  judicial  work, 
have  divided  themselves  into  three  divisions. 

The  Chairman.  We  enacted  the  law  that  gave  them  the  right. 

Mr.  Gardner.  Yes,  I  remember  that. 

The  Chairman.  The  thought  is,  it  might  be  necessary  to  increase 
the  commission  in  order  to  take  care  of  the  enormous  work  which 
would  follow  in  giving  the  commission  the  right  to  administer  the 
stock  and  bond  features  of  the  bill,  and  that  it  is  very  essential  that 
there  should  be  quick  and  prompt  action  on  all  applications  in  ref- 
erence to  issues  of  stocks  and  bonds.  Would  it  meet  your  idea  if  the 
members  of  the  commission  should  travel  in  circuits  just  as  the 
judges  of  the  Supreme  Court  used  to  do,  and  as  the  commission  used 
to  do  ten  years  ago  ? 

Mr.  Gardner.  We  would  very  much  prefer  that,  Mr.  Chairman. 

The  Chairman.  Giving  to  each  commissioner  a  certain  territory, 
so  that  in  course  of  time  he  could  become  acquainted  with  the  needs 
and  particular  conditions  of  his  territory. 

Mr.  Gardner.  The  former  plan,  Mr,  Chairman,  you  understand, 
accomplished  the  result  of  uniformity  that  we  are  somewhat  insist- 
ent about,  for  the  reason  the  commissioner,  after  hearing  the  case, 
went  into  conference  with  the  other  commissioners,  before  the  decis- 
ion was  rendered,  and  thus  all  the  commissioners  agreed  on  the  fun- 
damental principles,  at  least,  involved,  and  in  that  way  obtained 
this  uniformity  that  is  so  important,  not  only  in  our  industry,  but  I 
think  just  as  important  in  all  other  large  industries,  Avhere  they  de- 
pend so  largely  on  freight  rates. 

The  Chairman.  Do  you  see  any  difficulties  in  regional  commis- 
sions adjusting  traffic  matters  between  the  regions? 

Mr.  Gardner.  There  are  many  traffic  adjustments  between  the  re- 
gions, and  I  speak  from  experience,  being  a  member  of  one  of  the 
traffic  committees  in  the  Southeast,  of  the  Railroad  Administration, 
being  the  shippers'  representative  on  that  committee ;  and  the  num- 
ber of  cases  are  nominal  where  there  is  an  adjustment  simply  within 
the  regions.  Most  all  of  them  involve  adjustments,  if  I  understand 
your  question  right,  between  the  regions,  and  not  simply  within  the 
region. 

The  Chairman.  Between  the  regions. 

Mr.  Gardner.  Between  the  regions  I  think  you  would  have  a  good 
deal  of~trouble  getting  together  on  those  propositions,  those  adjust- 
ments. The  adjustments  they  could  handle  with  satisfaction  pos- 
sibly might  be  local  adjustments,  which  is  being  done  now  by  the 
State  commissions  themselves. 

The  Chairman.  It  would  not  be  possible  to  have  railroads  run- 
ning in  one  direction  in  all  the  regions  ? 

Mr.  Gardner.  Oh,  no. 

The  Chairman.  You  can  conceive  of  railroads  that  would  run  per- 
pendicularly to  the  main  trunk  lines  of  a  region  and  which  would 
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cross  several  regions.  Would  not  that  state  of  fact  involve  difficul- 
ties in  determining  the  rate  problems  within  regions? 

Mr.  Gardner.  That  is  one  of  the  greatest  difficulties  that  our  com- 
mittee, which  works  in  a  manner  very  similar  to  the  proposed  re- 
gional committee,  are  laboring  under  now. 

The  Chairman.  You  have  those  troubles  now  ? 

Mr.  Gardner.  Yes,  sir. 

The  Chairman.  And  that  would  not  be  eliminated  by  the  creation 
of  regions,  in  your  opinion  ? 

Mr.  Gardner.  No  ;  I  do  not  think  they  would.  I  do  not  think  it 
is  practicable  at  all. 

Mr.  Denison.  From  what  you  know  of  present  conditions  of  the 
railroads,  do  you  think  that  increases  in  freight  rates  are  necessary? 

Mr.  Gardner.  That  is  a  pretty  big  question. 

Mr.  Denison.  I  know  it  is  a  Ijig  question,  but  I  thought  you  were 
a  big  man,  big  enough  to  answer  it. 

Mr.  Gardner.  I,  of  course,  can  only  give  you  my  personal  view, 
for  in  this  case  I  can  not  speak  for  the  association  I  am  repre- 
senting here  to-day,  but  my  personal  view  is  that  certainly  a  great 
many  economies  will  be  practiced  when  the  railroads  are  returned 
to  their  private  owners.  Just  to  what  extent  those  economies  will 
offset  the  deficit  shown  last  year  in  Government  operation,  and 
which  has  been  shown  this  year  uncler  Government  operation, 
although  the  amount  has  been  materially  reduced  in  more  recent 
months,  it  would  be  very  hard  to  say;  but  certainly  I  believe  that 
the  roads  that  are  conservatively  capitalized  can  be  returned  to  their 
owners  under  the  present  rate  structure  and  operate  profitably. 

There  are  some  of  the  weaker  lines  that  undoubtedly  could  not. 
But,  taking  the  transportation  systems  of  the  country  as  a  whole, 
I  believe  that  with  the  economies  that  could  be  practiced,  that  it 
would  not  be  necessary  at  this  time  to  have  a  further  increase  in 
freight  rates  except  possibly  in  certain  districts.  I  think,  however, 
that  would  be  a  question  the  Interstate  Commerce  Commission  should 
immediately  give  serious  consideration  to,  because  certainly  nothing 
should  be  done  that  would  reduce  the  efficiency  of  our  transporta- 
tion systems,  and  no  intelligent  shipper  is  unwilling  to  pay  an  in- 
creased freight  rate,  if  properly  applied,  and  if  necessary  to  maintain 
the  efficiency  of  the  roads. 

It  is  just  as  important  for  the  shippers  to  have  efficient  transpor- 
tation systems  as  it  is  to  the  railroads  themselves,  and  the  men  who 
have  the  capital  invested  in  it  to  have  sufficient  earnings,  and  cer- 
tainly that  is  true  of  every  intelligent  shipper,  because  his  business 
depends  upon  it,  as  well  as  the  welfare  of  his  community. 

Mr.  Denison.  So  you  approve  of  a  provision  to  the  pending  bill 
which  puts  the  water  transportation  under  the  jurisdiction  of  the 
Interstate  Commerce  Commission  ? 

Mr.  Gardner.  I  shall  answer  that  question  very  frankly.  So  far 
as  the  interests  that  I  represent  are  concerned — and  I  am  referring 
to  the  Georgia-Florida  Sawmill  Association,  of  which  I  am  traffic 
manager — we  would  prefer  that  the  port-to-port  rates  still  remain 
open  and  without  any  control  by  any  regulatory  body ;  but  certainly 
I  think  it  is  the  right  principle,  and  I  think  it  should  be  done,  that 
the  rail  and. water  lines  should  be  coordinated  and  brought  under 
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the  control  of  a  regulatory  body;  that  is,  except  such  vessels  as  I 
mentioned  a  while  ago,  known  as  tramps. 

Mr.  Sims.  I  should  like  to  ask  the  gentleman  a  question  before  he 
resumes,  if  I  may. 

The  Chairman.  You  may  proceed. 

Mr.  Sims.  I  want  to  ask  you  about  the  long-and-short-haul  clause. 
I  have  myself  personally  advocated  abolishing  that  power  of  the 
commission  to  make  special  cases,  except  as  to  water-compelled  com- 
petition. Now,  between  railroads — in  other  words,  I  do  not  think  it 
would  be  right  to  make  the  rule  rigid,  with  no  discretion  at  all  with 
the  Interstate  Commerce  Commission;  in  other  words,  constitute 
railroad  competition.  That  is  a  special  case;  but  when  it  comes  to 
saying  that  a  railroad  should  be  permitted  to  absolutely  destroy 
water  competition,  or  water  facilities  for  competition,  by  making  a 
rate  that  is  unremunerative  to  itself,  I  balk  at  that.  I  am  in  favor, 
so  far  as  I  am  personally  concerned,  that  the  water  competition  in 
and  of  itself  should  not  constitute  an  exceptional  or  special  case. 

Mr.  Gardner.  I  am  fully  in  accord  with  those  views. 

Mr.  Sims.  What  about  the  long  and  the  short  haul  ? 

Mr.  Gardner.  I  think  the  object  can  be  accomplished  by  the 
authority  given  in  this  bill  to  the  commission  to  make  minimum 
rates ;  there  must  be  some  elasticity  and  some  discretionary  power  in 
that  long  and  short  haul,  otherwise  it  is  going  to  work  very  serious 
hardships. 

Mr.  Sims.  For  instance,  a  shipper  in  San  Francisco  gets  a  rail  rate 
to  New  York  substantially  the  same  as  the  water  rate  would  be 
through  the  canal  and  deprives  the  canal,  which  has  been  built  at 
public  expense,  of  the  little  mite  of  tolls  it  would  get,  seems  to  me  to 
be  bad  policy  and  ought  not  to  be  permitted,  and  that  water  compe- 
tion  should  never  in  and  of  itself  constitute  a  special  case  or  reason 
why  railroads  should  do  that  sort  of  business,  as  the  Interstate  Com- 
merce Commission  authorized,  practically.  When  the  canal  was 
opened  for  business  they  permitted  the  transcontinental  railroads  to 
carry  freight  through  in  competition  with  it  at  a  rate  they  could  not 
live  on  if  they  had  to  do  all  their  business  on  such  a  rate,  and  it 
builds  up  cities  that  have  natural  water  advantages  and  gives  them 
advantages  they  ought  not  to  get  in  any  other  way. 

Mr.  Gardner.  I  do  not  think,  Judge  Sims,  the  Interstate  Com- 
merce Commission,  in  cases  of  potential  water  competition,  should 
give  the  rail  lines  relief  from  the  application  of  the  long-and-short- 
haul  law. 

Mr.  Sims.  I  do  not  understand  they  are  doing  so  now,  but  that 
they  have  in  the  past. 

Mr.  Gardner.  Yes,  sir;  they  certainly  have  in  the  past,  because 
I  had  some  cases  before  them  that  involved  that  very  point. 

Mr.  Sims.  Between  Memphis  and  New  Orleans  every  boat  was 
run  off  the  Mississippi  River  by  reason  of  allowing  two  railroads,  one 
on  each  side  of  the  river,  to  carry  business  at  a  rate  that  a  boat 
could  not  live  on.    That  is  an  absolute  fact. 

Mr.  Gardner.  It  is  generally  conceded  that  before  the  war  water 
transportation  was  very  much  cheaper  than  rail  transportation.  I 
do  not  know  that  that  is  true  now,  but  my  information  is  that  the 
water  transportation  really  right  at  this  time  is  higher — the  cost 
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of  operation  is  higher — than  operating  the  railroads ;  so,  if  that  con- 
dition exists,  certainly  it  will  put  the  boat  line  out  of  business. 
When  the  boat  line  could  operate  cheaper  it  was  cutthroat  competi- 
tion, and  ought  not  to  be  allowed,  because  I  do  not  think  either  the 
railroad  or  the  water  line  should  carry  any  commodity  at  a  rate  less 
than  it  costs  them  to  transport  it. 

I  think  my  suggestion  of  a  minimum  rate.  Judge  Sims,  will 
obviate  the  difficulty  you  are  trying  to  get  at,  if  I  understand  you 
correctly. 

Mr.  Sims.  I  think  the  commission  could,  if  they  will,  take  that 
view  of  it,  under  the  minimum-rate  provision;  could  provide  a 
minimum  rate  which  would  not  drive  the  water  competition  out,  or 
anything  of  that  sort,  but  in  view  of  some  decisions  they  have  ren- 
dered heretofore,  I  do  not  know  just  what  they  may  or  may  not  do. 

Mr.  Gardner.  I  am  rather  inclined  to  have  a  good  deal  of  con- 
fidence in  the  Interstate  Commerce  Commission  from  past  experience, 
especially  in  their  judgment  and  fairness,  and  I  believe  if  they  have 
authority  over  the  water  lines,  so  they  can  coordinate  their  service 
with  the  rail  lines,  and  the  authority  to  fix  minimum  rates,  that  they 
would  not  put  so  many  water  lines  out  of  business. 

Mr.  Sims.  No  man  has  more  confidence  in  the  Interstate  Commerce 
Commission  than  I  have,  and  has  tried  harder  since  I  have  been  in 
Congress  to  sustain  it,  but  I  know  there  was  a  regular  campaign 
and  money  was  spent,  before  we  got  into  any  war,  against  the 
commission.  When  the  railroads  wanted  increased  rates  they  began 
by  putting  up  handbills  on  fences  and  advertising  in  newspapers, 
devoting  editorial  space  and  everything  of  that  sort  to  the  statement 
that  the  Interstate  Commerce  Commission  was  not  giving  them 
justice,  and  could  not  be  relied  on  to  do  so. 

Mr.  Gardner.  I  recall  that  condition  did  exist  to  some  extent  dur- 
ing what  is  generally  known  as  the  Five  Per  Cent  Rate  case  in 
central  freight  territory. 

Mr.  Sims.  And  there  was  a  feeling  built  up  that  the  Interstate 
Commerce  Commission  had  got  in  the  way  of  the  development  of  the 
country,  and  that  injustice  was  being  done  the  railroads  and  their 
owners,  and  everything  of  that  sort. 

I  have  the  utmost  confidence  in  the  Interstate  Commerce  Commis- 
sion, but  I  do  not  know  who  is  going  to  fill  the  vacancies  in  the 
future  when  they  occur,  but  I  hope  they  will  continue  to  be  as  great 
and  as  independent,  and  as  able  a  body  in  the  future  as  they  have 
been  in  the  past,  but  to  say  they  shall  not  treat  water  competition  as 
a  special  case  in  favor  of  railroad  transportation,  would  be  right, 
and  I  believe  the  minimum  rate  provision,  making  minimum  rates 
to  railroads,  and  for  water,  to  cover  both,  can  be  applied.  But 
there  is  great  opposition  to  the  minimum  rate  against  water  carriers, 
bacuse  tramps  come  in  and  foreign  vessels  and  domestic  vessels  are 
in  competition,  and  all  that  sort  of  thing. 

Mr.  Gardner.  It  is  not  proposed  by  this  bill,  as  I  understand,  to 
bring  under  the  jurisdiction  of  the  Interstate  Commerce  Commission 
other  than  common  carriers  on  the  water  lines,  and  that  necessarily 
means  boat  lines  that  are  in  the  regular  line  service  and  travel  over 
the  same  route  each  trip,  and  does  not  anticipate  taking  these  cargo 
carriers  or  tramp  vessels  under  their  jurisdiction.     That  being  the 
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case,  it  seems  to  me  to  be  just  and  fair  to  fix  the  minimum  rate  for 
the  water  lines  so  they  will  not  put  the  railroads  out  of  business,  and 
to  make  it  so  the  railroads  will  not  put  the  water  lines  out  of  busi- 
ness. 

Mr.  Sims.  But  some  people  want  the  railroads  to  put  each  other 
out  of  business,  if  they  can,  by  giving  them  unreasonably  low  rates. 

Mr.  Gardner.  I  think  that  difficulty  will  be  overcome  if  the  Inter- 
state Commerce  Commission  fixes  minimum  rates,  as  this  is  certainly 
going  to  remove  that  cutthroat  competition. 

Mr.  Sims.  Undoubtedly,  you  have  looked  at  the  effect  of  this  com- 
petition on  the  general  condition  of  the  country,  you  not  being  an 
owner  or  stockholder,  or  bondholder. 

Mr.  Gardner.  Yes,  I  am  a  stockholder  in  a  railroad,  but  not  to 
any  great  extent,  though. 

Mr.  Sims.  I  was  assuming  you  were  not.  I  gather  from  your 
statement  that  you  do  not  believe  that  bankruptcy,  panic,  wreck,  and 
ruin,  is  going  to  come  to  the  railroad  interests  of  the  country  unless 
Congress  either  makes  a  guarantee  through  rates  or  a  guarantee 
through  the  continuation  of  a  standard  return,  or  in  some  other  form 
of  legislative  assurance  other  than  the  bill  which  Mr.  Esch  has  in- 
troduced, with  such  amendments  as  may  perfect  it  rather  than  de- 
stroy it,  but  you  think  that  with  private  ownership  and  operation, 
with  the  Interstate  Commerce  Commission  in  full  play,  and  the  state 
commissions,  that  the  railroads  can  and  will  prosper  and  that  it  will 
not  bring  on  a  panic,  an  absolute  panic  that  will  break  all  the  life 
insurance  companies  and  savings  banlcs,  and  things  of  that  sort.  I 
rather  gather  that  you  do  not  think  that? 

Mr.  Gardner.  I  certainly  do  not  think  there  will  be  any  panic  un- 
der the  conservative  legislation  I  have  suggested  in  this  statement. 

Mr.  Sims.  We  have  been  terrorized  with  the  most  doleful  predic- 
tions if  we  do  not  do  some  of  these  things. 

Mr.  Gardner.  A  good  deal  of  that  is  propaganda  without  founda- 
tion, Judge  Sims. 

Mr.  Sims.  A  good  deal  of  it  has  been  presented  right  here,  face 
to  face. 

The  Chairman.  Mr.  Merritt  wishes  to  ask  a  few  questions. 

Mr.  Merritt.  My  understanding  is  that  it  is  your  personal  opinion 
that  a  liner  should  be  free  from  regulation  as  to  port-to-port  charges  ? 

Mr.  Gardner.  No;  just  the  reverse.  I  said  from  the  standpoint 
of  the  interests  bj'^  whom  I  am  employed,  the  Georgia-Florida  Saw- 
mill Association,  many  of  whom  are  located  at  the  ports,  and  ship 
through  the  ports,  that  it  probably  might  not  be  to  their  interest  to 
have  those  lines  coordinated;  that  they  might  be  able  possibly  at 
times  to  get  cheaper  rates,  even  on  those  regular  liners,  than  if  the 
Interstate  Commerce  Commission  fixed  the  rates  on  water  lines 
after  it  took  them  under  its  jurisdiction.  Personally,  I  think  it 
is  a  proper  and  the  sound  economic  thing  to  do. 

Mr.  Merritt.  In  whose  interest? 

Mr.  Gardner.  In  the  interest  of  the  public  as  a  whole,  and  in  the 
interest  of  the  carriers  and  the  water  lines  themselves. 

Mr.  Merritt.  In  doing  that  business  a  liner  is  competing  sub- 
stantially with  the  trani]3  steamers;  is  that  not  true? 

Mr.  Gardner.  There  is  some  competition  there;  yes,  sir. 
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Mr.  Merritt.  They  are  doing  the  business  of  a  tramp  steamer  in 
that  particular  transaction? 

Mr.  Gardner.  Yes. 

Mr.  Merritt.  Is  it  quite  fair  to  a  line,  then,  not  to  enable  them  to 
compete  with  a  tramp  steamer  on  the  tramp  basis  ? 

Mr.  Gardner.  I  do  not  know  how  it  would  be  practical  at  all  to 
do  it,  even  if  it  was  the  fair  thing  to  do. 

Mr.  Merritt.  You  say  they  are  competing  in  that  instance,  and 
why  should  they  not  be  able  to  compete  in  every  instance  ? 

Mr.  Garnder.  The  point  is,  it  might  be  unfair  just  in  that  one 
instance.  On  the  other  hand,  that  competition  would  only  amount 
to  probably  5  per  cent  of  the  entire  business  of  that  tramp  steamer, 
and  you  do  not  want  to  submerge  95  per  cent  interest  for  the  benefit 
of  5  per  cent  of  the  business.  Those  tramps  do  not  confine  them- 
selves to  coastwise  trade;  they  go  to  Cuban,  Porto  Rican,  African, 
European,  and  South  American  ports. 

Mr.  Merritt.  That  seems  to  be  ail  the  more  reason  to  be  fair  to 
the  liners,  because  they  do  confine  themselves  to  certain  ports, 

Mr.  Gardner.  I  can  not  quite  catch  that  point  of  view.  Of  course, 
the  liners  are  in  the  regular  transportation  service  and  have  regular 
movements,  two  weeks,  ten  days,  or  three  weeks,  as  the  periods  may 
occur  for  their  sailings.  Tliis  tramp  fellow  has  got  to  get  rid  of 
his  cargo  and  get  another.  Sometimes  he  has  to  leave  his  boat  in 
port  for  some  time  before  he  can  get  a  cargo. 

Mr.  Merritt.  My  thought  was  that  the  regular  liner,  if  sometimes 
it  did  not  have  a  full  cargo,  that  it  would  be  very  much  in  the 
interest  of  commerce  to  have  that  line  going,  whether  or  not  he 
should  not  be  allowed  to  take  a  port-to-port  contract  at  a  lower  rate. 

Mr.  Gardner.  There  is  another  consideration  there,  and  that  is 
that  these  tramp  vessels  are  invariably  schooners,  or  sailing  vessels, 
very  inferior  to  the  service  performed  by  the  regular  line  steamers. 
It  sometimes  takes  60  days  for  one  of  those  tramps  to  carry  a  cargo 
of  lumber  from  Jacksonville,  Fla.,  to  Boston,  Mass. 

Mr.  Merritt.  They  are  not  steamers  at  all? 

Mr.  Gardner.  Yes;  they  have  some  steamers,  but  the  preponder- 
ance are  sailing  vessels, 

Mr.  Merritt.  I  have  one  more  question  only.  In  regard  to  the 
Interstate  Commerce  Commission,  I  think  you  said  they  were  over- 
worked now,  yet  apparently,  in  answer  to  the  chairman's  question, 
you  did  not  seem  quite  willing  to  have  them  relieved  of  any 
work? 

Mr.  Gardner.  My  suggestion,  I  think,  would  relieve  them  very 
materially  of  all  the  administrative  work. 

Mr.  Merritt.  You  were  not  willing,  however,  to  have  a  transpor- 
tation committee  in  charge  of  that  work? 

The  Chairman.  A  transportation  board,  Mr.  Merritt. 

Mr.  Gardner.  A  transportation  board,  I  think,  in  an  advisory  ca- 
pacity, might  be  a  good  thing  to  assist  in  that  work,  but  I  do  not 
think  you  could  have  a  transportation  board  and  the  Interstate 
Commerce  Commission  both,  who  would  undoubtedly  very  soon 
have  conflicting  authority. 

Mr.  Merritt.  I  appreciate  that.  I  thought  you  were  objecting  to 
a  transportation  board  in  an  advisory  capacity. 
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Mr.  Gardner.  No,  I  think  in  an  advisory  capacity,  it  might  be 
a  good  thing.  I  think  there  is  a  field  for  them  to  do  work  that 
would  be  of  material  assistance  to  the  Interstate  Commerce  Com- 
mission. 

Mr.  Merritt.  I  tliought  you  were  objecting  to  that. 

Mr.  Gardner.  No;  you  must  have  misunderstood  me,  because  1 
was  not. 

The  Chairman.  You  stated  that  the  lumber  manufactures  of 
the  United  States  was  12  per  cent  of  the  total  tonnage? 

Mr.  Gardner.  No,  nearly  11  per  cent;  a  little  less  than  11  per 
cent  according  to  reports  of  the  forestry  section. 

The  Chairman.  Wliat  percentage  of  the  lumber  manufacturing 
industry  is  represented  by  the  associations  that  you  represent? 

Mr.  Gardner.  Between  50  and  60  per  cent  of  the  manufacturers 
of  the  United  States.  There  are  a  number  of  mills  and  a  number 
of  small  organizations  not  affiliated  with  the  national  association. 

The  Chairman.  The  committee  is  obliged  to  you,  Mr.  Gardner, 
for  your  views. 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representati\t:s, 

Friday^  September  5,  1919. 
The  committee  this  day  met,  Hon.  John  J.  Esch  (chairman)  pre^ 
siding. 

The  Chairman.  The  committee  will  come  to  order. 
Mr.  Madden,  the  committee  will  be  glad  to  hear  you  this  morn- 
ing. 

STATEMENT  OF  HON.  MARTIN  B.  MADDEN,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS. 

Mr.  Madden.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
compliment  the  committee  on  the  patriotic  work  it  is  doing  and  ap- 
preciate the  difficulties  of  the  task  it  has  before  it.  I  am  sure  the 
country  generally  is  watching  the  work  of  the  committee  with  a 
great  deal  of  interest.  Everybody  in  the  United  States  has  come  to 
recognize  the  patriotism  of  the  men  who  sit  on  this  great  committee, 
their  fairness,  their  Americanism,  and  their  devotion  to  the  enormous 
tasks  that  have  been  imposed  upon  them  by  reason  of  their  assign- 
ment to  this  duty. 

My  purpose  in  appearing  before  the  committee  this  morning  is  to 
call  your  attention  to  a  bill,  H.  R.  376,  which  I  introduced  on  May 
19,  1919.  The  bill  is  an  amendment  to  the  act  to  regulate  commerce 
approved  February  4,  1887,  as  amended,  and  propose  further  to 
amend  the  act  as  follows.    I  will  read  the  bill  into  my  statement. 

The  Chairman.  Very  well. 

Mr.  Madden.  Section  1 : 

That  hereafter  it  shall  be  unlawful  for  any  owner,  operator,  manager,  trustee, 
receiver,  or  lessee  of  any  transportation  system  or  systems,  by  land  or  water 
routes  within  the  territorial  boundaries  of  the  United  States  of  America  and 
engaged  in  or  soliciting  interstate  commerce  under  a  common  control,  manage- 
ment, or  arrangement,  or  any  servant,  employee,  or  agent  of  such  owner,  man- 
ager, trustee,  receiver,  operator,  or  lessee,  or  any  other  person  having  connection 
therewith,  to  deny  or  to  refuse  to  furnish,  by  any  device  or  method  whatsoever, 
equal  and  identical  rights,  accommodations,  and  privileges  to  any  person  who 
shall  pay,  or  ofEer  to  pay,  the  uniform  charge  made  for  such  equal  and  identical 
rights,  accommodations,  and  privileges  in  interstate  transportation,  when  such 
refusal  is  on  account  of  the  race,  color,  or  previous  condition  of  servitude  of 
the  person  so  applying. 

And  it  shall  hereafter  be  further  unlawful  for  any  owner,  operator,  manager, 
lessee,  trustee,  or  receiver  of  any  system  or  systems  of  transportation  within 
the  territorial  boundaries  of  the  United  States  of  America  and  engaged  in  or 
soliciting  interstate  commerce,  or  any  servant,  employee,  or  agent  of  such  owner, 
operator,  manager,  trustee,  receiver,  or  lessee,  or  any  other  person  connected 
therewith,  to  operate  upon  any  part  of  their  transportation  ssystem  or  systems 
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any  car,  vessel,  train  of  cars,  or  other  conveyance  in  and  upon  which  any 
person,  being  transported  to  a  final  destination  beyond  the  boundaries  of  any 
State  or  Territory  of  the  United  States  of  America,  or  beyond  the  boundaries 
of  the  District  of  Columbia,  and  paying,  or  offering  to  pay,  the  uniform  charge 
made  for  transportation  in  interstate  transportation,  shall,  on  account  of  race, 
color,  or  previous  condition  of  servitude  be  separated  from  any  other  pas- 
senger or  be  denied  equal  and  identical  rights,  accommodations,  and  privileges 
accorded  any  other  passenger  paying  or  offering  to  pay  such  uniform  charge 
for  interstate  transportation,  or  be  permitted  to  be  assaulted,  molested,  or  in 
any  other  way  injured  or  oppressed  by  reason  of  the  exercise  of  any  right 
herein  granted  or  protected. 

Sec.  2.  That  any  owner,  manager,  lessee,  operator,  trustee,  or  receiver  of 
any  system  of  transportation  as  set  forth  in  section  1  of  this  act  who  shall 
violate  or  connive  at  the  violation  of  any  of  the  provisions  of  section  1  shaU, 
for  each  such  violation  or  connivance,  forfeit  not  less  than  the  full  sum  of 
$5,000,  to  be  recovered  in  a  proper  United  States  court,  in  an  action  on  the 
case,  to  the  use  of  each  person  aggrieved  by  such  violation,  together  with  costs 
and  reasonable  counsel  fees,  to  be  fixed  by  the  trial  justice;  and  all  other 
persons  guilty  of  such  violation  or  participation  therein  shall,  upon  conviction 
in  a  proper  United  States  court,  be  fined  $1,000,  or  imprisoned  in  a  Federal 
prison  for  one  year,  or  both. 

Sec.  3.  That  the  provisions  of  this  act  shall  apply  to  the  interstate  operation 
of  transportation  systems  under  Federal  control,  with  like  penalties  and  pun- 
ishments for  its  violation. 

Sec.  4.  That  all  acts,  parts  of  acts,  statutes,  regulations,  and  orders  not  in 
conformity  herewith  are  hereby  amended,  altered,  or  repealed. 

It  occurred  to  me,  gentlemen  of  the  committee,  that  while  the 
Congress  of  the  United  States  is  considering  the  propriety  of  trans- 
ferring the  railroads  back  into  the  hands  of  the  owners  under  such 
terms  as  the  committee  and  the  Congress  may  think  proper,  it  would 
be  entirely  appropriate  to  embody  a  provision  in  the  legislation 
which  would  recognize  the  equal  rights  of  all  American  citizens.  I 
have  always  maintained  and  I  maintain  now  that  the  Government 
has  no  right  to  draft  its  citizens  in  defense  of  its  flag  and  compel 
them  to  yield  up  their  lives  that  the  country  may  be  able  to  live,  and 
at  the  same  time  say  to  those  people  that  their  rights  are  inferior 
to  those  of  other  citizens  of  the  United  States. 

There  has  never  been  a  time  in  all  American  history  when  the 
loyalty  of  the  negro  has  been  called  into  question.  There  has  never 
been  a  struggle  either  for  the  liberty  of  the  country  or  for  the  pro- 
tection of  its  institutions  that  the  people  of  the  Negro  race  have  not 
in  common  with  the  people  of  every  other  race  joined  in  the  country's 
defense.  We  have  just  closed  the  greatest  war  in  history ;  3,670,000 
American  citizens  were  drafted  or  volunteered  for  service  in  the 
Army,  200,000  in  the  marines,  560,000  in  the  Navy,  and  of  the  number 
who  served  under  the  colors  in  defense  of  America's  liberty  367,000 
were  negroes ;  10  per  cent  of  all  of  the  men  in  the  Army. 

Mr.  Webster.  How  many  did  you  say,  Mr.  Madden? 

Mr.  Madden.  367,000. 

The  life  of  the  Negro  is  as  important  to  him  as  the  life  of  any 
other  man,  and  when  he  volunteers  or  is  conscripted  with  a  proba- 
bility that  his  life  may  be  yielded  up  to  his  country,  he  has  a  right 
to  expect  his  country  to  be  sufficiently  appreciative  of  the  sacrifice 
he  makes  to  do  him  justice,  and  unless  the  Congress  does  the  simple 
act  in  its  legislation  now  pending  provided  for  in  this  bill  it  will 
be  one  more  evidence  on  the  part  of  the  Government  that  the  Negro 
need  not  apply,  except  in  case  of  need. 

I  was  over  in  France.  I  visited  every  battle  field.  I  went  into 
every  dugout.     I  saw  the  wonderful  sacrifices  made  by  our  men  over 
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there,  and  while  I  was  at  Romagne,  in  the  neighborhood  of  the  battle 
of  Argonne-Meuse,  in  the  valley  of  the  Aisne,  close  to  Montfaucon, 
I  saw  the  most  wonderful  devotion  ever  displayed  by  any  people 
displayed  by  the  Negro  soldiers.  We  had  26,000  men  killed  in  that 
neighborhood.  They  were  buried  where  they  fell  in  their  uniforms, 
thrown  into  open  trenches,  side  by  side,  without  any  attempt  being 
made  to  cover  them  up,  except  in  the  uniform  they  wore,  buried  under 
about  2  feet  of  earth.  The  War  Department  at  the  close  of  the 
war  decided  to  establish  a  national  cemetery  at  Romagne,  in  which 
it  is  proposed  to  bury  all  the  men  who  fell  in  that  neighborhood.  A 
cemetery  in  which  about  26,000  of  our  men  had  been  temporarily 
buried  as  they  fell  in  battle  was  situated  at  a  place  called  Cunel, 
about  6  miles  away  from  Romagne.  I  was  there  on  the  day  that 
they  began  to  take  up  the  bodies  from  the  Cunel  cemetery  after 
they  had  been  buried  three  or  four  months,  and  I  remained  to  watch 
the  process  of  removing  the  bodies.  It  was  a  terrible  task.  The 
bodies  had  become  putrid  and  the  stench  was  almost  unbearable, 
but  the  Negro  soldiers  who  were  charged  with  the  task  of  removing 
these  bodies  went  forward  to  the  performance  of  their  task  with 
loving  hearts  and  gentle  hands,  dug  the  earth  from  over  the  re- 
mains of  the  dead  soldiers,  went  into  the  graves  in  which  they  lay, 
lifted  them  out  tenderly,  and  placed  them  on  stretchers. 

Four  big  men  had  all  they  could  do  to  carry  one  of  these  bodies 
which  had  become  much  heavier  than  when  placed  in  the  grave, 
on  account  of  the  water  penetrating  the  clothing  and  the  putridity 
of  the  body  itself.  They  took  them  up,  laid  them  on  a  stretcher, 
threw  a  piece  of  tarpaulin  over  the  face,  carried  them  down  about 
1,000  feet  to  the  roadside  and  placed  them  in  pine  boxes  for  burial 
in  the  National  Cemetery.  I  have  heard  about  valor,  bravery, 
patriotism,  and  devotion,  but  no  greater  valor  or  more  devoted 
patriotism  was  ever  displayed  by  any  men  than  the  men  who  per- 
formed this  loving  task,  and  they  were  Negroes.  They  were  not 
removing  the  bodies  of  their  own  men;  they  were  removing  the 
bodies  of  American  soldiers,  regardless  of  their  color.  It  was  a 
terrible  job,  but  they  went  at  it  as  tenderly  as  a  mother  would 
provide  for  the  care  of  her  new-born  babe. 

Will  anyone  say  that  men  who  performed  this  sort  of  public  duty 
in  the  face  of  the  appalling  conditions  are  not  entitled  to  ride  on  an 
American  train  between  two  American  States  without  having  to 
change  cars  when  they  reach  the  border  line  of  another  State? 
There  are  10,000,000  of  these  people  in  this  country.  No  one  has 
ever  been  able  to  question  their  loyalty  to  the  Government.  They 
have  stood  loyal  and  devoted  always.  They  are  entitled  to  every 
consideration  of  the  laws  that  is  accorded  to  every  other  people. 
We  make  no  distinction  in  the  travel  of  the  Japanese.  If  a  man 
of  Japanese  birth  boards  a  train  anywhere  in  the  United  States  he 
can  ride  anywhere  else  in  the  United  States  without  being  trans- 
ferred from  one  car  to  another  at  a  State  border  line.  If  a  China- 
man, to  whom  we  refuse  to  accord  citizenship — and  in  this  case  the 
Japanese  as  well — goes  on  a  train  anywhere  in  the  United  States 
he  can  ride  anywhere  else  in  the  United  States  without  being  com- 
pelled to  change  cars  at  the  border  line  of  a  State.  If  10,000,000 
people,  loyal  always,  devoted,  ready  to  sacrifice  their  lives  whenever 
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need  be,  shall  not  be  given  the  consideration  for  which  we  have 
always  contended,  then  it  may  be  truly  said  that  we  are  not  a  nation 
in  the  sense  that  we  all  like  to  apply  it. 

Why  should  we  have  segregation  and  discrimination?  Why 
should  not  a  citizen  of  the  United  States,  when  people  who  are  not 
eligible  to  citizenship  are  permitted  to  do  it,  be  permitted  to  par- 
ticipate in  the  simple  privilege  of  travel?  We  have  no  such  dis- 
crimination in  the  northern  States.  If  a  man  of  any  other  race  can 
go  on  any  train  and  ride  through  as  many  States  as  he  pleases  in  any 
coach  that  he  has  the  money  to  pay  for,  provided  he  is  a  gentleman 
and  behaves  himself,  no  matter  what  his  color  may  be,  I  contend  that 
the  10,000,000  people  who  have  always  proved  themselves  worthy  to 
be  drafted  into  the  country's  service  to  defend  its  rights  are  entitled 
to  be  defended  in  their  rights  by  the  country  they  have  helped  to 
preserve. 

I  think  that  this  committee  can  do  no  more  patriotic  service  to  the 
people  of  America,  they  can  do  nothing  that  will  bring  greater  honor 
to  them  than  to  so  draft  the  law  which  they  are  now  considering 
as  to  prevent  forever  in  the  future  any  discriminatory  action  in  the 
right  of  travel  as  between  Americans,  for,  after  all,  if  we  have  in 
America  any  Americans  the  Negroes  are  the  Americans.  They  have 
been  here  longer  than  most  of  the  other  races.  It  is  true  they  did  not 
come  here  of  their  own  volition,  but  that  is  all  the  more  reason  why 
now  they  should  be  treated  with  every  consideration. 

They  have  men  among  them  who  have  won  fame  in  literature, 
in  art,  in  letters;  they  have  mechanics,  bankers,  merchants,  lawyers, 
doctors,  farmers,  agriculturalists — they  are  engaged  in  every  activity 
that  the  other  people  of  America  are  engaged  in  and  successfully 
engaged  in  it.  There  is  less  illiteracy  among  them  than  in  many 
sections  among  the  white  people  of  the  country.  They  have  made 
the  most  marvelous  advance  of  any  people  in  all  time  under  all  cir- 
cumstances, and  we  who  are  in  the  majority  in  this  country  can 
afford  to  be  just,  for,  after  all,  the  exercise  of  power,  unless  it  is 
justly  exercised,  is  a  menace  to  those  who  are  affected  by  it.  They 
are  entitled  to  the  protection  of  every  law  of  the  land.  They  are 
entitled  to  every  consideration  of  justice. 

The  mere  fact  that  a  great  many  of  these  people  are  humble  and 
inconspicuous  is  no  reason  why  they  should  not  be  given  the  con- 
sideration to  which  they  are  entitled.  Everybody  must  realize  that 
they  are  entitled  to  every  consideration  that  any  citizen  of  the  United 
States  is  entitled  to.  No  man  in  the  land  should  be  either  above  or 
below  the  law.  This  should  be  a  nation  of  laws  and  not  of  men. 
Every  man  in  the  land  should  be  subject  to  every  penalty  of  the  law 
and  all  the  protection  of  the  law.  He  should  be  entitled  to  the  privi- 
leges of  the  Government  under  the  law.  It  will  not  do  to  say  that 
a  man  can  be  made  subject  to  the  rigor  of  the  Government  in  time 
of  the  Government's  greatest  danger.  It  will  not  do  to  say  that  a 
man  shall  be  compelled  to  offer  his  life  in  the  country's  defense,  and 
at  the  same  time  say  that  he  is  unworthy  of  consideration  in  other 
respects. 

Mr.  Ratburn,  Is  he  not  given  due  consideration  in  other  respects  ? 

Mr.  Madden.  He  is  not  given  due  consideration  in  other  respects. 
He  should  have  the  right  that  anybody  else  has  under  every  law  of 
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the  land.     Every  law  of  the  land  should  apply  equally  to  every 
man. 

Mr.  Eayburn.  What  law  does  not  apply  equally? 

Mr.  Madden.  The  law  of  travel  does  not,  for  one. 

Mr.  Eayburn.  You  think  not.     Where  is  that? 

Mr.  Madden.  That  is  everywhere  in  the  South? 

Mr.  Rayburn.  They  all  have  the  right  to  ride  on  the  trains? 

Mr.  Madden.  They  have  the  right  to  ride  on  the  trains,  but  they 
are  compelled  when  they  get  to  the  border  line  of  another  State  to 
retire  from  the  car  in  which  they  are  riding  and  to  enter  such  car  as 
may  be  placed  at  their  disposal. 

Mr.  Eayburn.  You  are  not  complaining  about  their  not  having  the 
right  to  ride  on  the  trains,  you  are  complaining  about  not  having 
the  whites  and  negroes  ride  in  the  same  car? 

Mr.  Madden.  There  ought  not  to  be  any  special  accommodations 
for  any  one  class  that  is  not  furnished  all  classes.  There  ought  not 
to  be  any  segregation  as  between  people  in  a  given  car;  that  if  the 
people  who  attempt  to  enter  the  car  and  they  are  able  and  willing  to 
pay  the  cost  of  travel  on  the  car  and  they  are  in  every  other  respect 
worthy  and  conduct  themselves  in  a  gentlemanly  manner,  they  are 
all  entitled  to  equal  privileges. 

Mr.  Eayburn.  You  want  to  force  the  negroes  to  ride  in  the  cars 
with  the  white  people  when  the  negroes  themselves  would  rather  ride 
in  separate  cars  than  to  be  mixed  up  with  the  white  people  ? 

Mr.  Madden.  I  deny  that  the  negroes  themselves  would  rather  be 
in  separate  cars. 

Mr.  Eayburn.  I  deny  that  you  understand  the  negro. 

Mr.  Madden.  Of  course,  that  is  the  contention  of  the  gentlemen, 
that  nobody  understands  the  negro  except  the  people  who  live  in  a 
certain  section  of  the  United  States.  My  contention  is  not  for  the 
negro  as  such,  but  it  is  for  Americans  as  Americans.  I  maintain  that 
every  citizen  of  the  United  States  ought  to  have  equal  rights  under 
the  law. 

Mr.  Sanders  of  Louisiana.  You  understand,  Mr.  Madden,  that  the 
white  man  is  prohibited  from  riding  in  the  negro  coach? 

Mr.  Madden.  He  does  that  as  a  matter  of  choice,  of  course.  I  do 
not  think  the  gentleman  would  deny  that. 

Mr.  Sanders  of  Louisiana.  You  understand  that  the  law  prohibits 
the  white  man  from  riding  in  the  negro  coach  ? 

Mr.  Madden.  I  understand  that.  That  is  in  order  to  prohibit  the 
negro  from  riding  in  the  coach  where  the  white  man  is,  of  course. 

Mr.  Dew  ALT.  May  I  ask  you  a  question,  Mr.  Madden  ? 

Mr.  Madden.  Certainly. 

Mr.  DewaltT.  We  have  in  the  regulation  of  traffic  two  authorities, 
one  the  Federal  authority  and  the  other  the  State  authority,  which 
is  exclusive  with  reference  to  intrastate  commerce,  that  is,  travel 
within  the  State? 

Mr.  Madden.  Yes,  sir. 

Mr.  Dew  ALT.  We  have  also  the  situation  that  the  United  States 
Government  has  no  police  power  except  that  which  was  granted  to 
it  by  the  States,  and  all  other  police  powers,  not  granted  to  the 
Federal  Government,  are  reserved  by  the  States.  With  those  two 
items  let  us  come  to  a  conclusion  if  we  can.  In  the  first  place,  if  it  is 
true  that  intrastate  traffic  is  subject  to  regulation  of  the  respective 
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States  and  if  it  be  true  that  the  Federal  Government  has  no  police 
power,  except  the  powers  granted  to  it  by  the  States,  and  that  all 
other  police  powers  not  having  been  granted  are  reserved  to  the 
States  themselves,  how  can  you  consistently  say  that  it  lies  within  the 
power  of  the  Federal  Government  to  nullify  those  two  propositions? 

Mr.  Madden.  Well,  I  might  ask  the  gentleman  a  question. 

Mr.  Dew  ALT.  Perhaps  you  had  better  answer  my  question  first. 

Mr.  Madden.  I  would  like  to  ask  the  gentleman  a  question  as  a 
lawyer,  and  then  perhaps  he  can  answer  his  own  question. 

Mr.  Deavalt.  All  right. 

Mr.  Madden.  Does  the  gentleman  from  Pennsylvania  contend  that 
a  passenger  entering  a  coach  in  Pennsylvania,  for  transportation  to 
Birmingham,  Ala.,  should  be  compelled  by  any  law  of  any  State  to 
retire  from  the  car  in  which  he  began  his  journey,  assuming  that  that 
car  was  going  all  the  way  through  to  Birmingham. 

Mr,  Dew  alt.  No;  but  I  contend  this,  Mr.  Madden:  That  whilst 
it  is  true  that  a  passenger  who  buys  his  ticket,  such  passenger  being 
a  negro,  in  Philadelphia,  for  Birmingham,  Ala.,  is  really  an  inter- 
state passenger,  and  the  company  that  carries  him  is  engaged  in 
interstate  traffic,  and  that  the  Federal  authorities  would  have  the 
right  to  say  that  the  companies  thus  engaged  in  carrying  that  passen- 
ger are  subject  to  such  regulation  as  the  Interstate  Commerce  Com- 
mission or  the  Federal  Congress  might  provide;  nevertheless  I  do 
say,  as  a  lawyer,  that  the  State  authority,  to  wit,  the  State  of  Ala- 
bama, to  which  the  passenger  was  destined,  would  have  the  right  un- 
der the  police  powers  of  the  State  to  say  that  when  he  got  to  the  edge 
of  Alabama  he  could  be  requested  and  compelled  to  A^acate  the  car  in 
which  he  then  was  and  take  a  car  provided  for  him  according  to  the 
regulations  of  that  State. 

Mr.  Madden.  I  know;  but  the  gentleman  will  not  contend,  as  a 
good  lawyer — and  I  know  he  is  a  good  lawyer — that  it  is  within  the 
power  of  the  State  to  say  to  the  Federal  Government  that  the  Federal 
Government  has  no  power  to  regulate  travel  in  interstate  commerce. 

Mr.  Dewalt,  No  ;  I  do  not  go  as  far  as  that. 

Mr.  Madden,  I  maintain  that  when  the  Government  of  the  United 
States,  speaking  now  of  the  authority  of  Congress  under  the  com- 
merce clause  of  the  Constitution,  says  that  travel  shall  be  equal,  with- 
out discrimination,  without  separate  facilities,  that  it  is  not  within 
the  power  of  any  State  in  the  land  to  say  to  the  contrary,  when  the 
passenger  is  traveling  between  one  State  and  another.  In  intrastate 
travel  I  concede  the  right  of  the  State  to  say  what  the  conditions  of 
travel  shall  be,  but  immediately  the  passenger  gets  beyond  the  boun- 
daries of  the  State  on  a  passage  that  involves  the  transportation  be- 
yond the  boundaries  of  that  State,  and  enters  another  State,  I  main- 
tain that  it  is  within  the  power,  and  only  within  the  power,  of  the 
Government  of  the  United  States  to  say  what  the  conditions  of  travel 
shall  be,  and  that  no  State  in  the  Union  has  the  right  to  interfere. 

Mr,  Sims.  If  a  colored  man  is  traveling  and  within  a  coach  where 
he  receives  just  as  good  service  and  just  exactly  the  same  service  as 
the  white  people,  but  it  is  in  a  coach  set  apart  for  colored  people  to 
ride  in,  and  he  wants  to  leave  that  coach  and  go  into  the  coach  where 
the  white  people  are  riding,  is  he  not  in  effect  discriminating  against 
his  own  race  by  his  action  of  wanting  to  travel  by  preference  with 
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the  white  people,  when  they  both  have  the  same  service  and  accom- 
modations ? 

Mr.  Madden.  If  we  go  on  the  assumption  that  the  bill  proposes 
to  go  on,  there  would  not  be  any  separate  coaches,  and  the  condition 
the  gentleman  from  Tennessee  describes  would  not  exist. 

Mr.  Sims.  Would  it  not  seem  that  people  of  the  same  race  would 
want  to  travel  together  ?  When  a  white  man  wants  to  leave  a  white 
coach  to  go  into  a  colored  coach  he  expresses  a  preference  for  colored 
company,  and  when  a  colored  man  wants  to  leave  the  colored  coach 
and  go  into  the  white  coach,  does  he  not  by  his  action  show  discrimi- 
nation against  his  own  race? 

Mr.  Madden.  But  why  do  you  raise  the  colored  question  ? 
Mr.  Sims.  You  are  raising  it. 

Mr.  Madden.  The  only  reason  the  bill  raises  it  is  that  discrimina- 
tion already  exists  against  the  colored  race  when  it  does  not  exist 
against  the  Chinaman  or  against  the  Japanese. 

Mr.  Sims.  There  are  some  things  that  we  would  like  to  change,  but 

can  not,  in  the  very  nature  of  things 

Mr.  Madden.  But  we  have  the  power  to  change  it. 
Mr.  Sims.  In  Chicago  does  a  first-class  hotel  take  colored  people 
indiscriminately  and  put  them  on  the  same  floors  with  white  people? 
Mr.  Madden.  I  do  not  run  a  hotel  in  Chicago,  and  I  do  not  know 
what  they  do. 

Mr.  Sims.  Oh,  I  know,  but  you  are  a  man  of  information,  Mr. 
Madden. 

Mr.  Madden.  I  know  this  much,  that  in  the  State  of  Illinois,  in  the 
State  of  Indiana,  in  the  State  of  Michigan,  in  the  State  of  Wisconsin, 
in  the  State  of  Pennsylvania,  in  the  State  of  New  York,  in  the  State 
of  Massachusetts,  in  the  State  of  Connecticut,  in  the  State  of  Ver- 
mont, and  other  States  that  if  a  man  travels  on  an  interstate  ticket 
from  any  one  of  those  States,  or  through  all  of  those  States,  he  can 
not  be  disturbed  in  the  position  he  occupies  in  a  coach  which  he  en- 
tered until  he  reaches  his  destination. 

Mr.  Sims.  I  think  Congress  has  power 

Mr.  Madden.  There  is  no  doubt  about  that. 

Mr.  Sims.  I  think  Congress  has  the  power  to  do  the  very  thing 
you  want,  but  I  am  speaking  about  the  action  of  the  colored  people 
in  avoiding  their  own  kind  and  discriminating  against  their  own 
color.  If  they  prefer  to  travel  with  other  people  than  their  own 
race,  then  they  are  discriminating  against  themselves.  You  speak  of 
the  white  people  discriminating,  but  in  that  case  the  colored  people 
do  it  themselves. 

Mr.  Madden.  We  do  not  have  any  trouble  about  that.  We  do  not 
find  any  difficulty  in  getting  along  under  that  situation.  I  have  been 
traveling  back  and  forth  over  the  various  Staties  of  the  North  for 
years  and  years  and  years.  I  have  occasionally  found  a  black  man 
in  a  sleeping  car,  and  a  black  woman  in  a  sleeping  car,  and  I  find 
that  they  get  along  very  well  with  the  people  of  other  races.  I  find 
there  is  nobody  objecting  to  them  being  there,  and  there  is  no  dis- 
crimhiatioM  In  h-'v'vig  a  separate  coach  for  them. 

Mr.  Sanders  of  Louisiana.  Don't  you  know  that  that  condition 
exists  in  the  South  to-day  with  regard  to  buying  a  Pullman  ticket 
from  points  in  the  South  to  points  in  the  North  ? 


2004        RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

Mr.  Madden.  I  do  not  know  that  it  does,  but  if  I  thought  it  ob- 
tained universally  I  would  not  be  here  contending  for  what  I  am 
contending  for. 

Mr.  Sanders  of  Louisiana.  If  you  do  not  know  that  that  is  the 
condition,  then  you  do  not  know  why  you  introduced  this  bill. 

Mr.  Madden.  Oh,  yes ;  I  know  why  I  introduced  this  bill ;  at  least 
I  think  I  do. 

Mr.  Sanders  of  Louisiana.  As  a  matter  of  fact,  the  last  time  I 
came  up  from  New  Orleans  I  was  told  that  there  was  a  colored  man 
in  the  sleeper  ahead  of  me  all  the  way  from  New  Orleans  to  Wash- 
ington and  beyond. 

Mr.  Madden.  I  am  glad  to  hear  that.  I  am  quite  sure  that  the 
governor  would  get  along  very  well  with  anybody  anywhere. 

The  Chairman.  This  same  matter  was  brought  up  in  1902,  in  the 
Fifty-sixth  Congress,  by  a  bill  introduced  by  Congressman  Morrell 
of  Pennsylvania.  One  of  the  witnesses  who  appeared  before  this 
committee  in  the  support  of  that  bill  was  George  White,  a  Member 
of  Congress  from  the  State  of  North  Carolina. 

Mr.  Madden.  I  recall  that,  Mr.  Chairman. 

The  Chairman.  White  was  a  colored  man. 

Mr.  Madden.  Yes. 

The  Chairman.  He  was  the  last  negro  Representative  that  ever 
sat  in  the  House.  He  testified  that  he  was  down  in  the  State  of 
Georgia  at  one  time  and  wished  to  take  a  trip  to  come  to  Washing- 
ton, and  that  he  was  not  permitted  under  the  laws  of  Georgia  to 
buy  a  Pullman  ticket;  that  they  would  not  sell  Pullman  tickets  to 
the  Negro  race  in  the  State  of  Georgia.  So  he  had  to  sit  up  at  night 
until  3  o'clock  in  the  morning,  until  they  crossed  the  North  Carolina 
line,  before  he  could  get  a  Pullman  berth.  That  was  in  1902.  I  do 
not  know  whether  the  statute  of  Georgia  with  reference  to  selling 
Pullman  tickets  has  been  changed  since  that,  but  that  was  the  law 
at  that  time. 

Mr.  Madden.  That  is  a  condition  that  should  not  exist.  Here  was 
a  man  who  was  elected  to  the  Congress  of  the  United  States,  with 
equal  rights,  to  pass  the  laws  for  all  the  people  of  the  United  States, 
and  the  authorities  of  a  single  State  were  able  to  say  to  him,  to 
humiliate  him  and  say  that  he  could  not  come  to  Washington  in  a 
Pullman  in  order  to  discharge  his  duties;  that  he  could  not  come  to 
Washington  in  the  manner  in  which  he  should  have  been  permitted 
to  come. 

Mr.  Sanders  of  Louisiana.  Do  you  think  that  your  bill,  if  Con- 
gress should  pass  it,  could  interfere  with  purely  intrastate  traffic? 

Mr.  Madden.  No;  I  do  not  make  any  such  contention. 

Mr.  Sanders  of  Louisiana.  Your  contention  has  to  do  with  the 
man  who  buys  an  interstate  ticket  ? 

Mr.  Madden.  Surely. 

Mr.  Sanders  of  Louisiana.  And  that  is  as  far  as  your  bill  would 
go? 

Mr.  Madden.  Surely.  I  do  not  pretend  to  say  that  anybody  can 
control  the  police  powers  of  a  State  within  its  own  borders. 

Mr.  Sanders  of  Louisiana.  Suppose  a  man  buys  a  ticket  in  one 
State  and  crosses  the  border  line  into  another  State.  Does  he  not 
become  amenable  to  the  police  regulations  of  that  State  with  regard 
to  segregation,  health,  quarantine,  etc. 
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Mr.  Madden.  I  do  not  think  the  State  should  have  the  right  to 
refuse  to  sell  him  a  ticket  for  the  accommodations  that  they  are  offer- 
ing to  their  other  passengers,  if  the  destination  of  a  proposed  pur- 
chaser of  a  ticket  is  beyond  the  State  line  in  which  he  has  attempted 
to  buy  it. 

Mr.  Sanders  of  Louisiana.  But  as  soon  as  he  crosses  the  border 
of  a  State,  does  not  any  passenger,  white  or  black,  or  any  other 
color,  come  at  once  under  the  jurisdiction  of  the  police  regulations 
of  the  State  which  he  enters  ? 

Mr.  Madden.  I  assume  if  he  violated  any  law  within  the  State  he 
would  be  subjected  to  punishment  by  the  State  authorities;  but  if 
he  was  behaving  himself  as  a  gentleman  should,  and  violating  no 
law,  then  it  would  not  be  within  the  right  of  the  State — it  might 
be  within  the  power  of  the  State,  but  it  would  not  be  within  the  right 
of  the  State — to  take  that  man  and  treat  him  as  if  he  were  a  criminal. 

Mr.  Sanders  of  Louisiana.  Suppose  he  is  violating  some  police 
regulation,  irrespective  of  color,  isn't  he  subject  to  the  police  regula- 
tion of  the  State  and  amenable  to  the  laws  of  that  State  ? 

Mr.  Madden.  I  maintain  it  is  not  within  the  power  of  the  State  to 
make  police  regulations  that  are  in  contravention  of  the  law  of  the 
land.  If  the  Government  of  the  United  States  has  power  to  pass 
law,  it  has  equal  power  to  enforce  the  law  and  to  protect  the  citizens 
under  that  law  wherever  they  may  be 

Mr.  Sanders  of  Louisiana.  I  grant  that.  We  are  talking  about  the 
law. 

Mr.  Madden.  I  am  talking  about  the  law, 

Mr.  Sanders  of  Louisiana.  Isn't  everybody  obliged  to  obey  the 
police  regulations  of  the  State  in  which  he  resides  ? 

Mr.  Madden.  Yes. 

Mr.  Sanders  of  Louisiana.  And  if  it  is  the  law 

Mr.  Madden.  The  State  can  have  no  law  that  will  set  aside  the 
Federal  law.    The  gentleman  assumes  the  State  has  such  power. 

Mr.  Sanders  of  Louisiana.  No ;  I  do  not  assume  anything.  I  have 
asked  you  whether  he  would  be  subject  to  the  laws  and  would  have  to 
obey  the  laws  irrespective  of  color,  previous  condition  of  servitude, 
or  anything  else.    Isn't  everybody  obliged  to  obey  the  law  ? 

Mr.  Madden.  Yes;  I  think  he  would  be  obliged  to  obey  the  law, 
of  course,  if  the  law  was  not  in  conflict  with  the  law  that  gives  him 
the  right  to  travel. 

Mr.  Sanders  of  Louisiana.  Then  he  would  have  to  obey  the  law. 
X  do  not  say  act;  I  say  law.  If  it  is  the  law  of  the  land,  doesn't  it 
bear  equally  upon  all  ? 

Mr.  Madden.  Yes. 

Mr.  Sanders  of  Louisiana.  And  that  is  what  you  are  contending 
for? 

Mr.  Madden.  Surely;  but  the  law  of  a  State  in  contravention  of 
the  law  of  the  land  is  a  different  proposition. 

Mr.  Sanders  of  Louisiana.  That  is  where  we  get  into  a  very  seri- 
ous constitutional  question,  as  to  whether  the  law  of  the  land  stops 
at  the  boundary  of  the  States.  That  is  not  for  you  and  me  to  decide. 
That  is  a  question  for  the  Supreme  Court  of  the  United  States. 

Mr.  Madden.  We  will  not  make  any  progress  in  such  a  discussion 
as  this.  I  came  here  to  present  the  reasons  why  this  legislation 
should  be  enacted. 
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Mr.  Sanders  of  Louisana.  Do  I  understand  you  to  favor  the  abo- 
lition of  what  is  commonly  known  as  segregation  of  the  races  in 
separate  coaches? 

Mr.  Madden.  Yes. 

Mr.  Sanders  of  Louisiana.  You  are  in  favor  of  that? 

Mr.  Madden.  Yes. 

Mr.  Sanders  of  Louisiana.  Do  you  favor  all  other  segregation  of 
the  races  which  have  grown  up  either  by  custom  or  by  law  ? 

Mr.  Madden.  I  favor  equal  opportunity  for  every  citizen  of  the 
United  States,  under  every  law  of  the  land. 

Mr.  Sanders  of  Louisiana.  That  is  not  answering  my  question, 
Mr.  Madden? 

Mr.  Madden.  Why  not? 

Mr.  Sanders  of  Louisiana.  I  asked  you  if  you  were  in  favor  or 
are  you  against  segregation  of  the  races  that  has  grown  up  in  this 
country  through  custom,  habit,  and  law? 

Mr.  Madden.  Yes;  I  am  against  it. 

Mr.  Sanders  of  Louisiana.  You  are  against  all  of  it? 

Mr.  Madden.  Yes,  sir. 

Mr.  Sanders  of  Louisiana.  You  do  not  believe  that  the  Negro  has 
any  rights  at  all  that  the  white  man  must  respect? 

Mr.  Madden.  I  think  every  right  accorded  to  one  citizen  under 
the  law  of  the  land  should  be  accorded  to  every  other  citizen. 

Mr.  Sanders  of  Louisiana.  In  my  State  we  have  a  very  heavy 
Negro  population,  and  we  set  aside  separate  coaches  for  the  Negroes 
to  ride  in.  We  keep  the  white  people  out  of  those  coaches  under 
our  law. 

Mr.  Madden.  Yes;  I  know  that. 

Mr.  Sanders  of  Louisiana.  Would  you  be  opposed  to  that  or  in 
favor  of  it? 

Mr.  Madden.  Of  course  T  am  opposed  to  it  or  I  would  not  be  for 
this  bill. 

Mr.  Sanders  of  Louisiana.  You  said  that  we  people  down  South 
did  not  seem  to  know  much  about  the  Negro.  We  rather  think 
we  do. 

Mr.  Madden.  I  did  not  say  that.     You  have  said  that. 

Mr.  Sanders  of  Louisiana.  You  answered  Mr.  Eaybum  just  now 
to  that  effect? 

Mr.  Madden.  Yes. 

Mr.  Sanders  of  Louisiana.  Down  where  we  live  we  believe,  and 
we  think  we  know  something  about  the  Negro  race,  that  they  prefer 
separate  accommodations. 

Mr.  Madden.  Of  course,  I  do  not  know  what  they  prefer  down 
there,  but  I  do  not  think  any  man  will  prefer  to  be  distinctively  set 
apart  and  only  used  when  his  Government  needs  him  as  gun  fodder, 
and  never  given  any  privileges  which  he  has  the  right  to  exercise  as 
a  citizen. 

Mr.  Sanders  of  Louisiana.  Our  negroes  down  South  know  that 
thoy  are  not  welcome  in  the  white  man's  coach  and  they  do  not  want 
to  go  in  there. 

Mr.  Madden.  That  is  their  business,  of  course. 

Mr.  Sanders  of  Louisiana.  Any  more  than  the  white  man  knows 
that  he  is  not  welcome  in  the  negro  coach,  and  he  does  not  want  to  go 
in  there. 
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Mr.  Madden.  I  do  not  know  as  to  that. 

Mr.  Sanders  of  Louisiana.  You  admit  that  the  overwhelming  ma- 
jority of  the  negroes  live  in  the  South  ? 

Mr.  J^Iadden.  Yes ;  I  admit  that. 

Mr.  Sanders  of  Louisiana.  You  admit  there  is  nothing  in  the  law 
of  the  land,  either  State  or  national,  which  makes  them  live  in  the 
South? 

Mr.  Madden.  No  ;  and  a  good  many  of  them  are  moving  away. 

Mr.  Sanders  of  Louisiana.  And  a  good  many  of  them  are  coming 
back  all  the  time. 

Mr.  Madden.  A  good  many  are  making  efforts  to  bring  them  back 
after  they  have  moved  away,  but  without  success. 

Mr.  Sanders  of  Louisiana.  They  are  moving  away  and  coming 
back.  And  in  spite  of  the  fact  that  they  are  moving  away,  the  over- 
whelming majority  of  the  Negro  race  to-day  lives  in  the  South. 

Mr.  Madden.  Of  course,  everybody  admits  that. 

Mr.  Sanders  of  Louisiana.  And  they  live  there  under  the  laws  and 
conditions  that  exist. 

Mr.  Madden.  Oh,  yes ;  but  they  can  not  get  away. 

Mr.  Sanders  of  Louisiana.  Why  can't  they  get  away  ? 

Mr.  Madden.  Those  that  can  get  away  are  getting  away. 

Mr.  Sanders  of  Louisiana.  There  is  not  a  negro  to-day  in  the  South 
who  can't  get  away  if  he  wants  to  get  away. 

Mr.  Madden.  He  can  get  away  if  he  has  means. 

Mr.  Sanders  of  Louisiana.  They  have  the  means.  And,  if  they 
have  not  the  means,  there  are  plenty  of  people  in  other  States  who 
will  furnish  them  transportation  to  get  away. 

Mr.  Madden.  I  don't  know  about  that. 

Mr.  Sanders  of  Louisiana.  You  ought  to  know  about  it. 

Mr.  Madden.  I  don't  know  about  it. 

Mr.  Sanders  of  Louisiana.  If  you  are  employing  labor,  you  ought 
to  know  about  it. 

Mr.  Madden.  We  do  not  have  any  trouble  about  labor.  We  do  not 
import  labor  and  we  do  not  pretend  to  go  out  and  subsidize  labor. 
We  take  the  labor  that  comes  along. 

Mr,  Sanders  of  Louisiana.  As  a  matter  of  fact,  if  you  keep  up  with 
current  affairs,  and  I  know  that  you  do,  you  know  there  has  been  for 
years  an  effort  to  get  the  negro  to  move  from  the  South  to  the  North. 

Mr.  Madden.  During  the  war,  of  course,  conditions  were  such  in- 
dustrially that  we  had  to  make  war  supplies.  A  number  of  men 
were  taken  out  of  industry  in  the  North,  and  that  required  them  to 
come  from  other  sections  where  they  were  not  engaged  in  making 
war  supplies,  and  where  they  could  not  make  them;  and  I  suppose 
there  was  an  effort  made  to  bring  a  great  many  negroes  from  the 
South  to  the  North. 

Mr.  Sanders  of  Louisiana.  You  speak  about  the  war,  but  don't  you 
remember  the  gi-eat  exodus  of  the  late  seventies  ? 

Mr.  Madden.  Every  once  in  a  while  people  move  from  the  South 
to  the  North.  They  are  moving  from  the  South  toward  the  North  as 
fast  as  they  can,  because  industrial  conditions  are  much  better  and 
they  are  treated  more  like  men. 

Mr.  Sanders  of  Louisiana.  Notwithstanding  the  exodus  that  be- 
gan in  that  late  seventies,  and  that  has  been  going  on  ever  since  until 
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a  few  months  ago,  still  the  overwhelming  majoriy  of  the  negroes 
live  in  the  South. 

Mr.  Madden.  Still,  I  do  not  know  what  that  has  got  to  do  with 
the  bill.  Even  if  they  live  in  the  South  they  ought  to  be  treated  like 
the  people  who  live  in  the  North. 

Mr.  Sanders  of  Louisiana.  They  are. 

Mr.  Madden.  I  am  glad  to  hear  you  say  that,  but  I  doubt  it. 

Mr.  Sanders  of  Louisiana.  They  are  treated  a  great  deal  better, 
in  my  section  of  the  country,  then  they  were  recently  treated  in  Chi- 
cago, where  you  live. 

Mr.  Madden.  Of  course,  the  Chicago  situation  was  one  of  those 
unfortunate  things  that  nobody  could  account  for.  It  has  happened 
here,  there,  and  everywhere.  Nobody  knows  what  brings  it  about; 
nobody  can  tell.    I  deplore  it. 

Mr.  Sanders  of  Louisiana.  They  are  treated  better  in  my  section 
of  the  country  than  they  were  in  East  St.  Louis,  another  city  in  your 
State. 

Mr.  Madden.  There  was  another  case  that  can  not  be  explained. 

Mr.  Sanders  of  Louisiana.  They  are  treated  better  in  my  commu- 
nity than  they  were  treated  in  Springfield  a  few  years  ago,  the  capi- 
tal of  your  State. 

Mr.  Madden.  Those  things  have  nothing  whatever  to  do  with  the 
merits  of  the  bill  that  I  am  proposing. 

Mr.  Sanders  of  Louisiana.  They  have  everything  to  do  with  it, 
in  my  opinion. 

Mr.  Madden.  No  ;  not  anything  to  do  with  it. 

Mr.  Sanders  of  Louisiana.  In  other  words,  you  bring  in  a  bill  here 
which,  in  effect,  would  force  the  negro  into  social  equality  with  the 
whites,  something  that  the  very  best  thought  of  the  negro  race  does 
not  want. 

Mr!  Madden.  I  am  bringing  a  bill  here  to  give  the  negro,  as  a  citi- 
zen of  the  United  States,  the  same  privileges  under  the  Government 
under  which  he  lives  as  are  given  citizens  of  other  races. 

Mr.  Sanders  of  Louisiana.  No;  you  do  not.  You  bring  in  a  bill 
to  force  the  negro  to  ride  in  the  white  man's  coach,  and  force  the 
white  man  to  ride  in  the  negro's  coach,  irrespective  of  the  wishes  and 
desires  of  either  race. 

Mr.  Madden.  That  condition  already  exists  everywhere  in  the 
United  States,  except  in  a  few  States. 

Mr.  Sanders  of  Louisiana.  It  exists  everywhere  in  the  United 
States  except  where  the  overwhelming  majority  of  the  negro  race 
lives. 

Mr.  Madden.  I  want  to  see  the  laws  of  the  United  States  uniform 
in  their  treatment  of  all  citizens  of  the  United  States. 

Mr  Sanders  of  Louisiana.  I  beg  your  pardon.  You  did  not  want 
to  see  them  so  applied  very  recently. 

Mr.  Madden.  I  do. 

Mr.  Sanders  of  Louisiana.  But  you  did  not.  You  absolutely  op- 
posed prohibition,  which  we  made  uniform  throughout  the  United 
States. 

Mr.  Madden.  I  was  opposed  to  it,  but  I  want  the  laws  made  uni- 
form throughout  the  United  States. 

Mr.  Sanders  of  Louisiana.  Yes;  you  wanted  them  uniformly  wet, 
because  you  voted  wet. 
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Mr.  Maddex.  I  voted  wet. 

Mr.  Sanders  of  Louisiana.  Then  you  wanted  them  to  be  uniformly 
wet. 

Mr.  Madden.  I  voted  wet. 

Mr.  Sanders  of  Louisiana.  And  you  wanted  to  force  us  in  my 
country  to  be  wet. 

Mr.  Madden.  You  wanted  the  people  in  our  country  to  be  dry. 

Mr.  Sanders  of  Louisiana.  Yes ;  and  we  have  forced  you  to  be  dry. 

Mr.  Madden.  Yes;  and  that  being  true,  right  from  the  logic  of 
your  own  reasoning,  you  can  not  take  away  the  rights  of  these  people ; 
you  can  not  deny  the  rights  of  these  people 

Mr.  Sanders  of  Louisiana.  We  forced  both  white  and  black  to  be 
dry. 

Mr.  Madden.  Then  you  can  not  deny  the  rights  of  these  people  to 
equal  treatment  in  travel. 

Mr.  Sanders  of  Louisiana.  We  are  not  denying  them  any  rights. 

Mr.  Madden.  You  deny  them  the  equal  right  of  travel.  The  very 
statement  you  have  made  commits  you  to  the  justice  of  the  proposi- 
tion presented  in  this  bill. 

Mr.  Sanders  of  Louisiana.  You  were  not  in  favor  of  uniform 
laws  on  the  prohibition  question? 

Mr.  Madden.  Yes ;  I  am  in  favor  of  uniform  laws. 

Mr.  Sanders  of  Louisiana.  But  you  absolutely  opposed  that  propo- 
sition. 

Mr.  Madden.  You  are  mistaken  about  that.  I  deny  the  right  of 
the  gentleman  to  make  that  statement.  I  have  my  views  as  to  what 
the  uniform  laws  should  be,  and  the  gentleman  has  his  views  as 
to  what  the  uniform  laws  should  be.  Now,  the  mere  fact  that  the 
gentleman  was  on  one  side  of  the  case  and  I  was  on  the  other  is  no 
evidence  that  either  one  of  us  was  opposed  to  uniformity  of  law. 

Mr.  Sanders  of  Louisiana.  I  understand  that  you  are  in  favor  of 
uniform  wet  laws  throughout  the  country. 

Mr.  Madden.  That  has  nothing  to  do  with  this  case.  I  do  not 
think  the  gentleman  has  any  right  to  interrogate  me  along  this  line. 

Mr.  Sanders  of  Louisiana.  I  have  the  right  not  only  to  interro- 
gate you  on  this  bill,  but  I  have  the  right,  and  it  is  my  duty,  to  find 
out  your  viewpoint  on  all  these  questions,  so  as  to  make  up  my  mind 
as  to  the  underlying  motive  of  the  bill. 

Mr.  Madden.  The  underlying  motive  of  the  bill  is  just  what  I 
have  said  it  is.  I  have  expressed  my  view,  and  I  do  not  think  any- 
body will  have  much  doubt  as  to  what  the  gentleman's  views  are. 

Mr.  Sanders  of  Louisiana.  Not  the  slightest  in  the  world. 

Mr.  Rayburn.  Do  you  believe  in  absolute  equality  between  the 
races  as  far  as  travel  is  concerned? 

Mr.  Madden.  Yes,  sir. 

Mr.  Rayburn.  Do  you  believe  in  absolute  social  equality  in  every- 
thing, social  and  otherwise,  between  the  whites  and  the  blacks? 

Mr.  Madden.  I  believe  the  races  can  settle  the  question  of  their 
own  social  affairs,  and  that  they  will  settle  their  own  affairs  to  their 
own  satisfaction.  This  is  not  a  social  function.  This  is  a  public 
function  performed  by  the  common  carriers  of  the  United  States, 
and  as  common  carriers  the  question  of  social  rating  does  not  enter 
into  their  functions. 
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Mr.  Rayburn.  Well,  it  is  the  very  meat  of  what  you  have  been 
talking  about.  You  are  forcing  them  to  ride  in  the  same  coach, 
whether  they  want  to  or  not. 

Mr.  Madden.  They  do  it  now  everywhere  except  in  a  few  States. 

Mr.  Rayburn.  I  understand,  and  I  know  the  sections  of  the  coun- 
try where  they  do  not  ride  in  the  same  coach.  But  you  are  forcing 
them  on  equality,  social  and  otherwise.  Do  you  believe  in  social 
equality  between  the  races  in  all  things  ? 

Mr.  Madden.  I  think  the  gentleman  understands  what  my  posi- 
tion is. 

Mr.  Rayburn.  I  have  never  heard  the  gentleman  state. 

Mr.  Madden.  The  gentleman  has  just  heard  me  state  it.  That  is 
a  question  now  that  does  not  enter  into  this  contention. 

Mr.  Rayburn.  The  gentleman  refuses  to  answer  the  question? 

Mr.  Madden.  I  have  answered  it.  Mr.  Chairman,  there  are  three 
or  four  people  here  who  will  take  up  but  a  very  short  time  before 
the  committee.  I  would  like  to  remain,  but  it  is  necessary  for  me  to 
take  a  train  to  New  York. 

The  Chairman.  We  would  like  very  much  to  have  this  matter  con- 
cluded this  morning,  because  there  are  other  out-of-town  witnesses 
who  will  appear  this  afternoon. 

Mr.  Madden.  I  desire  to  thank  the  committee  very  much  for  its 
courteous  hearing  and  trust  that  when  the  railroad  legislation  now 
under  consideration  is  formulated  it  will  contain  the  provision  em- 
braced in  the  bill  I  have  been  discussing. 

While  the  proponent  of  this  legislation  is  a  leader  of  that  party 
which,  through  the  exercise  of  the  collective  wisdom  of  the  Nation, 
has  become  the  dominant  power  in  our  legislative  branch,  the  splen- 
did example  of  that  party  as  a  minority  group  in  s,ubmerging  party 
interests  in  nationalism  may  well  find  an  equally  splendid  parallel 
from  the  minority  group  in  postwar  legislation.  We  abandoned 
with  reluctance  our  traditional  policy  of  international  isolation  as 
a  war  measure  in  order  that  we  might  present  with  our  gallant  allies 
closed  ranks  to  a  common  enemy  of  freedom.  As  a_ result  America 
has  become  a  world  power  with  all  the  responsibilities  and  dangers 
which  such  a  position  entails.  We  gave  the  best  blood  and  treasure 
of  our  Nation,  black  blood  and  white,  to  confer  upon  the  peoples  of 
Europe  freedom  from  the  ruthless,  crushing,  soul-deadening  blight 
of  "  kultur."  I  take  it  that  it  will  require  no  great  sacrifice  for  us 
to  lay  down  our  prejudices  in  order  that  the  peoples  of  our  own 
country  shall  be  made  politically  free.  We  have  vanquished  the 
enemy  in  the  field  of  force;  we  have  yet  to  vanquish  him  in  the  more 
subtle  field  of  government.  He  is  at  our  throats  with  his  insidious, 
pernicious  doctrines.  He  is  ready  to  seize  upon  those  phases  of  our 
national  life  which  most  logically  offer  points  of  attack,  opening 
dangerous  salients  and  trusting  thereby  to  weaken  with  one  stroke 
our  position  in  international  politics  and  destroy  our  internal  po- 
litical cohesiveness. 

Our  most  adequate  weapon  of  defense  is  our  Americanism;  an 
Americanism  which  knows  no  man  politically  by  the  color  of  his 
skin  or  the  race  of  his  forbears;  an  Americanism  which  puts  the 
ideals  of  his  country  above  his  personal  prejudices;  an  Aniericanism 
which  does  not  corrupt  the  pure  stream  of  our  national  life  by  the 
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enactment  of  social  theories,  in  which  every  man  is  admittedly  a  law 
unto  himself,  into  public  statutes. 

The  Chairman.  We  will  now  be  glad  to  hear  from  Mr.  Murray. 

STATEMENT  OF  MR.   GEORGE  H.   MURRAY,   GENERAL  COUNSEL 
FOR  THE  COLORED  AMERICAN  COUNCIL,  WASHINGTON,  D.  C. 

Mr.  Murray.  Mr.  Chairman  and  gentlemen  of  the  committee,  it 
would  be  wholly  adventitious  for  me,  even  by  way  of  emphasis,  to 
again  cover  the  ground  so  ably  covered  by  the  distinguished  gentle- 
man from  Illinois  and  the  proponent  of  this  remedial  legislation. 
It  is  apparent  that  the  emotions  which  the  patriotism  of  the  colored 
citizen  has  stirred  so  deeply  within  his  own  breast  has  found  in 
yours  an  equallj^  glowing  response.  We  approach,  then,  the  legal 
phases  of  this  proposition  in  an  attitude  of  mutual  Americanism, 
considering  how  we  can  best  within  the  scope  of  congressional 
authority  eradicate  this  sore  spot  in  our  governmental  fabric  which 
may  in  the  hands  of  malicious  enemies  of  our  country  seriously 
impair  its  strength.  I  take  it  that  it  is  generally  recognized  that 
the  first  allegiance  of  any  citizen  of  America  will  be  to  his  local 
State  government,  and  the  Federal  power  can  only  supplant  that 
normal  affection  in  the  degree  to  which  it  shows  itself  capable  of 
better  governmental  administration.  In  a  union  like  ours  govern- 
ment bj;'  the  State  and  Nation  is  competitive,  and  it  is  vital  to  the 
virile  existence  of  Federal  power  that  it  should  swiftly  and  surely 
exercise  its  authority  toward  the  maintenance  of  the  Federal  guar- 
anties.   For  it  to  fail  or  to  falter  is  suicidal. 

It  is  perhaps  of  especial  significance  that  the  political  party  which 
in  the  past  has  been  considered  most  reactionary  had  committed  to 
it  the  guidance  of  America  in  its  transition  into  a  world  power. 
Through  its  leader  it  has  carried  the  spirit  and  hope  of  American- 
ism to  our  struggling  brothers  overseas.  By  a  curious  antithesis  of 
destiny  America,  under  Democratic  auspices,  has  assumed  the  posi- 
tion of  moral  dictator  of  the  civilized  world.  In  accepting  the 
credit  for  this  glorious  achievement,  and  all  viewing  the  result  with- 
out prejudice  must  admit  that  it  is  a  glorious  achievement,  the  Dem- 
ocratic Party  must  realign  its  policies  and  professions  to  the  end 
that  her  internal  life  shall  not  be  inconsistent  with  America's  moral 
dictatorship.  May  we  therefore  indulge  the  hope  that  the  considera- 
tion of  this  proposed  legislation  will  be  from  the  minority  side  in 
the  spirit  of  the  new  Democracy  rising  triumphant  to  a  virile,  death- 
less Americanism. 

Lest  there  should  be  some  misapprehension  as  to  the  scope  of  this 
proposed  legislation,  let  me  state  that  its  operation  is  confined  to 
the  narrow  field  of  interstate  commerce,  and  in  no  way  does  it 
interfere  with  the  right  of  a  State  to  regulate  that  commerce  which 
is  purely  internal  .or  intrastate.  It  is  legislation  which  is  clearly 
within  tiie  constitutional  power  of  Congress  to  enact,  and  is  founded 
upon  the  fundamental  proposition  of  justice.  It  requires  carriers 
and  solicitors  of  interstate  commerce  to  grant  the  same  privileges, 
rights,  and  accommodations  for  the  same  pay,  and  makes  it  un- 
lawful to  deny  or  to  connive  to  deny  such  on  the  basis  of  the  race, 
color,  or  condition  of  servitude  of  the  person  so  applying.    Further, 
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it  prohibits  the  molestation  of  peaceful  citizens  of  the  United  States 
in  interstate  travel.  I  assume  that  the  fundamental  questions  of 
law  are  so  well  grounded  in  the  minds  of  the  committee,  chosen  as 
they  are  for  their  unique  qualifications  to  deal  with  the  legal  and 
commercial  aspects  of  interstate  commerce,  that  any  attempt  to 
enlighten  the  committee  along  that  line  would  involve  perhaps  a 
trespass  upon  its  courtesy. 

There  remains  therefore  two  questions — the  legal  necessity  of  legis- 
lation in  this  particular  field  and  of  the  necessity  of  such  legislation 
in  the  light  of  colored  interstate-traffic  experiences.  The  latter 
phase,  although  probably  known  to  the  members  of  the  committee, 
will  be  developed  by  persons  who  speak  from  personal  knowledge. 
I  shall  therefore  confine  myself  primarily  to  the  former  phase — the 
legal  necessity  of  the  proposed  legislation. 

In  interpreting  the  powers  of  Congress  with  respect  to  interstate 
commerce  the  United  States  Supreme  Court  has  taken  two  positions : 
(a)  That  control  of  interstate  commerce  was  vested  exclusively  with 
Congress  and  that  the  States  are  not  to  legislate  upon  it  at  all,  and 
(h)  that  such  control  was  concurrent  with  the  States  and  Congress. 
This  second  doctrine  rests  upon  the  conception  that  the  States  which 
were  the  original  source  of  power  did  not  unreservedly  grant  to 
Congress  sole  power  to  control  interstate  commerce  but  reserved  to 
themselves  so  much  of  the  grant  as  the  grantee  did  not  exercise. 
The  oft-cited  case  of  Hall  v.  DeCuir  (95  U.  S.,  485)  construed  the 
equal  rights  statute  of  1873  in  Louisiana  as  an  invasion  of  congres- 
sional power  on  the  ground  that  commerce  upon  the  Mississippi 
River,  touching  as  it  did  10  States,  was  a  subject  national  in  its  char- 
acter and  therefore  exclusively  within  the  control  of  Congress,  but 
declared  at  the  same  time  that  unless  it  conflicted  with  previous 
congressional  legislation  a  carrier  could  of  its  own  accord  separate 
passengers  according  to  color,  so  long  as  the  accommodations  were 
equal. 

In  Gibbons  v.  Ogden  (9  Wheat.,  1)  the  court  says: 

The  rule  is  well  settled  that  a  grant  of  power  to  Congress  to  regulate  inter- 
state commerce  accompanied  by  legislation  under  it  operates  as  an  inhibition 
upon  the  States  from  any  interference  with  that  legislation. 

And,  again,  in  Missouri,  etc.,  R.  R.  Co.  v.  Haber  (169  U.  S.,  613)  : 

The  rule  is  equally  well  settled  that  a  State  or  Territory  in  the  exercise  of 
its  police  power  may  make  rules  and  regulations  not  conflicting  with  the  legis- 
lation of  Congress  upon  the  same  subject  and  not  amounting  to  a  regulation 
of  interstate  commerce 

See  also  Penn.  R.  R.  Co.  v.  Hughes  (199  U.  S.),  and  Chicago,  etc., 
R.  R.  Co.  V.  Solan  (169  U.  S.).  Reviewing  these  and  other  cases  in 
McLean  v.  Denver  R.  R.  Co.  (203  U.  S.,  38)  our  highest  court  con- 
cludes : 

The  principle  decided  in  these  cases  is  that  a  State  has  a  right  to  legislate 
for  the  safety,  comfort,  and  welfare  of  its  people  and  this  right  is  not  taken 
from  it  except  in  cases  where  the  attempted  exercise  of  authority  by  the  legis- 
lature is  in  conflict  with  an  act  of  Congress. 

I  judge  that  in  this  brief  development  of  the  question  of  State 
rights  as  applied  to  interstate  commerce  enough  has  been  said  to 
point  out  to  the  committee  the  wide  field  of  legislative  activity  which 
was  thus  opened  up  to  the  States.     It  must  be  apparent  also  that 


RETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       2013 

tinder  this  interpretation  the  States  might  effectively  regulate  inter- 
state commerce  Dy  making  such  regulation  incidental  to  the  right 
of  concurrent  jurisdiction. 

Let  us  see  to  what  extent  this  latter  view  found  favor  in  certain 
sections  of  our  country.  In  C.  &  O.  R.  R.  Co.  v.  Kentucky  (179 
U.  S.),  construing  the  act  of  May  24,  1892,  a  Kentucky  statute  requir- 
ing separate  but  equal  accommodations  for  colored  and  white  passen- 
gers within  the  State,  it  was  held  that  as  the  Supreme  Court  Court 
of  Kentucky  had  construed  the  statute  as  applying  to  intrastate  com- 
merce alone  its  constitutionality  must  be  conceded.  The  practice, 
therefore,  in  Kentucky  is  now  that  when  a  colored  passenger  reaches 
the  State  boundaries  he  leaves  the  coach  in  which  he  is  traveling  and 
rides  in  another  car  set  apart  exclusively  for  Negroes,  while  the  white 
passenger  with  whom  he  may  have  been  riding  remains  undisturbed. 
Thus  the  fundamental  character  of  interstate  traffic  as  applied  to 
the  colored  passenger  is  altered,  while  that  of  the  white  passenger 
remains  unaltered,  and  up  to  this  time  no  congressional  protection 
has  been  thrown  around  the  colored  interstate  traveler. 

In  Louisville  &  Nashville  R.  R.  Co.  v.  Mississippi  (133  U.  S.,  587) 
the  railroad  company  was  convicted  of  a  violation  of  the  act  of  March 
2, 1889,  requiring  separate  but  equal  accommodations  for  colored  and 
white  passengers.  Here  it  was  held  by  the  Supreme  Court  of  the 
United  States  that  it  would  follow  the  decision  of  the  Supreme 
Court  of  Mississippi  in  holding  the  act  valid  a§  applying  only  to 
intrastate  commerce.  The  practice  in  Mississippi  is  the  same  as  that 
of  Kentucky  with  respect  to  colored  passengers  arriving  at  the 
boundaries  of  the  State. 

In  Smith  v.  State  (46  S.  W.,  566)  Joe  Smith  was  convicted  of_fail- 
ing  to  separate  colored  and  white  passengers.  It  was  held  on  appeal, 
by  the  Supreme  Court  of  Tennessee,  that  the  Tennessee  statute  was 
not  in  contravention  of  the  Federal  commerce  clause  and  in  the 
absence  of  conflicting  congressional  legislation  applied  equally  to 
intra  and  inter  state  passengers. 

In  Hart  v.  State  of  Maryland  (Atl.  Rep.,  1905),  construing  the 
separate-car  statute  of  Maryland,  the  Supreme  Court  of  Maryland 
confined  the  operation  of  the  Maryland  act  of  1904  to  intrastate 
traffic  and  acquitted  Hart,  plaintiff  in  error,  and  an  interstate  pas- 
senger, of  its  violation.  But  in  Hart  v.  Penn.  R.  R.  Co.,  growing 
out  of  the  same  case,  a  District  of  Columbia  jury  awarded  Hart  1 
cent  damages  and  the  court  put  upon  him  heavy  costs. 

That  was  a  rule  of  the  District  court  where,  when  the  amount  re- 
covered was  less  than  the  costs,  it  was  discretionary  with  the  court 
to  assess  the  costs  against  the  plaintiff. 

In  Chiles  v.  C.  &  O.  Ry.  Co.  (218  U.  S.,  71)  Chiles  bought  a  ticket 
from  Lexington,  Ky,,  to  Wasliington,  D.  C.,  by  way  of  Ashland,  Ky., 
and  refused  to  enter  the  compartment  for  Negro  passengers  on  the 
ground  that  it  was  created  in  compliance  with  a  statute  regulating 
intrastate  commerce  and  had  no  application  to  him,  an  interstate 
passenger.  At  Ashland,  Ky.,  Chiles  was  ejected  from  the  train  and 
sued  for  damages.  Damages  were  denied  him  on  the  ground  that 
the  carrier,  in  the  absence  of  conflicting  congressional  legislation, 
could  separate  passengers  according  to  color  (citing  Hall  v.  De  Cuir, 
supra,  and  L.  &  N.  Ry.  Co.,  supra,  to  the  effect  that  "  obviously 
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whether  interstate  passengers  of  one  race  should  share  their  accom- 
modations with  passengers  of  another  race  was  a  question  of  inter- 
state commerce,  to  be  detennined  by  Congress"). 

Wliere  the  Jim  Crow  car  is  attached  to  a  train  at  the  beginning 
of  a  journey  the  favored  positions  are  next  to  the  engine  or  bag- 
gage car  where  the  discomfort  of  escaping  gases  and  dirt  and  danger 
of  head-on  collisions  are  greatest,  or  at  the  end  where  the  collision 
risk  is  equally  great.  If  it  is  attached  during  the  journey,  it  is  the 
colored  interstate  passenger  who  must  move.  He  has  not  the  same 
chance,  or  an  equal  chance  of  selecting  the  safest,  most  convenient, 
and  comfortable  seat  on  the  train  and  remaining  there  although  he 
pays  the  same  money  as  other  persons.  If  there  is  a  question  be- 
tween the  modern,  fireproof,  practically  safe  steel  coach  and  the  in- 
flammable, obsolete  wooden  coach  he  gets  the  inferior  wooden  coach. 

It  may  therefore  be  seen  that  the  loyal,  colored  citizen  is  legally 
in  an  unfortunate  position.  Unlawfully  deprived  bf  his  !most 
powerful  weapon  of  offense  and  defense,  the  ballot,  he  can  not  ex- 
pect as  does  the  white  citizen  to  meet  with  uniform  conditions  in 
interstate  travel.  The  carriers  find  it  convenient  in  the  absence  of 
prohibitory  congressional  legislation  in  those  States  where  separate- 
car  legislation  is  in  effect  to  confine  him  to  the  iniquitous,  dirty,  insan- 
itary, and  immoral  Jim  Crow  car,  and  to  hold  the  right  in  abeyance 
where  the  separate^car  legislation  is  absent  . 

It  will  be  noted  by  the  committee  that  the  usual  requirement  of 
the  separate-car  statutes  is  "  equal  accommodations."  Let  us  see 
how  this  provision  has  worked  in  practice.  In  the  case  oi  The 
Sue^  a  colored  lady,  an  interstate  passenger,  refused  to  go  into  a 
cabin  set  apart  for  colored  steamboat  passengers  on  the  ground  that 
the  accommodations  were  unequal.  On  suit  for  failure  to  provide 
such  she  recovered  in  the  Maryland  courts  $100.  (See  22  Fed. 
Eep.,  843.) 

Mr.  Hamilton,  What  is  the  title  of  that  case  ? 

Mr.  MuBRAY.  The  Sue^  Maryland  case — the  steamboat  case. 

In  Houck  V.  Southern  Pacific  Railroad  Co.  (38  Fed.  Rep.,  226) 
Mrs.  Houck,  a  colored  interstate  passenger,  was  barred  from  the 
"  ladies'  coach  "  and  forced  to  ride  on  account  of  her  color  on  the 
platform  of  the  train.  Exposure  to  rain  and  the  insults  of  the  em- 
ployees of  the  company  brought  on  a  miscarriage  and  for  failure 
to  provide  equal  accommodations  the  railroad  company  was  penalized 
$2,500,  but  in  Logwood  v.  Memphis  &  C.  R.  R.  Co.,  another  Tennes- 
see case  reported  in  23  Federal  Reporter,  318,  Logwood  and  his  wife, 
colored  interstate  passengers,  were  forced  to  ride  in  a  separate 
coach  in  which  the  accommodations  were  admittedly  unequal  but 
were  denied  the  recovery  of  damages  because  they  failed  to  prove 
that  they  were  especially  damaged  thereby.  When  we  revert  to 
the  fact  that  the  status  of  the  colored  interstate  passenger  is  altered 
to  that  of  an  intrastate  passenger  as  soon  as  he  crosses  a  State  line 
where  a  separate-car  law  is  in  effect  the  provisions  for  equal  accom- 
modations are  emptv  and  meaningless.  In  Pullman  Palace  Car  Co. 
v.  Cain  (40  S.  W.,  220)  Cain  bought  a  ticket  from  St.  Louis  to  Gal- 
veston calling  for  a  sleeping-car  reservation.  At  Texas  State  line 
he  was  ejected  from  a  sleeper  due  to  the  separate-car  law  and  forced 
to  ride  all  night  in  a  dav  coach.     Verdict  was  for  plaintiff  for  $100 
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on  account  of  lack  of  equal  accommodations.  It  is  not  now  an  easy 
matter  for  colored  interstate  passenoers  to  get  equal  Pulljnajn. 
accommodations,  or  in  fact,  any  at  all.  In  the  more  moderate  South- 
ern States,  like  Georgia,  it  is  not  unlawful  to  refuse  to  sell  him 
Pullman  accommodations. 

It  AAould  be  unfair,  however,  to  the  railroads  to  leave  the  impres- 
sion that  they  are  chiefly  responsible  for  the  anomalous  situation 
which  exists.  I  confidently  assert  that  the  great  interstate  carriers 
would  welcome  relief  from  this  unnecessary  condition.  They  are 
victims  largely  of  the  attempts  of  a  few  demagogues  to  engraft  upon 
the  pi'actices  of  the  United  States  social  theories  entirely  at  odds 
with  the  spirit  of  our  institutions.  However,  the  roads  find  it  com- 
mercially convenient  at  a  greatly  increased  operating  cost  to  follow 
the  line  of  least  resistance.  They  are  fully  aware,  as  in  fact  we  all 
are,  that  the  spirit  of  these  regulations  is  entirely  social,  and  with  a 
politically  impotent  colored  population  to  offend,  and  practical 
immunity  from  civil  or  penal  damages  for  such  offenses,  nothing  is 
to  be  gained  by  antagonizing  demagoguery.  Let  us  brush  aside  for 
the  moment  the  human,  American  issue  involved,  and  it  is  obvious 
that  the  same  considerations  which  impelled  the  Supreme  Court  of 
the  United  States  to  challenge  the  riglit  of  the  State  of  Louisiana  to 
regulate  traffic  upon  the  Mississippi  Eiver — i.  e.,  confusion  of 
rights — should  now  impel  Congress  to  fix  the  uniformity  of  the 
status  of  all  interstate  passengers,  regardless  of  color.  And,  again, 
framed  as  these  laws  are  with  a  contempt  for  the  Federal  guaranties 
to  United  States  citizens,  the  United  States  owes  itself  swift  and 
certain  vindication  from  the  inference  that  within  its  peculiar  sphere 
it  is  impotent  oi-  indifferent  to  the  rights  of  its  specially  created 
citizenry. 

A  minority  of  the  southern  press  has  objected  that  the  provisions 
of  this  proposed  legislation  serve  to  disturb  the  good  feeling  between 
the  races.  Besides  being  a  most  paradoxical  objection,  the  attention 
of  the  committee  is  invited  to  the  fact  that  the  United  States  Su- 
preme Court  has  uniformly  pointed  out  that  the  legislatures  which 
passed  these  regulations  must  have  had  in  mind  conditions  growing 
out  of  intrastate  commerce.  Nor  does  it  appear  when  we  examine 
the  statutes  of  the  several  States  that  any  pressing  necessity  of 
obviating  race  clashes  gave  rise  to  the  separate-car  laws. 

In  Oklahoma,  Texas,  and  Virginia  freight  trains  carrying  passengers 
in  caboose  cars  are  exempted.  South  Carolina  exempts  narrow- 
gauged  roads  and  freight  trains  on  roads  less  than  100  miles  in 
length.  North  Carolin  exempts  branch  lines  and  narrow-gauged 
roads  in  the  discretion  of  the  railroad  commissioners,  also  relief 
trains  in  case  of  accidents.  Texas  excursion  trains  run  for  the  exclu- 
sive benefit  of  either  race.  Florida,  Georgia,  Kentucky,  Louisiana, 
Maryland,  North  Carolina.  Texas,  South  Carolina,  and  Virginia 
exempt  nurses  attending  the  sick  or  children  of  either  race.  North 
Carolina  negro  servants  in  attendance  upon  their  employers — and 
in  this  provision  is  exemplified  the  spirit  of  all  the  separate-car  laws. 
Arkansas.  Kentucky,  Maryland,  Oklahoma,  Texas,  and  Virginia 
employees  in  discharge  of  their  duties;  Louisiana,  South  Carolina, 
Kentucky.  North  Carolina,  and  Maryland  officers  in  charge  of 
prisoners,  and  South  Carolina  lunatics. 
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Another  objection  is  that  the  abolition  of  the  separate  car  laws 
would  bring  the  vicious  element  of  both  races  together  and  thereby 
RVibject  persons  of  refinement  to  the  annoyance  of  such  contact. 
While  this  may  be  possibly  true  of  intrastate  traffic  it  undoubtedly 
is  not  the  case  with  interstate  traffic.  Persons  of  refinement  of  both 
races  are  generally  persons  of  means  and  the  more  reasonable  es- 
cape from  such  chimerical  annoyances  lies  in  the  classification  of 
passengers  according  to  the  luxuriousness  of  travel  but  open  to  all 
alike  who  tender  the  fare.  Our  brethren  across  the  seas — where 
preferences  based  upon  social  gradations  are  founded  upon  law  and 
custom — have  found  in  this  suggested  classification  of  travelers  into 
three  classes  according  to  fare,  a  better  solution  and  a  more  peaceably 
concurred-in  solution,  than  a  classification  based  upon  race  or  color. 
The  basis  of  selection  is  here  shifted  from  a  racial  one  to  an 
economic  one  and  in  America  we  would  soon  find  under  the  pressure 
of  the  omnipotent  dollar,  the  racial  specter  fading  forever,  where  it 
reall}^  belongs,  into  the  background. 

And  it  may  be  further  urged  that  the  presence  of  persons  of  re- 
finement, especially  the  gentler  sex  of  both  races,  is  a  deterrent  in- 
fluence upon  the  vicious  element.  White  men,  and  colored  men 
equally  so,  are  sensitive  and  resentful  at  the  violation  of  the  social 
amenities  in  the  presence  of  their  women.  This  is  highly  commend- 
able and  is  the  inspiration  of  that  splendid  tribute  of  the  chivalry  of 
the  white  man  toward  the  women  of  his  race,  by  Dr.  Rohert  Russa 
Moton,  principal  of  Tuskegee  Institute,  in  which  he  says,  "  I  would 
I'ather  travel  through  tlie  IJnited  States  with  the  protecting  presence 
of  one  white  woman  than  all  the  laws  that  could  be  placed  upon  the 
statute  books." 

The  attention  of  the  committee  is  drawn  to  the  fact  that  nothing 
in  the  proposed  legislation  invades  the  right  of  interstate  carriers  to 
make  and  enforce  reasonable  rules  as  to  their  business  so  as  to  ex- 
clude from  their  vehicles  of  transportation  persons  who  by  reason 
of  intoxication,  bad  character,  or  indecent  conduct  are  likely  to  be 
or  have  rendered  themselves  obnoxious  to  other  passengers.  This 
inherent  right  has  been  upheld  by  the  courts  in  many  adjudicated 
( ases.  In  no  case,  however,  has  such  a  right  been  extended  against 
indigenous  characteristics,  or  been  upheld  when  it  was  a  mere  mat- 
ter of  caprice.  The  proposed  legislation,  comprehensible  as  it  is, 
and  must  be,  to  meet  hostile  State  legislation  squarely,  merely  as- 
serts that  race,  color,  or  previous  condition,  or  any  device  for  secur- 
ing the  same  end,  shall  not  be  made  the  test  of  the  granting  of 
identical  rights  and  privileges  in  interstate  commerce.  It  is  proper 
to  exclude  gamblers  whose  purpose  in  traveling  on  a  train  is  to  ply 
their  vocation,  persons  who  insist  on  carrying  with  them  animals 
in  violation  of  reasonable  regulations,  persons  who  desire  to  prose- 
cute an  independent  business  to  the  detriment  of  the  carrier,.  But 
it  is  improper  to  exclude  a  blind  person  who  is  able  to  take  care  of 
himself,  or  a  woman  of  bad  character  who  is  not  likely  by  her  con- 
duct to  make  herself  obnoxious  to  the  other  passengers,  nor  a  per- 
son who  has  simply  on  a  previous  and  separate  occasion  refused  to 
pay  his  fare. 

From  the  standpoint  of  the  carrier  the  proposed  legislation  insures 
a  more  economical  operation  of  passenger  traffic  and  a  reasonable 
increase  in  passenger  revenue  with  the  same  equipment.     On  some 
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liiies  and  in  some  sections  of  this  coniitry  the  increased  cost  of  sepa- 
rate passenger  service  is  anywhere  from  10  per  cent  to  50  per  cent 
without  a  proportionate  increase  in  the  passenger  revenue.  If  it  is 
true,  and  I  believe  it  is  generally  conceded  that  the  railroads  of  thes- 
country  have  not  shared  in  the  general  prosperity  growing  out  of  the 
war,  it  is  the  duty  of  the  Government  to  relieve  them  of  unreasonable, 
operating  costs.  Judging  from  the  tables  of  the  American  Short  Line 
Railroad  Association  the  so-called  short  lines  of  the  coimtry  are  now 
or  will  shortly  be  in  a  condition  of  practical  bankruptcy.  Of  the  110 
roads  reported  on  an  invested  property  ^alue  of  $155,000,000,  the 
i-eturn  was  1.58  per  cent.  Most  of  tliese  roads  appear  to  be  in  the 
southern  area.  In  fact,  North  Carolina  has  39  of  them  with  an  ag- 
gregate trackage  of  93G  miles  to  serve  10,000  square  miles  of  terri- 
tory. I  judge  that  the  committee  will  attach  some  sipiificance  to  the 
fact  that  of  the  roads  reporting  to  the  Interstate  Commerce  Commis- 
sion in  1916  those  in  the  eastern  district  with  21  per  cent  of  the  total 
mileage  received  42  per  cent  of  the  net  operating  revenue  while  those 
in  the  southern  district  with  18  per  cent  of  the  total  mileage  received 
only  11  per  cent  of  the  net  o]Derating  revenue ;  a  ratio  of  3  to  1  in  net 
revenue  as  against  a  ratio  of  7  to  6  to  1  in  mileage.  Of  passenger 
revenue  the  roads  in  the  eastern  district  received  11  per  cent  as 
against  11  per  cent  for  the  southern  area — a  ratio  of  31  to  1,  as 
Against  a  ratio  of  1.57  to  I'in  population. 

Attempting  a  rough  estimate  of  the  cost  of  separate  car  opera- 
tion for  the  roads  of  the  southern  area,  I  note  upon  the  basis  of  the 
same  rejjort  that  the  roads  with  14  per  cent  of  the  total  passenger- 
car  mileage  cost  14  per  cent  of  the  total  operating  expenses,  and  allow- 
ing an  average  charge  of  one-fifth,  which  is  verj^  conserv^ative,  for  the 
increased  cost  of  separate  car  service,  such  as  separate  waiting  rooms^ 
extra  help,  empty  seats  due  to  reduced  travel,  etc. 

I  might  as  well  say  here  that  there  is  a  very  decided  agreement 
among  the  negroes,  of  whom  there  are  8,000,000  in  the  South,  that 
they  will  not  ride  on  the  railroals  unless  it  becomes  absolutely  neces- 
sary, and  that  thereby  they  deprive  the  roads  of  the  revenue  which 
Avould  come  to  them  if  they  had  a  good  feeling  toward  the  road. 

Twenty  million  dollars  is  the  annual  amount  of  unnecessary  over- 
head which  chimerical  prejudices  put  upon  the  carriers.  In  fact,  I 
might  safely  and  con^^ervatively  assert  that  the  abolition  of  the  sepa- 
rate-car service  in  1916  would  have  enabled  the  roads  in  the  southern 
area  to  have  met  the  pending  justifiable  increase  in  labor  charges 
without  any  increase  in  rates,  or  other  transportation  costs.  The 
chief  property  of  any  carrier  lies  in  its  rate  and  when  this  rate  is 
surtaxed  with  an  operating  expense  for  race  prejudice  such  a  tax 
becomes  confiscatory. 

Of  the  35  roads  operating  in  the  southern  area  the  per  capita  ex- 
penditure per  unit  of  population  was  $3.70,  as  against  $7.63  for  the 
eastern  area.  Fifty-seven  per  cent  of  these  southern  roads  paid  divi- 
dends of  less  than  4  per  cent  in  the  period  1912-1917,  which  was  fixed 
by  the  Government  as  the  period  upon  which  it  should  base  earning- 
guaranties.  Judged  from  the  standpoint  of  service  to  colored  inter- 
state passengers,  the  road  which  aims  to  furnish  the  best  separate-car 
service  soutli  of  Washington  eariied  6  per  cent  on  its  common  stock. 
The  road  which  most  persistently  fought  these  unfair  extensiop.s  of 
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sef)arate-car  laws  to  interstate  traffic  earned  2  per  cent  during  the 
fixed  earning  period  and  the  road  which  is  said  to  furnish  the  worst 
separate-car  service  paid  no  dividends  at  all  on  its  common  stock. 
These  three  roads  operate  32  per  cent  of  the  total  mileage  of  the 
southern  district. 

Industriall}^,  in  the  southern  district  the  amelioration  of  travel 
conditions  as  proposed  will  tend  to  modify  labor  unrest  which 
threatens  serious  industrial  dislocation.  The  Jim-Crow  car  was  the 
forerunner  of  general  disfranchisement.  Mississippi  passed  its 
separate-car  laAv  in  1888 — its  disfranchisement  law  in  1890.  1899 
saw  the  separate-car  law  of  North  Carolina  and  1900  brought  dis- 
franchisement. In  Virginia  the  separate  car  statutes  of  1900  and 
1901  were  accompanied  by  the  curtailment  of  suffrage  in  1901.  Dis- 
gusted with  their  present  civilian  status,  colored  men  and  theii 
families  are  leaving  the  southern  areas  and  with  the  return  of  busi- 
ness to  normal  this  migration  will  rapidly  increase  with  its  resultant 
curtailment  of  industrial  output.  Many  industries  such  as  the  im- 
portant textile  industries  are  dependent  upon  the  maintenance  of 
this  production  and  its  curtailment  will  force  upon  them  many 
embarrassing  and  disturbing  problems.  In  so  far  as  Congress  may 
through  this  proposed  legislation  exert  its  authority  toward  stabil- 
izing business  conditions,  and  labor  unrest,  it  is  its  imperative  duty 
to  do  so.  Foreign-born  labor  will  not  go  into  the  South  on  account 
of  the  brutality  of  the  southern  people  and  even  if  it  would  the 
eastern  and  western  areas  can  not  afford  to  lose  it. 

Politically,  the  colored  man  can  get  even  with  the  South  for  its 
brutal  treatment  by  leaving.  In  the  North  and  West  he  counts  one 
in  the  population  and  has  a  vote.  Every  200,000  of  them  that  leave 
make  a  Congressman  for  the  North  and  West  and  lose  one  for  the 
South,  This  is  a  reduction  of  representation  by  migration.  If  he 
is  to  stay  in  his  natural  home,  it  must  be  under  conditions  wdiich 
contribute  to  his  self-respect. 

To  summarize  then :  The  legal  necessity  for  the  proposed  legis- 
lation lies  in  the  duty  of  the  Federal  Government  to  secure  to  the 
colored  citizen  of  the  United  States  equality,  identity,  and  uniform- 
ity of  right  in  peaceful  interstate  travel.  He  should  not  be  left  in 
a  position  where  his  interstate  status  can  be  shifted  at  will  by  the 
exercise  of  incidental  impositions  upon  interstate  commerce  by  the 
States,  or  to  the  political  and  commercial  expediency  of  the  carriers 
exercising  a  common-law  right  of  separation  against  him  to  avoid 
legislative  antagonism,  particularly  when  he  has  no  voice  in  the 
choice  of  the  legislature.  Nor  should  he  be  left  to  the  mercy  of 
hostile  State  juries  to  determine  injuries  growing  out  of  the  hu- 
miliation and  discomfort  of  being  forced  into  the  dirty  and  de- 
grading Jim-Crow  car.  The  highest  court  of  the  land  has  shown 
plainly  the  inadequacy  of  any  judicial  relief  in  the  absence  of  con- 
gressional legislation  conferring  upon  him  a  definite  community  of 
right  with  every  other  interstate  passenger  paying  the  same  fare. 
It  is  necessary  at  this  time  to  protect  the  great  interstate  carriers 
in  the  southern  area  from  the  imposition  of  unreasonable  overhead 
charges  upon  traffic  operation  which  ought  to  be  going  into  im- 
proved equipment,  and  to  break  down  the  lack  of  understanding 
and  mutual  appreciation  which  has  grown  out  of  the  public  separa- 
tion of  the  races.    It  is  necessary  in  order  to  ameliorate  the  feeling 
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of  unrest  M'liicli  is  smoldering  in  the  breast  of  the  colored  citizen 
threatening  as  it  does  industrial  dislocation  throughout  the  country. 
It  is  necessary  in  order  that  the  dignity  and  security  of  the  Federal 
power  shall  remain  unimpaired  and  that  the  strong,  sure  shield  of 
constitutional  protection  shall  operate  to  prevent  fanciful  social 
theories,  and  personal  prejudices  from  exalting  one  citizen  of  the 
United  States  above  another. 

Certain  well-merited  criticisms  have  been  directed  at  the  penalty 
provisions  of  the  bill  and  to  meet  those  objections  certain  revisions 
have  been  made  which  tend  to  give  it  greater  operative  force.  In 
making  these  changes  with  a  view  to  having  the  essential  provi- 
sions of  the  bill  incorporated  in  the  general  bill  returning  the  roads 
to  private  ownership  the  original  text  of  the  bill  has  been  somewhat 
condensed.  A  list  of  these  changes  as  well  as  the  revised  text 
for  insertion  in  the  general  bill  is  submitted.  These  modifications, 
I  maj''  say,  have  the  entire  approval  of  Congressman  Madden.  It 
is  my  earnest  hope  and  that  of  every  loyal  citizen  of  color  that  botli 
parties  will  join  hands  in  according  them  the  most  immediate  and 
effective  statutory  protection  in  peaceful  interstate  travel. 

Mr.  Chairman  and  gentlemen  of  the  committee,  we  ask  for  simple 
justice,  with  no  sinister  threat  of  national  embarrassment  as  an 
alternative  to  relief  from  intolerable  travel  conditions.  We  are 
here  because  we  are  proud  of  our  country  and  its  wonderful  achieve- 
ments, proud  of  our  flag  that  has  never  been  unfurled  save  in  the 
cause  of  humanity,  because  we  want  the  light  that  shines  from 
America's  eyes,  the  hope  and  the  light  of  the  world,  to  proceed  from 
the  inner  glow  of  a  chaste  national  life.  Across  the  restless  Atlantic 
those  who  "  died  to  make  men  free  "  call  to  us  and  to  you — 

We  are  the  dead. 

Short  days  we  lived,  felt  dawn,  saw  sunset  glow. 

Loved  and  were  loved,  and  now  we  lie 

In  Flanders  fields. 

Take  up  our  quarrel  with  the  foe. 

To  you  from  falling  hands  we  throw  the  torch ; 

Be  yours  to  hold  it  high. 

If  ye  break  faith  with  us  who  die. 

We  shall  not  sleep,  though  poppies  grow 

In  Flanders  fields. 

By  their  consecrated  blood,  by  the  blood  of  the  gentle  son  of 
that  great  captain,  "  Lord  of  our  far-flung  battle  line,"  whose  flaming 
brand  guided  the  hosts  of  freedom  to  victory  over  "  kultur,"  we 
adjure  you  to  keep  the  faith,  to  "  carr^^  on  "  with  this  distinguished 
son  of  Illinois  who  has  hurled  the  shining  lance  of  Federal  power 
against  an  iniquitous  system  that  insults,  humiliates,  and  degrades 
the  kith  and  kin  of  those  who  "  lie  in  Flanders  fields."  It  may 
mean  a  little  less  self-coddling,  but  we  shall  all  be  a  little  more, 
however,  like  the  humble  publican. 

Permit  me  to  conclude,  then,  in  the  language  of  the  genial  Vice 
President  of  the  United  States,  the  Hon.  Thomas  E.  Marshall: 

Of  recent  years  there  has  grown  \ip  a  theory  that  this  is  a  Government  of 
discretion,  and  wise  and  good  men  in  its  many  departments  have  been  per- 
mitted to  say  what  men  could  or  could  not  do.  As  men  change,  and  discretion 
is  as  various  as  men,  it  will  be  found  that  what  is  law  by  discretion  is  nobody's 
law,  and  is  universal  confusion. 
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It  auioiinfs  to  much  to  me  that  I  slial]  be  prosperous,  liuppy,  a'.id  contented, 
l)ut  it  amounts  more  to  the  Republic  tluit  the  old  idead  of  the  lathers  of  the 
Oovernment  of  libertj',  coiUroUod  l)y  law,  sliould  continue.  Whatever,  there- 
•forc,  i.s  lor  the  counuon  .good,  if  it  runs  counter  to  my  iudividuid  liuod,  I  nuist, 
if  1  am  worthy  of  tlie  heritage  be.stowed  on  me,  uncomplainiu^ly  hear  my  indi- 
"vidual  burden  to  the  end  that  pe;ice,  plenty,  prosperity,  law,  ami  liberty  may 
continue  to  be  vital  principles  of  the  American  Ilepublii": 

I  thank  tlte  chaiiiuaii  and  jientlenien  of  the  committee  for  their 
earne.st  and  courteous  attention. 

(The  suggested  amendments  submitted  by  Mr..  Muri-^ay  folhnv.) 

In  ke  H.  R.  No.  376. — -AjiENoarENTs  Suggested. 

Pago  1,  line  6.  after  word  "  arj'angtniient,"  add  words  "  for  a  continuous  car- 
riage "  :  line  8,  strike  out  v^•ord  "  or  "  before  word  "  agent  "  ;  after  word  "  agent  " 
udd  words  "or  ofiicial  "  :  line  9,  strike  out  v.-ords  "  having  connoctioii  therewith  "  : 
line  12,  after  word  "shall,"  add  words  "apply  therefor";  after  word  "charge," 
iidd  words  "  or  charges  "  ;  strike  out  word  "  such  "  and  insert  thei'elor  the  woril 
■["for";  line  13,  strike  out  line  13;  line  14,  strike  out  word  "in";  at'tei-  word 
^' such  "  add  words  "denial  or."  Line  16,  change  period  to  a  colon:  strike  out 
lines  17,  18,  19,  20,  21,  22,  and  all  words  in  line  23  preceding  word  "  to  " ;  before 
Avord  "  to,"  in  line  23.  insert  word  "  or." 

Page  3,  line  5,  after  word  "charge."  add  words  "or  charges";  line  8,  after 
^vord  "  denied,"  add  words  "  or  refused  " ;  line  9,  after  word  "  privileges,"  add 
■^'ords  "  t()  those  "  ;  line  10.  strike  out  woitls  "  such  uniform  "  atul  insert  thi-re- 
jfor  the  words  "the  same";  after  vrord  charge,"  add  v.M)i-ds  "or  charges"; 
Sine  11,  strike  out  words  "  be  permitted  "  and  "  be  " ;  change  "  assaulted  "  to 
•"  a.ssault,"  "  molested  "  to  "  molest  "  ;  line  12,  change  word  "  injured  "  to  "  in- 
jure "  and  "oppressed"  to  "oppress";  strilce  out  words  "by  reason  of"  and 
insert  therefor  the  woi*d  "  for." 

Pages  3  and  4.  strike  out  all  of  section  2  and  insert  therefor  the  follow.ing: 
■"  Whoever  shall  violate  the  provisions  of  this  section,  or  connive  at  the  viola- 
tion thereof,  shall,  upon  conviction,  be  fined  not  less  than  $1,000  nor  more 
than  $5,000,  or  be  imprisoned  for  not  less  than  one  year  nor  more  than  hve 
3' ears,  or  be  both  fined  and  imprisoned,  and  each  succeeding  day's  violation 
of  the  provisions  of  this  section  shall  constitute  a  separate  offense:  Provided, 
Jioiccvcr,  Tliat  nothing  h.erein  contained  shall  be  construed  to  be  a  bar  to  the 
recovery  of  damages  growing  out  of  any  violation  of  tlie  provisions  of  this 
section." 

jrEMOKANDUM  FOR  CHAIRMAN  ESCH  IN  RE  H.  R.  437S. 

Page  12,  line  4,  before  the  word  "  such  "  and  after  the  word  "  conditions," 
insert  the  following:  "or  grant  in  interstate  commerce  any  right,  privilege,  or 
iicconnnodation  not  available  to  all  persons  upon  the  same  terms." 

Page  19,  line  7,  after  the  word  "  freights  "  and  before  the  word  "  or,"  add  the 
■words  "  or  passengers." 

Page  19,  line  11,  after  the  word  "  freights  "  and  before  the  word  "  or,"  add 
the  words  "  or  passengers." 

I{<'s|H'ct  I'ull^-   submitted. 

George  H.  IMurkay, 
Oeneral  Counsel  the  Colored  Aincricaii  Council. 

IN    re    H.    K.    no.    ;!-«.- — SUBSTITUTE    SECTION    TO    BE    ADDED    TO    BILL    RETURNING    THE 
RAILROADS    TO    PRIVATE    OWNERSHIP. 

Skc.  — .  Hereafter  it  shall  be  unlawful  for  any  common  carrier,  owner, 
operator,  manager,  trustee,  receiver,  or  lesse  of  any  transiK>rtation  system'  or 
jsystems  by  land  or  water  routes  within  the  territorial  boundaries  of  the  United 
States  of  America  and  engaged  in  or  soliciting  interstate  commerce  under  a 
common  c>ontrol,  management,  or  arrangement  for  a  continuous  carriage,  or 
:!iny  servant,  agent,  employee,  or  official  of  such  common  carrier,  owner;  opera- 
tor, manager,  trustee,  leceiver,  or  lessee,  or  any  other  person,  to  deny  or  refu.se 
to  furnish  by  any  method  or  device  whatsoeAer  equal  and  identical  right.s» 
ajcconimodations.  and  privileges  to  any  person  who  shall  apply  therefor  and 
gjay,  or  offer  to  pay,  the  uniform  charge  or  charges  for  interstate  transporta- 
tion wheji  .such  denial  or  refusal  is  on  account  of  the  race,  color,  or  previous 
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coiKlition  oi'  servitude  of  the  pexsou  so  applying,  or  to  operate  upon  any  part 
of  their  transportation  system  or  systems  any  car,  train  of  cars,  vessel,  or 
other  conveyance  in  and  upon  which  any  person  being  transported  to  a  tinal 
destination  beyond  the  boundaries  of  any  State  or  Territory  of  tlie  United 
States  of  America  or  beyond  the  boundaries  of  the  District  of  Columbia  and 
paying,  or  ottering  to  pay,  the  uniform  charge  or  cliarges  made  for  transporta- 
tion in  interstate  commerce  shall  on  account  of  race,  color,  or  previous  condition 
of  servitude  be  separated  from  any  other  passenger  or  be  denied  or  refused 
equal  and  identical  rights,  accommodations,  and  privileges  to  those  accorded 
any  other  passenger  paying,  or  offering  to  pay,  the  same  charge  or  charges  for 
in.terstate  transportation  or  to  assault,  molest,  or  in  any  other  way  injure 
or  oppress  any  person  for  tlie  exercise  of  any  right  herein  granted  or  protected. 

Whoever  shall  violate  any  of  the  provisions  of  this  section,  or  connive  at  the 
violation  thereof,  shall,  upon  conviction,  be  fined  not  less  than  $1,000  nor  more 
than  ;(;5,000,  or  be  imprisoned  for  not  less  than  one  year  or  more  than  tive 
years,  or  be  both  lined  and  imprisoned,  and  each  succeeding  day's  violation  of 
the  provisions  of  this  section  shall  constitute  a  separate  offense:  Provided, 
Jtowcvcr,  That  nothing  herein  contained  shall  be  construed  to  be  a  bar  to 
recovei-y  for  damages  growing  out  of  any  violation  of  the  provisions  of  this 
section. 

The  provisions  of  this  section  shall  apply  to  the  interst;rte  operation  of 
transportation  systems  under  Federal  control  with  like  penalties  and  punish- 
ments for  any  violation  thereof. 

The  Chairt>iax.  The  committee  will  now  hear  Mr.  Greg'ory. 

STATEMENT  OF  LIEUT.  THOMAS  M.  GREGORY,  OFFICERS  RESERVE 
CORPS,  UNITED  STATES  ARMY,  AND  INSTRUCTOR  IN  HOWARD 
UNIVERSITY,  WASHINGTON,  D.  C,  REPRESENTING  CENTRAL 
COMMITTEE  OF  NEGRO  COLLEGE  MEN. 

Lieut.  Gregory.  Mr.  Chairman  and  gentlemen  of  the  committee, 
in  opening  the  very  few  remarks  which  I  have  to  make,  I  wish,  its 
one  who  has  done  his  very  small  part  in  this  great  crisis,  to  speak 
in  behalf  of  the  soldiers  of  the  colored  race,  and  to  assure  you  of 
their  loyalty  and  their  fealty  to  this  country  and  its  flag,  and  to 
assure  you  that  in  coming  before  you  it  is  as  an  American  citizen 
who  loves  his  country  and  who  believes  in  the  spirit  of  cooperation. 

Gentlemen,  it  is  my  belief  from  what  I  have  heard  this  morning, 
that  if  the  facts  were  known,  the  actual  facts,  that  a  great  many 
changes  would  be  made  and  that  you  gentlemen  would  be  willing 
for  legislation  of  this  kind.  It  is  because  some  facts  are  not  known 
that  sometimes  the  wrong  attitude  is  taken.  The  gentleman  from 
Texas,  and  I  think  the  gentleman  from  Louisiana,  have  spoken  of 
the  relations  which  exist  between  the  colored  people  of  the  South 
and  the  white  people,  of  the  excellent  understanding  betw^een  the 
races.  I  think  that  if  the  white  gentlemen  of  the  Soutli,  Members  of 
Congress,  really  understood  the  conditions  of  the  Jim  Crow  cars, 
saw  them  with  their  own  eyes  as  I  have,  and  had  the  same  experience 
as  I  have  had  and  some  other  gentlemen  here,  that  they  would  realize 
that  conditions  are  not  sometimes  what  they  seem  to  be. 

The  point  has  been  raised  here  that  equal  accommodations  are 
given  in  the  South.  The  purport  of  all  my  remarks  is  that  the  accom- 
modations, gentlemen,  are  not  equal  and  that  therefore  we  must 
secure  legislation  in  order  to  get  equal  accommodations.  By  the 
very  nature  of  things,  when  they  ]Dut  the  colored  man  in  a  separate 
coach  it  must  be  an  inferior  coach  because  whenever  he  is  put  by 
himself  he  ahvays  gets  the  worst  end  of  it.  Members  of  Congress 
do  not  enforce  this  law,  judges  do  not  enforce  equal  justice,  but  the 
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subordinate  men  do  everytliinc:  they  ean  to  humiliate,  insult,  and 
make  uncomfortable  the  lot  of  the  colored  citizen — that  is  the  actual 
fact  in  the  South. 

In  1915,  I  was  called  upon  by  Maj.  J.  E.  Spingarn  and  the  N.  A.  A. 
C.  P.,  to  make  a  complete  investigation  of  all  of  the  more  important 
railroads  of  the  South,  as  to  the  conditions  under  which  the  colored 
people  traveled.  I  left  Washington  on  the  5th  of  August,  and  I 
traveled  in  every  southern  State,  with  the  exception  of  the  State 
of  Texas.  I  personally  tried  in  those  States  the  equal  accoinmo- 
dations  supposed  to  be  offered  to  the  colored  citizens,  and  it  is  the 
result  of  that  investigation,  made  in  a  good  spirit,  made  as  an  Ameri- 
can citizen,  merely  for  information,  that  I  now  wish  briefly  to 
submit  to  the  consideration  of  the  committee. 

The  railroads  which  I  covered  on  that  trip  were  the  Southern, 
the  Seaboard,  the  Atlantic  Coast  Line,  the  Augusta  Southern,  the 
Central  of  Georgia,  the  Louisville  &  Nashville,  the  Queen  &  Crescent, 
and  the  West  Point,  Alabama  &  Great  Southern.  It  has  been  well 
stated  that  there  has  been  no  change  for  the  better  since  1915,  be- 
cause that  was  the  condition  when  the  Government  took  over  the 
railroads,  and  the  operation  of  the  railroads  during  the  war  was  a  tre- 
mendous proposition,  and,  therefore,  it  would  not  be  expected  that 
any  better  conditions  would  prevail. 

First,  as  to  the  coaches — the  kind  of  coaches.  The  gentleman  has 
expressed  the  fact  that  equal  accommodations  are  now  provided  in  the 
South.  Gentlemen,  j^ou  do  not  have  to  go  to  Louisiana  and  Texas;  it 
is  right  here.  Walk  three  blocks  over  to  the  Union  Station  and  buy 
a  ticket  for  Richmond  or  any  other  point  in  the  South.  I  buy  one  as 
a  colored  man.  What  do  I  find?  I  find  a  long  train  with  several 
coaches  for  white  passengers.  What  do  I  find  for  colored  passengers  ? 
It  does  not  matter  whether  there  are  5  colored  passengers  or  50  going 
on  that  train ;  the  baggage  coach  has  been  divided  so  that  half 
of  the  coach  is  for  baggage  and  half  of  the  coach  is  for  the  col- 
ored passengers.  One  half  of  the  coach  is  redivided  again,  so 
that  half  of  that  half  is  for  the  colored  men  to  smoke  in.  There 
are  two  seats  on  either  side.  I  have  traveled  from  here  to  Rich- 
mond and  from  here  to  Columbia,  S.  C,  on  the  Seaboard  and  the 
Southern  when  the  congestion  in  the  little  half  of  the  smoking  car  was 
dangerous  and  insanitary,  when  passengers  were  sitting  in  the  seats 
and  in  the  little  aisle,  it  was  so  crowded,  and  the  rest  of  the  men  who 
wanted  to  smoke  have  been  compelled  to  do  their  smoking  in  the  little 
compartment  left  for  ladies.  There  are  three  seats  on  either  side; 
that. is,  on  the  average  train.  I  am  not  saying  that  is  always  so,  but 
that  is  the  general  rule  on  the  Southern  and  the  Seaboard.  The  col- 
ored passengers,  no  matter  what  their  condition,  ill  or  otherwise,  are 
crowded  into  this  small  compartment.  You  have  been  on  the  trains, 
and  you  know  what  that  means.  There  is  a  very  heavy  traffic  among 
the  colored  people  riding  between  such  points  as  Washington  and 
Richmond  and  Washington  and  Columbia  and  Washington  and  At- 
lanta. Many  times  since  I  have  been  in  the  service  I  have  been  forced 
into  such  a  coach,  into  the  half  of  a  compartment. 

I  paid  the  same  fare  as  other  friends  of  mine  or  other  passengers; 
and  why  should  I  not  be  entitled  to  ride  in  a  full  coach  Avhere  there 
were  comfortable  accommodations  and  where  a  man  could  have  at 
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least  half  a  seat  for  the  fare  he  paid?  That  is  the  condition  you  find 
going  out  of  the  Union  Station.  I  have  tried  it  going  from  Atlanta 
to  Birmingham  and  on  the  Queen  &  Crescent  to  Chattanooga,  and 
the}^  forced  a  large  number  of  members  of  my  race  into  a  compartment 
that  was  too  small  for  the  number  of  persons  traveling.  The  rail- 
roads can  not  afford  to  provide  a  whole  coach  for  the  colored  passen- 
gers as  a  general  thing,  or  at  least  they  do  not  do  it.  Those  are  facts 
which  any  other  colored  person  here  who  has  traveled  will  verify,  and 
you  yourself  may  see  if  you  go  down  to  the  Union  Station  and  look 
at  the  accommodations,  the  regular  day  coaches,  supplied  for  colored 
passengers,  whether  interstate  or  intrastate,  throughout  the  country. 
Take  the  Central  of  Georgia,  on  the  flyer  like  the  Seminole  Limited, 
where  they  furnish  better  accommodations,  but  that  is  not  the  gen- 
eral rule.  Equal  accommodations  which  have  been  spoken  of  for 
many  years  do  not  exist. 

I  have  shown  you  what  accommodations  are  offered  to  the  colored 
passengers  on  these  railroads.  That  in  itself  would  be  bad  enough — 
the  use  of  these  coaches,  the  condition  they  are  in,  whether  kept  sani- 
tary, etc.  Are  the  roads  so  careful  to  see  that  the  compartments  for 
the  colored  citizens  are  kept  as  clean  as  the  next  coach  to  the  front  or 
to  the  rear?  As  a  general  rule  those  coaches  are  kept  insanitary. 
There  is  a  variety  of  conditions.  Complaint  can  be  made,  but  noth- 
ing is  done  to  clean  them.  Before  you  sit  on  a  seat  you  ha\e  to  take 
something  and  clean  it,  and  oftentimes  there  is  evidence  of  sputum, 
because  the  colored  coach  is  often  used  as  the  white  smoker.  I  have 
been  frequently  put  out  of  the  larger  compartment  for  colored  people 
when  there  were  only  two  or  three  colored  passengers  and  put  in  the 
smaller  or  smoking  compartment,  so  that  the  other  compartment 
could  be  turned  over  to  the  white  people.  Then,  Avhen  we  got  on  a 
little  farther  and  the  white  people  got  off  we  were  put  back.  In  the 
meantime  that  compartment  had  been  used  as  a  smoker ;  sputum  was 
on  the  floor,  ashes  covered  the  compartment,  and  it  was  generally  in 
an  insanitary  condition. 

I  want  to  speak  of  the  toilets,  which  is  a  very  imj^ortaiit  matter 
for  people  traveling,  as  you  gentlemen  can  realize.  In  most  of  the 
coaches  there  is  one  toilet,  because  the  car  has  been  divided  in  two. 
That  is  a  condition  which  should  not  exist.  That  toilet,  as  a  general 
rule,  is  also  used  by  the  white  employees  of  the  railroad.  The  col- 
ored compartment  is  half  of  the  baggage  car,  and  when  the  baggage 
man  and  the  mail  man  on  the  railroad  want  to  use  the  toilet  they 
come  into  the  nearest  coach,  which  is  the  colored  half  of  the  coach, 
and  they  use  that  toilet.  The  conductor,  the  brakeman,  the  "  butcher  " 
Avho  sells  his  wares  on  the  train,  likewise  use  that  one  toilet.  There 
is  generally  one  toilet  provided  for  the  colored  passengers.  I  will 
not  bring  before  this  committee  some  very  embarrassing  and  very 
unpleasant  situations  which  I  myself  and  others  have  witnessed  right 
in  the  ordinary  Jim  Crow  coaches  because  of  this  un-American  and 
certainly  ungentlemanly  situation,  due  to  the  lack  of  proper  accom- 
modations for  toilet  facilities  on  the  Jim  Crow  cars. 

Not  only  are  the  accommodations  inadequate  for  the  colored  pas- 
sengers, and  not  only  are  the  toilets  in  a  majority,  of  cases  not  prop- 
erly provided,  but  the  colored  coach  is  a  general  lounging  room  for 
all  the  employees  of  the  train ;  and  the  white  passengers  do  not  stay 
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out  of  tlie  Jim  Crow  coach,  as  the  gentlemen  haxe  said,  but  use  th.e' 
colored  coach  as  a  lounging  room.  I  was  in  a  coach  going  to  Colum- 
bia, S.  C.  We  had  four  seats  in  the  smoker.  I  was  sitting  in  one 
seat.  The  conductor  came  in  and  asked  me  to  move  to  the  other  side, 
because  he  was  going  to  count  the  tickets  and  make  up  his  accounts. 
A  little  later  the  "  butcher"  with  his  wares  came  in  and  moved  a  col- 
ored woman  to  the  other  side.  These  facts  I  have  taken  from  my 
notebook.  The  "  butcher  "  put  his  wares  down  on  another  seat.  Tliat 
was  in  the  rear  compartment.  In  other  words,  as  a  general  rule,  the 
conductor  uses  that  compartment  for  his  personal  business  and  the 
"  butcher  "  stores  his  vermin-breeding  wares  in  the  same  compart- 
ment. Colored  ladies  and  gentlemen  have,  with  exceptions,  to  ride 
under  those  conditions. 

When  the  white  smoker,  wdiicli  is  frequently  next  to  the  colored 
coach,  gets  crowded,  the  white  men  as  a  general  rule — I  have  seen  it 
occur  a  number  of  times — come  into  the  colored  coach  or  compart- 
ment where  colored  women  are  and  smoke  and  talk,  engage  in  con- 
versation which  some  men  will  engage  in,  especially  when  they  do 
not  respect  the  presence  of  other  persons.  I  have  found  these  condi- 
tions to  exist  wherever  I  have  traveled  in  the  South.  I  have  notes 
of  special  trains.  I  could  take  the  time  of  you  gentlemen  of  the  com- 
mittee and  point  out  the  instances,  but  those  are  the  notes.  You  can 
go  behind  them,  as  I  say,  and  ascertain  for  yourselves.  Others  will 
present  testimony  to  the  same  effect.  Those  conditions,  gentlemen, 
with  exceptions,  obtain  on  a  majority  of  the  main  lines  of  the'  South 
in  the  accommodations  for  the  Negroes. 

The  gentleman  has  spoken  of  Pullman  accommodations  and  has 
said  that  colored  people  ride  in  Pullmans  in  the  South.  In  other 
words,  that  if  I  have  the  money  I  can  go  up  to  a  Pullman  ticket 
office  and  buy  a  ticket  to  any  point  in  th.e  South.  Of  course,  if  that 
is  true,  why  not  have  it  in  tJie  day  coaches?  If  it  is  not  a  question 
of  social  equality  in  a  Pullman,  I  hardly  see  why  it  is  a  question  of 
social  equality  in  the  day  coaches.  That  condition  does  not  exist. 
I  was  in  the  city  of  New  Orleans  on  this  particular  trip,  and  I  left 
New  Orleans  Monday  night  at  7.45  and  arrived  in  Washington 
Wednesday  morning.  I  went  up  to  the  ticket  office  and  said  that  I 
wanted  to  buy  a  Pullman  ticket  to  Washington.  The  employee  went 
to  the  rear  of  the  office  and  made  out  my  Pullman  accommodations 
to  Washington.  As  you  know,  there  are  a  great  many  dark-com- 
plexioned people  in  New  Orleans,  and  he  had  to  look  at  me  a  second 
time.  Finally  he  said,"  Is  this  ticket  for  your  own  personal  use?" 
I  assni'ed  him  that  it  was.  Then  he  said.  "  I  regret  very  much,  but 
this  road  does  not  make  Pullman  reservations  for  colored  passen- 
gers." 

The  result  was  that  I  had  to  sit  up  two  nights  and  a  day.  all  the 
way  from  New  Orleans  to  Washington,  in  a  coach  such  as  I  have  de- 
scribed. I  have  tried  to  buy  Pullman  accommodations  at  Atlanta 
and  at  Nashville,  at  Richmond,  at  Mongomery,  and  in  other  cities 
of  the  South,  and  in  not  one  of  them  have  I  been  able  to  get  Pullman 
accommodations.  That  is  true,  as  a  general  rule,  in  the  South. 
There  is  an  exception  where  I  can  get  Pullman  accommodations  in 
the  South,  and  I  have  availed  myself  of  that  opportunity.  If  there 
is  a  gentleman  in  the  city  of  Nashville,  for  instance,  who  has  personal 
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relations  ■with  the  officials  of  the  road,  he  personally  will  go  to  that 
official  of  the  road  and  saA'^,  ''A  friend  of  mine  Avants  to  go  to  Wash- 
ington, let  me  have  a  ticket,"  and  I  Avill  get  the  ticket,  but  that  is  not 
the  rule;  that  is  only  my  selfish  opportunity  to  ride  at  the  expense 
of  my  people.  So  you  may  chance  to  find  one  lone  solitary  colored 
passenger  now  and  then  who  through  persons  who  have  some  per- 
somil  influence,  some  personal  acquaintance  with  officials,  is  able 
clandestinely  to  get  tickets.  We  are  generally  compelled  to  board  the 
train  rather  late  and  to  go  into  the  colored  coach  and  remain  there  until 
after  the  other  people  are  read}^  for  bed,  then  we  can  get  accommo- 
dations. Those  are  the  kind  of  Pullman  accommodations  offered  to 
the  colored  people.  We  might  just  as  well  state  frankly  that  it  is 
impossible  to  get  Pullman  accommodations  from  any  important  point 
in  the  South  to  another  point  in  the  South  or  Xorth  except  thi-ough 
some  personal  clandestine  arrangement,  which  certainly  can  not  be 
upheld  as  a  privilege  or  an  opportunity  for  the  majority  of  the 
colored  people  of  the  South,  and  we  are  speaking  for  the  majority  of 
loyal  citizens  of  that  section. 

Permit  me  to  call  your  attention  to  the  dining  car  facilities.  A 
colored  man  has  to  cat  as  well  as  the  white  man.  On  my  trip  from 
New  Orleans  to  Washington  and  from  here  to  Columbia,  S.  C. — the 
journe}'  from  New  Orleans  to  Washington  occupied  36  hours — I  was 
unable  to  go  into  the  dining  car.  I  could  not  get  off  at  any  station 
and  go  into  the  restaurant  provided  there.  Once  in  a  while  you  will 
find  a  separate  arrangement  in  the  station  for  colored  people,  but 
very  infrequently.  In  other  words,  paying  full  fare,  with  money  in 
my  pocket  to  buy  food,  if  I  wanted  it.  1  could  not  go  into  the  dining 
car  and  buy  food  like  other  passengers  in  the  same  position.  I  may 
be  able  to  make  a  personal  arrangement  with  a  colored  porter,  by 
tipping  him ;  after  the  meal  is  served  and  the  waiters  are  sitting  down 
to  their  dinner,  I  may  be  able  to  get  a  little  something  to  eat  late, 
after  everybody  else  is  done.  Again,  that  is  not  a  privilege  that 
can  be  enjoyed  b}'  people  in  general,  but  that  is  something  that  an 
individual  may  make  some  personal  arrangement  about.  Those  are 
the  actual  conditions  that  existed  at  that  time,  and  I  am  sure  exist 
noAv  in  every  State  of  the  South  on  every  important  railroad  line 
in  the  South,  and  they  are  conditions  which  show  that  the  system  of 
equal  accommodations  which  has  been  tried,  has  not  brought  any- 
thing like  equal  accommodations  for  the  members  of  my  race.  That 
system  has  resulted  in  the  most  inadequate,  most  insanitai-y,  the  most 
intolerable  and  the  most  indecent  accommodations,  which  any  Ameri- 
can citize^i  able  to  pay  the  fare  like  other  American  citizens  should 
not  be  compelled  in  this  country  to  endure  and  to  put  np  with. 

I  want  to  repeat,  if  you  gentlemen,  both  of  the  North  and  the 
South,  would  for  a  moment  step  into  a  Jim  Crow  coach  yourself, 
if  you  saw  the  conditions  under  which  I  and  the  fellow  members  of 
my  race,  men  and  women,  have  to  live  in  these  coaches,  either  for 
an  hour  or  a  day  or  days,  you  would  be  better  able  to  appreciate  the 
situation.  I  want  to  state  that  I  would  not  want  to  ride  with  my 
wife  or  mother  in  a  Jim  Crow  coach.  I  always  try  to  avoid  taking 
them  to  any  place  on  such  lines. 

That  is  true  of  the  majority  of  the  women  of  the  race.  The  con- 
ditions are  such  that  it  is  really  unpleasant  and  unfair  to  ask  them  to 
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ride  under  them.  I  believe  that  it  is  the  ignorance  of  such  facts  and 
conditions  that  permits  the  condition  to  continue.  For  that  reason 
I  have  appeared  here  at  the  request  of  the  committee  to  present  these 
few  facts. 

I  ask  your  pardon  for  taking  so  much  of  your  time.  I  certainly 
should  be  glad  to  answer  any  questions  that  any  member  of  the 
committee  would  like  to  ask  in  reference  to  the  statement  of  these 
facts. 

The  Chairman.  Our  time  for  recess  has  arrived.  I  notice  that 
you  have  three  or  four  more  names  on  the  list.  Do  you  desire  to 
have  them  heard? 

Mr.  Murray.  Mr.  Chairman,  our  case  has  been  arranged  chron- 
ologically. Lieut.  Gregory  was  detailed  to  speak  of  conditions  up 
to  i916.    We  have  speakers  who  will  speak  of  the  conditions  now. 

The  Chairman.  Very  well.  To-morrow  being  Saturday  the  com- 
mittee will  not  hold  a  meeting.  Therefore,  if  we  recess  until  1.30 
this  afternoon  that  will  give  us  half  an  hour  additional  time.  There 
are  other  witnesses  from  out  of  town  to  be  heard  on  another  matter. 
We  will  conclude  the  hearings  on  your  matter  as  soon  as  w£  can. 

Mr.  Murray.  Their  statements  will  be  brief. 

The  Chairman.  Very  well. 

The  committee  will  take  a  recess  mitil  1 :30  o'clock  p.  m. 

(Thereupon  the  committee  took  a  recess  until  1.30  o'clock  p.  m.) 

AFTER   RECESS. 

The  committee  reconvened  at  1.30  o'clock  p.  m.,  pursuant  to  recess. 
The  Chairman.  The  committee  will  come  to  order.    We  will  hear 
Mr.  Arthur  W.  Mitchell. 

STATEMENT  OF  MR.  ARTHUR  W.  MITCHELL,  1758  OREGON 
AVENUE,  WASHINGTON,  D.  C. 

Mr.  Mitchell.  Mr.  Chairman  and  gentlemen  of  the  committee^ 
during  the  last  14  years  I  have  been  active  in  educational  work  in 
the  South  and  have  traveled  through  every  Southern  State,  visiting 
every  important  city,  and  have  observed  closely  the  conditions  of 
travel.  Especially  have  I  become  familiar  with  the  "  Jim  Crow  " 
car  law  in  the  South. 

While  the  statute  of  every  Southern  State  provides  for  equal  but 
separate  accommodations  for  the  colored  and  white  races.  I  have  seen 
no  place  in  the  South  where  there  is  any  serious  attempt  to  enforce 
that  part  of  the  "Jim  Crow"  law  that  provides  for  equal  acconnno- 
dations  for  colored  and  white  passengers.  In  most  instances  old, 
inferior,  cars  are  used  for  colored  passengers.  In  many  cases  a  part 
of  the  baggage  car  is  partitioned  off  and  used  for  the  colored  pas- 
sengers. This  compartment,  though  small,  is  divided  between  the 
conductor,  who  uses  two  seats  for  his  work,  the  news  dealer,  who 
uses  two  seats  for  his  business,  and  the  colored  passengers.  White 
railway  laborers  traveling  up  and  down  the  railroad  usually  sit  in 
the  colored  car  when  they  should  be  traveling  in  the  smoker.  Many 
railroads  in  the  South  do  not  carry  a  smoker  for  colored  pnssengers. 
Often  drunken  and  low  bred  white  men  are  permitted  to  ride  in  the 
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so-called  colored  coach.  It  is  the  custom  to  carry  prisoners,  white  or 
colored,  in  the  colored  coach. 

On  more  than  50  per  cent  of  the  railroads  in  the  South  colored 
men  and  colored  women  passengers  have  to  use  the  same  toilet,  as 
the  small  compartment  used  for  colored  passengers  has  only  one 
toilet.  The  car  is  usually  filthy  and  insanitary.  I  have  seen  no 
place  in  the  South  where  colored  passengers  are  allowed  Pullman 
accomodations  on  equality  with  white  passengers.  In  most  of  the 
cities  in  the  South  a  colored  man  can  not  purchase  a  Pullman  ticket, 

I  have  ridden  from  Birmingham,  Ala.,  Atlanta,  Ga.,  New  Orleans, 
La.,  and  from  other  cities  in  the  far  South  to  Washington  many 
times  in  company  with  professional  colored  men,  all  of  whom  were 
denied  Pullman-car  and  dining-car  accommodation.  I  have  seen 
bishops  of  churches,  colored  doctors  and  lawyers,  traveling  as  inter- 
state passengers,  denied  service  in  dining  cars.  I  have  seen  the 
wives  of  colored  officers  traveling  from  the  far  South  to  Army  train- 
ing camps  in  the  North  to  bid  their  husbands  goodbye  before  they 
sailed  to  offer  their  lives  for  their  country,  compelled  to  travel 
from  Atlanta,  Ga.,  to  this  city  in  a  crowded,  insanitary  day  coach, 
when  white  passengers  were  permitted  to  ride  in  Pullman  cars  and 
have  access  to  the  dining  car.  I  have  seen  colored  officers  returned 
irom  overseas,  wearing  French  and  American  decorations,  denied 
the  comforts  of  the  Pullman  and  dining  car  service  and  humiliated 
by  having  to  travel  in  the  "  Jim  Crow  "  car. 

I  have  here  a  newspaper  clipping  in  that  connection  taken  from 
one  of  our  leading  papers,  that  I  should  like  to  read. 

Mr.  Cooper.  What  is  the  date  and  name  of  that  paper  ? 

Mr.  Mitchell.  The  date  and  name  is  The  St.  Luke  Herald,  pub- 
lished in  Richmond,  Va.,  September  29,  1917,  and  it  is  as  follows : 

WHY   THE    NKGRO   LEAVES   THE   SOUTH. 

The  cause  is  complex  and  many-angled,  not  simple  and  categorical.  Per- 
haps the  greatest  element  in  all  this  causation  is  the  .Jim  Crow  car.  It  is 
worse  than  lynching;  lynching  occasionally  kills  one  man;  the  Jim  Crow. car 
perpetually  tortures  ten  thousand. 

I  am  writing  on  hoard  a  Jim  Crow  car  from  Little  Rock,  Ark.,  toward  St. 
Louis,  Mo. — a  horrible  night  ride.  The  colored  women  have  one  end  of  a 
smoker,  separated  from  smoking  white  men  )iy  a  partition  that  rises  only 
part  of  tlie  way  from  the  floor  toward  the  ceiling  of  the  car.  All  of  the  smoke 
and  fumes  and  some  of  the  oaths  come  over.  Some  of  these  colored  people 
have  already  spent  two  nights  in  this  same  car  end,  coming  all  the  way  from  ■ 
the  lower  side  of  Texas.  For  them  the  name  of  the  train  must  sound  very 
much  like  irony  ;  it  is  "The  Sunshine  Special." 

Just  behind  us  is  a  chair  car  for  white  people,  where  they  can  stretch  out 
and  rest  with  sanitary  napkins  under  their  heads.  They  have  paid  exactly  the 
same  "  first-class  "  fares  paid  by  these  colored  passengers.  But  in  the  Jim  Crow 
car  there  are  only  straight-backed  seats  filled  with  the  dust  and  grime  of 
neglect.  All  of  these  colored  people  are  wishing,  and  some  of  them  giving 
audible  expression  to  the  wish,  to  reach  Poplar  Bluff,  the  first  stop  in  Missouri, 
so  that  they  can  go  back  into  that  chair  car  and  out  of  the  squalor  and  dis- 
comfort of  this  car  end.  And  some  of  these  colored  men  are  in  the  service  of 
the  United  States,  summoned  from  the  far  corners  of  Texas  to  Newport  News, 
Va.,  to  be  trained  to  fight  for  democracy  in  Europe,  and  because  they  travel 
practically  all  the  way  through  southern  territoi-y  they  must  sit  up  for  three 
nights  and  days  without  change  of  clothing  or  a  t)it  of  warm  food,  certainly  a 
good  preparation  for  trench  warfare. 

Then.  "Why  does  the  Negro  leave  the  South?"  indeed!  You  would  feel  a 
large  part  of  the  answer  if  you  could  be  on  this  train,  in  this  Jim  Crow  car,  and 


2028     iRETUEiSr  or  the  railroads  to  private  ownership. 

sViiii-e  for  one  iiisiit  tlie  lon,^ing  of  these  people  to  reach  the  line  that  divides 
Missouri  from  Arkansas,  or  any  other  part  of  "  the  line  "  that  separates  Dixie 
from  the  rest  of  creation. 

As  is  related  in  the  article,  men  in  the  service  of  the  United  States  on  their 
way  to  defend  theii-  country's  honor  and  to  establish  and  perpetuate  democracy 
for  the  benefit  of  hvmianity  are  given  a  sample  of  the  stock  of  democracy  kept 
on  hand  at  home  for  one  class  of  its  citizens  alone. 

The  other  curse  and  cause  is  lync'hin,q-,  which  we  admit  is  hard  to  control 
even  with  a  law  against  it,  but  this  "  Jim  Crow  "  car  business  can  be  controlled 
by  a  Federal  law  if  an  effort  is  made  to  do  so. 

We  do  know  that  a  race  of  people  so  industrious,  even  in  the  face  of  hate  and 
prejudice,  who  owns  taxable  wealth  to  the  amount  of  $500,000,000  or  more,  is 
entitled  to  more  consideration  than  it  now  receives. 

The  purpose  of  the  separate  or  "  Jim  Crow  "  car  law  is  rank  dis- 
crimination against  tlie  colored  people.  The  defenders  of  the  "  Jim 
Crow  "  law  explain  it  on  the  grounds  of  racial  inferiority  and  say- 
that  the  laws  providing  for  separate  accommodations  are  made  and 
maintained  for  the.  best  interests  of  both  races  and  for  the  preserva- 
tion of  peace,  when,  as  a  matter  of  fact,  nothing  has  clone  more  to 
create  a  spirit  of  unrest  and  disssatisfaction  in  the  heart  of  every 
self-respecting  negro,  perhaps  with  a  single  exception — Ijaiching — 
than  the  "  Jim  Crow  "  <  ar  and  the  accommodations  for  colored  people 
on  public  carriers  for  which  they  pay  first-class  fare.  The  negro 
.should  have  every  railroad  accommodation  for  the  same  money  that 
is  granted  other  races.  He  does  not  ask  this  as  a  matter  of  charity, 
but  demands  this  as  a  right.  The  only  way  to  have  equal  accommoda- 
tions is  to  have  the  same  accommodations  for  all.  There  can  be  no 
equality  of  accommodations  with  separation  of  passengers. 

I  have  another  newspaper  item  which  I  wish  to  read,  taken  from 
the  New  York  Age.    It  is  as  follows : 

The  attention  of  Director  General  McAdoo  is  to  be  directed  to  a  number  of 
cases  in  which  the  wives  of  officers  in  the  National  Army,  desirous  of  visiting 
their  husbands,  have  been  refused  accommodation  on  Pullman  cars  because  of 
their  color.  A  young  woman  residing  in  St.  Louis,  whose  husband  is  a  captain 
recently  had  a  most  trying  experience. 

The  young  v.'oman  in  question  is  the  daughter  of  one  of  St.  Louis's  oldest 
and  most  highly  respected  colored  families  and  until  recently  a  teacher  in  the 
public  .schools  of  that  city. 

She  decided  to  pay  a  visit  to  her  husband,  a  captain  in  one  of  the  regiments 
of  the  Ninety-second  Division,  and  who  came  to  Camp  Upton  several  days  ago 
from  the  Middle  West. 

Upon  applying  at  the  Pullman  office  in  the  Union  Station  for  a  berth  from 
St.  Louis  to  Pittsbufgh,  the  captain's  wife  was  told  that  she  could  not  get 
accommodations  as  all  the  berths — upper  and  lower^ — had  been  taken. 

Knowing  that  the  clerks  employed  by  the  Pullman  Co.  at  the  Union 
Station  are  usually  discourteous  and  reluctant  about  selling  berths  to  colored 
people,  the  young  woman  boarded  a  fast  train  over  the  Pennsylvania,  explained 
her  plight  to  a  Pullman  conductor,  and  was  fortunate  in  getting  sleeping  ac- 
commodations. She  says  there  were  several  bei'ths  vacant  and  also  charges 
that  while  at  the  Pullman  window  white  people  were  sold  lierths  for  the  same 
train. 

When  the  train  reached  Pittsburgh  and  all  passengers  for  New  York  were 
compelled  to  change,  the  captain's  wife  was  unable  to  secure  a  seat  in  the 
parlor  car;  but  thanks  to  an  obliging  Pullman  porter  a  seat  was  finally  ob- 
tained. 

Colored  citizens  are  going  to  ask  Director  General  ]\IcAdoo  if  it  is  going  to 
Oe  the  policy  of  the  United  States  Government  to  discriminate  against  the  wives 
of  those  who  are  fighting  to  help  make  this  world  safe  for  democracy. 

As  I  said  at  the  beginning,  I  have  spent  the  last  14  years  in  the 
South  and  I  know^  the  feelings  of  colored  people.    There  is  nothing 
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that  liiimiliates  us  more  than  conditions  Vv-e  encounter.  I  share  with 
Lieut,  (iregorv  the  same  feeling. 

I  have  a  Aviie  anj  I  liave  tried  to  arrange  to  keep  her  from  having 
to  travel  in  these  cars.  I  bought  an  automobile,  when  I  was  not  able 
to  do  so.  for  the  purpose  of  keeping  lier  out  of  that  condition  that 
every  decent  and  respectable  colored  woman  is  subjected  to  when  she 
attempts  to  ride  on  the  trains  anj-  distance. 

If  any  member  of  the  connnittee  would  like  to  ask  me  any  addi- 
tional questions  I  should  be  glad^to  reply  to  them. 

STATEMENT  OF  MR.  EDWIN  E.  HENDERSON  OF  FALLS  CHURCH, 
VA.,  SECRETARY  OF  THE  FALLS  CHURCH  BRANCH  OF  THE 
N.  A.  A.  C.  P. 

Mr.  Hexdersox.  Mr.  Chairman  and  gentlemen  of  the  committee, 
the  gentlemen  who  have  preceded  me  dwelt  largely  on  the  physical 
discomforts  of  travel,  and  I  want  to  add  a  word  from  my  personal 
experience,  if  I  may.  I  ride  daily  into  Washington  from  my  home 
in  Virginia,  at  Falls  Church,  on  the  Washington  &  Virginia  Rail- 
way, an  electric  line  that  runs  into  this  city.  There  is  only  one  car, 
no  trailer,  and  the  rear  seats,  at  the  discretion  of  the  conductor,  are 
to  be  used  for  colored  passengers.  It  would  seem  that  this  would 
provide  equal  accommodations  in  traveling,  but  it  does  not  Avork 
out  that  way.  because  the  white  pas-engers  usually  deposit  what 
baggage  they  have  in  the  rear  end  of  this  car,  going  to  and  fro,  and 
before  the  prohibition  law  went  into  effect,  and  since,  the  drunks 
seem  to  gravitate  or  congregate  around  that  end,  and  all  the  dis- 
orderly characters,  if  any  are  alloAved  to  be  on  the  car,  and  laborers,, 
in  whatever  garb  they  may  be,  who  come  out  of  ditches,  or  any  place 
else,  white  or  colored,  manage  to  stand  or  sit  in  that  end  of  the  car. 

In  winter  the  rear  door  is  the  only  one  used,  and  it  is  perpetu- 
ally open,  especially  on  the  run  in  the  morning  from  the  suburban 
districts  into  Washington,  and  I  can  assure  you  that  the  discomfort 
there  is  keen  and  one's  health  is  alwaj^s  endangered. 

There  is  also  a  system  of  separate  waiting  rooms  on  what  is 
known  as  the  Washington  &  Old  Dominion  Line.  There  is  fire 
provided  in  the  waiting  rooms  for  white  passengers,  but  seldom 
ever  is  any  fire  made  in  the  rooms  for  the  colored  passengers  at  most 
stations.  I  have  seen  cattle,  calves,  chickens,  pigs,  and  all  sorts  of 
live  stock  in  that  room.  Baggage  of  all  descriptions  is  deposited 
iu  the  colored  waiting  room,  with  almost  no  decent  provision  made 
for  the  seating  of  colored  persons  who  ma}'  haA^e  to  Avait  for  a  train. 
It  is  a  lounging  place  for  all  the  Avorkmen  on  the  road,  and  all 
loafers  around  that  part  of  town,  and  in  making  complaint  about 
these  conditions,  there  is  little  or  no  redress  accorded.  Complain- 
ing to  an  employee  of  the  road  on  a  car  is  likely  to  bring  the  wrath 
of  the  conductor  and  mortorman  down  upon  you.  If  Ave  take  such 
matters  into  court,  as  Ave  had  occasion  to  do  last  year,  the  least  plea 
of  a  breach  of  chivalry  or  claim  of  an  attempt  at  social  equality'' 
sets  most  of  the  parties  concerned  against  you,  and,  in  fact,  in  this 
case,  the  attorney  in  Falls  Church,  a  man  by  the  name  of  J.  C.  De- 
Putron,  was  hung  in  efiigy  the  next  morning,  because  he  essayed  to 
prosecute  our  case. 

Mr.  Cooper.  What  do  you  say  happened  to  him  ? 
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Mr.  Henderson.  He  was  liimg  in  effigy;  that  is,  they  fixed  a  big 
sack  and  strung  it  up  on  top  of  a  pole,  and  would  have  done  him 
that  same  way,  so  they  say. 

The  worst  feature  of  the  case,  in  my  mind,  is  the  mental  side  of 
it.  It  is  almost  impossible  for  any  self-respecting  colored  man, 
regardless  of  what  our  friends  from  the  South  say,  to  sit  in  one  of 
those  cars,  and  maintain  the  same  attitude  toward  America  and 
American  ideals  that  another  citizen  would.  I  know,  in  my  own 
case,  that  when  I  thought  of  a  little  son,  recently  born,  who  would 
sooner  or  later  have  to  be  taught  the  reasons  or  told  the  reasons  for 
not  occupying  seats  that  other  boys  of  his  age  occupied — well,  I 
should  not  like  to  inform  you  of  the  feelings  that  came  over  me  at 
that  moment;  and  I  might  say  that  this  is  characteristic  of  colored 
men  and  women,  who  are  beginning  to  think  of  these  injustices  now 
more  than  ever  before. 

I  would  also  say  that  the  general  unrest  of  the  people  of  America 
is  added  to  by  virtue  of  this  provision  of  the  State  laws,  segregating 
passengers.  There  are  many  periodicals,  which  are  dealing  with 
this,  and  the  Socialists  are  beginning  to  say  that  segregation  and 
race  prejudice  are  based  upon  economic  considerations.  These  things 
are  being  brought  to  a  great  many  colored  audiences  throughout  the 
South,  and  the  contented  state  of  southern  Negroes  of  which  the 
gentleman  from  Texas  (Mr.  liayburn)  spoke  is  not  as  he  has  stated. 

I  also  might  add,  without  taking  too  much  of  your  time,  that  dur- 
ing the  war,  out  in  my  section  of  Virginia,  we  had  white  speakers, 
who  promised  the  colored  people  a  great  many  things  if  autocracy 
as  exhibited  by  the  German  Government  was  overthrown,  but  since 
that  time  the  people  are  patiently  awaiting  for  some  good  things  to 
come.  They  do  not  see  that  in  the  United  States  one  measure  has 
been  passed  by  State  or  Federal  Government  to  improve  the  condi- 
tions for  us,  and  I  might  say  they  are  thinking  more  and  more,  due 
largely,  even  in  the  lowest  class,  to  the  fact  that  they  are  not  finding 
the  pleasures  and  the  means  by  which  they  visually  have  been  able  to 
drown  sorrows  of  this  sort.-  Therefore,  for  the  citizens  of  my  Com- 
monwealth and  their  people,  whom  I  represent,  I  appeal  to  this  com- 
mittee, and  through  it  to  the  Congress,  that  something  be  done  to 
relieve  us  of  this  humiliating  feature  in  the  Nation's  laws,  and  it  will 
be  appreciated,  and  the  loyalty  of  the  Negro  that  has  never  yet  been 
questioned,  and  will  not  be  questioned,  if  Congress  will  only  handle 
the  things  that  it  seems  almost  impossible  to  have  State  legislatures 
consider. 

I  thank  you  for  your  attention. 

The  Chairman.  Is  there  any  movement  to  propagandize  the  Negro 
race  in  favor  of  Bolshevism? 

Mr.  Henderson.  There  is  a  periodical  that  appears  regularly,  as 
mentioned  by  Congressman  Byrnes  the  other  day,  so  called  the  Mes- 
senger. This  periodical,  I  understand,  has  33,000  or  34,000  readers ; 
and  I  know  the  colored  people  are  beginning  to  read  it.  I  do  not 
know  of  the  efforts  back  of  the  magazine,  as  stated  by  the  Congress- 
man the  other  day,  but  I  do  know  that  it  is  being  read  largely  by 
colored  people,  and  they  are  beginning  to  think  and  wonder  if  there 
is  anything  in  it.  Before  the  war,  and  before  our  boys  went  to 
France,  there  was  little  or  no  interest  on  the  part  of  the  race  in 
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Socialism,  but  since  that  time  I  must  say  a  great  many  are  now  read- 
ing these  periodicals  that  from  time  to  time  are  placed  on  sale  at  the 
news  stands  and  being  sent  into  the  various  communities. 

•The  Chairman.  And  you  think  that  in  this  propaganda  material 
that  is  circulated  they  give  the  promise  that  if  Socialism  is  adopted, 
or  Bolshevism  is  adopted,  that  this  race  discrimination  Avill  cease? 

Mr.  Henderson.  In  the  August  Messenger  there  is  an  article  which 
attempts  to  show  that  in  the  struggle  between  capitalists  and  the 
laboring  element  of  the  country  there  is  a  definite  attempt  on  the 
part  of  the  capitalists — this  is  the  essence  of  this  article — to  keep  the 
question  of  race  uppermost,  so  that  the  white  laboring  man  in  the 
South  and  the  colored  laboring  man  find  it  impossible  to  get  together 
because  of  this  race  prejudice,  which  is  fostered  by  capitalists,  who 
see  to  it  that  they  are  kept  apart. 

The  Chairman.  We  are  much  obliged  to  you. 

We  will  hear  the  next  speaker. 

STATEMENT  OF  MR.  LOUIS  R.  MEHLINGER,  1323  WALLACH  PLACE, 
WASHINGTON,  D.  C,  FORMERLY  CAPTAIN  OF  THE  THREE  HUN- 
DRED AND  SIXTY-EIGHTH  INFANTRY,  NIInTETY-SECOND  DIVI- 
SION, UNITED  STATES  ARMY,  REPRESENTING  THE   COLORED 
'     AMERICAN  COUNCIL. 

The  Chairman.  What  is  the  purpose  of  the  organization  you  rep- 
resent ? 

Mr.  Mehlinger.  This  organization,  Mr.  Chairman,  is  using  all  of 
the  energy  it  can  to  persuade  the  Congress  to  see  the  justice  of  en- 
acting this  remedial  legislation  for  which  we  pray. 

The  Chairman.  This  particular  legislation,  or  generall}^  other 
legislation  in  reference  to  the  colored  race  ? 

Mr.  Mehlinger.  Well,  they  are  especially  interested  at  this  par- 
ticular time  in  removing  this  particular  thing. 

We  have  come  before  your  commitee  to  register  a  solemn  com- 
plaint and  protest  against  a  most  pernicious  system  that  has  grown 
into  a  A^eritable  institution  in  that  section  of  the  country  where  to-day 
more  than  89  per  cent  of  the  more  than  12,000,000  of  our  negro  citi- 
zens live.  The  accommodations  set  apart  especially  for  negroes  on 
all  the  great  railway  lines  transversing  the  South  are  a  disgrace  to 
a  country  that  has  such  a  reputaion  for  justice  and  liberty  and  free- 
dom, in  that  they  are  devoid  of  all  decency  and  comfort  for  those 
who  can  not  because  of  restrictions  elect  when  and  where  and  how 
they  shall  travel. 

We  have  come  at  this  time  because  we  hope  and  believe  that  the 
great  victory  of  democracy  for  which  we  as  a  Nation  and  as  in- 
dividuals have  sacrificed,  suffered,  and  died  has  opened  the  eyes  of 
the  world  to  the  undisputed  truth  that  men  as  men  everywhere  have 
a  right  to  justice,  freedom,  safety,  and  equality  of  opportunity,  and 
that  it  is  now  the  imperative  duty  that  should  awaken  civilized  so- 
ciety and  the  Government  to  exhaust  every  means  to  secure  these 
rights  and  privileges  and  opportunities  to  all  the  citizens  of  the 
country  without  regard  to  their  station  or  circumstances  in  life. 
Therefore,  as  the  spokesmen  for  more  than  12,000,000  of  one  group 
of  our  common  citizenship  who  are  notoriously  and  shamefully  de- 
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nied  these  common  rights,  we  appeal  to  you  and  through  the  in- 
fluence which  you  wield  to  consider  our  case  and  take  early  action 
to  correct  some  of  the  unjust  inequalities  that  exist  against  them  in 
this  Eepublic. 

We  ask  especially  that  you  take  steps  to  remedy  the  pernicious 
system  of  denying  equal  accommodations  for  the  same  pay  on  the 
public  carriers  in  certain  parts  of  our  country  where  negroes  are 
chiefly  the  victims  of  its  operation.  We  look  upon  the  practice  of 
compelling  negroes  to  submit  to  the  shameful  service  given  them  on 
common  carriers  as  one  of  the  worst  outrages  heaped  upon  a  help- 
less people,  and  for  the  following  reasons  we  desire  to  have  the  sys- 
tem abolished  and  forever  made  impossible  of  operation  in  any  sec- 
tion of  our  common  country : 

First.  It  is  undemocratic  and  un-American,  because  it  is  a  system 
operated  not  for  the  service  and  convenience  and  comfort  of  the 
great  body  of  the  American  people  in  that  it  offers  freely  without 
rstrictions  to  one  group  a  superior  service  and  restricts  the  otlier 
group  to  a  most  inferior  and  uncomfortable  service  because  of  the 
accident  of  color  and  circumstances  which  they  are  unable  to  remedy. 
We  want  a  change  in  this  unjust  sA^stem,  not  so  much  because  of  the 
Negro  as  such,  but  because  we  are  desirous  that  the  persons  in  auth- 
ority who  are  responsible  directly  and  indirectly  for  the  thought 
and  healthv  sentiment  in  this  country  for  an  even-handed  justice 
for  all  the  citizens  without  regard  to  race  or  color,  should  realize 
now  and  once  for  all  that  the  democracy  of  which  we  have  heard 
preached  from  high  places  and  from  every  corner  can  not  long  sur- 
vive upon  restrictions  meant  and  made  solely  for  the  benefit  of  one 
group  of  citizens  and  for  the  embarrassment,  humiliation,  and 
degradation  of  another  group  at  the  same  time.  Until  the  railroads 
are  run  for  the  benefit  and  service  of  the  great  body  of  the  American 
people,  and  that 'means  for  the  benefit  and  service  of  all  the  people, 
the  system  can  not  be  democratic. 

Second.  It  is  an  unjust  system  that  has  grown  into  a  shameful 
and  pernicious  institiition  of  clieating  when  Negro  travelers  are  con- 
cerned, because  it  robs  them  of  their  earnings  by  compelling  them  to 
pay  a  superior  price  for  a  superior  service,  when  in  reality  they  are 
given  in  return  the  most  inferior  service  both  as  to  equipment  and 
acconmiodations.  It  is  a  sj'stem  akin  to  some  of  the  worst  forms  of 
the  high  cost  of  living  and  pernicious  profiteering  to  which  the 
Negro  has  so  long  been  a  helpless  victim.  We  have  heard  mucli  in- 
deed about  the  rape  of  Belgium,  the  crushing  of  France,  the  stifling 
of  Italy,  and  even  of  the  hardships  to  Germany,  in  making  the 
world  a  better  place  in  which  to  live,  but  practically  nothing  of  tlie 
more  than  12,000,000  of  Negroes  who  luiA-e  been  and  are  now  being 
robbed  of  a  right  to  get  what  they  pay  for  because  of  a  shameful 
system  which  exists  in  one  section  of  our  country  whose  praise  for 
freedom  and  justice  is  sung  the  world  over. 

Third.  It  is  a  system  that  is  indecent  and  inhuman,  because  it 
subjects  one  group  of  the  traveling  public  to  unsanitary  cars  with- 
out ordinary  accommodations  and  service,  where  they  are  the  victims 
of  all  kinds  of  discoiTiforts  and  insults  and  indignities  from  the 
favored  group  by  being  restricted  in  their  freedom  to  select  the  kind 
of  service  they  desire  and  for  which  they  pay  the  price.    We  now 
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ask  nothing  more  nor  less  tlian  that  we  be  regarded  as  liinnan  beings, 
citizens  equal  in  point  of  rights  and  opportunities  as  are  other  citi- 
zens of  the  Repvil^lic  and  everA'  other  hnman  being  on  the  face  of  the 
earth. 

Fonrth.  It  establishes  a  class  privilege  which  is  discriminatory 
against  one  group  of  citizens  and  makes  it  impossible  to  have  a 
common  standard  of  justice,  or  right,  and  privilege  for  all  the 
people  without  regard  to  race  or  color,  to  travel  comfortably  and 
decently  on  all  public  carriers  of  ever}'  kind  and  in  every  part  of 
the  country  without  let  or  hindrance.  And  finally,  Mr.  Chairman 
and  gentlemen  of  the  committee,  in  the  words  of  that  greatest  cham- 
pion of  democracy,  liberty,  and  freedom  for  all  the  peoples  every- 
where, because  "  the  interest  of  the  weakest  is  as  sacred  as  the  in- 
terest of  the  strongest,"  we  appeal  to  you  as  to  all  fair-minded 
citizens  to  give  3^our  sanction  and  your  support  to  secure  and  main- 
tain simple  justice  that  knows  neither  color  nor  race  since  the  main- 
tenance of  this  basic  principle  of  justice  and  civil  liberty  is  of  equal 
interest  and  impoi-tance  to  all  classes  of  citizens  and  is  an  essential 
element  of  national  strength  and  security. 

Mr.  Chairman,  in  order  that  I  may  point  out  to  you  the  baseless 
inequalities  and  injustices  of  the  sj^stem,  permit  me  to  draw  you  a 
true  picture  of  the  conditions  of  travel  on  public  carriers  as  they 
are  applied  to  Negroes :  Laden  with  thousands  of  the  survivors  of  that 
great  struggle  whicli  was  made  in  order  that  the  world  everywhere 
might  be  a  fit  place  in  which  to  live,  two  giant  liners  dock  at  Aineri- 
can  ports,  one  at  Newport  News  and  the  other  at  New  York.  Imme- 
diately, upon  being  released  from  service  at  Newport  News  two  men, 
one  white  and  the  other  black,  both  eager  to  join  their  loved  ones, 
hurry  to  the  ticket  office  and  request  railway  transportation  with 
Pullman  accommodations  to  a  far  southern  city. 

The  colored  man,  after  having  suffered  the  hardships  and  depriva- 
tions of  8  or  10  days  in  the  hold  of  a  transport,  is  not  only  refused  the 
privilege  of  traveling  comfortablj'  in  a  Pullman  car  and  eating  in 
the  dining  car,  but  is  cheated  out  of  the  comforts  of  a  decent  day 
coach  because  he  is  compelled  to  pay  first-class  fare  for  third-class 
accommodations  and  in  addition  he  is  forced  to  ride  in  a  dirty  por- 
tion of  a  car  set  apart  for  his  special  use  but  shared  jointly  by  the 
conductor  as  a  workroom,  by  tlie  new=;boy  as  a  storage  room  for  his 
wares,  and  by  the  baggage  and  express  men  as  a  smoking  and  loung- 
ing room  when  work  is  light.  There  is  no  basin  in  which  he  may 
wash  his  grimy  face  and  hands:  no  mirror  by  which  he  may  adjust 
his  disarranged  necktie  or  comb  his  hair;  and  the  most  embarrassing 
and  worst  pait  of  the  whole  situation,  he  is  compelled  to  use  in  com- 
mon with  the  female  passengers  a  most  insanitarj^  toilet — a  practice 
that  u'ould  lower  the  modesty  and  decency  of  the  strongest  of  char- 
acters. 

The  AA  liite  man,  but  a  few  days  before  a  comrade  in  arms  to  secure 
and  maintain  that  pearl  of  great  price,  democracy,  for  all  peoples 
the  world  over,  but  which  the  white  m.an  alone  enjoys  without  re- 
strictions, forgetful  now  of  his  discomforts  of  the  below  decks  of  the 
transport,  when  he  requests  his  travel  reservations  he  is  gladly  given 
a  lower  berth  in  the  Pullman,  with  all  the  modern  conveniences  and 
luxuries  to  make  traveling  a  comfort  and  pleasure.    He  is  graciously 
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ushered  into  the  dining  car  and  politely  served  by  a  Negro  until  his 
desires  are  satisfied.  Finalh'  the  train  arrives  at  its  destination,  and 
the  two  travelers  emerge,  one  weary,  worn,  and  weak  from  the  loss 
of  sleep  and  the  lack  of  food,  because  restricted  to  the  four  walls  of  a 
detestable  "  Jim-Crow  "  car,  the  other  care  free  and  happy,  bubbling 
over  with  the  thought  of  the  experiences  he  had  collected  as  he  en- 
joyed the  comforts  of  his  trip.  Can  you  imagine  what  his  brother 
in  black  carried  in  his  mind  as  he  wore  himself  out  on  that  terrible 
trip,  w^hich  punished  him  more  than  a  box-car  trip  on  a  French 
railroad  before  the  armistice?  Like  any  other  human  being,  it  was 
but  natural  for  him  to  question  the  justice  of  such  a  system  that 
would  subject  him  to  such  treatment  solely  because  of  the  accident 
of  color  and  race. 

Now,  Mr.  Chairman  and  gentlemen  of  the  committee,  note  the 
other  side  of  the  picture,  which  shows  the  abject  inconsistency  of 
the  system.  Two  other  men,  one  white  and  the  other  black,  make 
the  same  requests  for  accommodations  for  travel,  but  in  this  instance 
from  the  city  of  New  York  to  a  far  western  city.  The^^  ride  upon  the 
same  train  and  are  given  the  same  service  for  the  same  pay,  and 
neither  has  any  occasion  to  ask  about  the  justice  of  the  system  when 
the  journey  ends.  The  question  in  our  minds  is.  Why  should  such 
a  sj'stem  exist  which  restricts  the  accommodations  for  travel  to 
■one  group  in  one  section  and  grants  it  freely  to  all  groups  in  another  ? 
The  answer  is  simple.  There  can  never  be  an  equality  of  service 
and  accommodations  in  anything,  public  or  private,  so  long  as  there 
is  a  separation  of  the  persons  who  are  served.  We  divide  things  only 
"when  there  is  the  idea  of  getting  the  better  of  the  bargain.  Our  sepa- 
rate school  systems  in  certain  parts  of  the  country  are  a  striking 
example  of  this  inequality,  both  ns  to  equipment  and  accommodations, 
which  are  in  every  single  instance  most  inferior  than  that  of  the 
persons  who  make  the  division.  It  would  ber  contrar}^  to  human 
nature  under  such  conditions  if  they  were  equal  in  almost  any  re- 
spect. It  is  just  as  true  of  the  separate  accommodations  on  common 
carriers  as  it  is  in  the  school  systems  Avhere  they  are  separate  and  dis- 
tinct for  the  races. 

Permit  me  to  cite  another  typical  case  of  the  absence  of  the  equal- 
ity of  equipment  and  accommodations  in  railway  service  as  it  ap- 
plies to  Negro  travelers.  A  Negro  couple  in  going,  say.  from  Wash- 
ington to  Cincinnati  over  the  Chesapeake  &  Ohio  Railroad  in  a  day 
coach  must  ride  in  a  third  of  a  coach  with  not  more  than  20  seats 
for  all  who  ride — men,  women,  and  children.  There  is  no  wash- 
room wdiere  the  woman  can  wash  her  face  or  arrange  her  hair. 
There  is  a  single  toilet  which  must  be  shared  by  the  men,  women, 
and  children,  and  very  frequently  by  the  baggage  and  express  men 
on  the  train  whenever  they  patronize  the  bootleg  commodity  Avhich 
the  newsboy  always  has  for  sale.  Two  of  these  limited  seats  are 
•constantly  used  by  the  conductor  and  his  brakeman  for  their  rec- 
ords, lanterns,  flags  and  luggage.  The  newsboy  uses  another,  and 
sometimes  two,  for  his  commissary,  library  of  trashy  books,  lewd 
pictures,  and  bootleg  whisky.  No  matter  how  many  people  may  be 
standing  these  seats  are  never  available  for  passengers.  The  other 
portion  of  this  car  is  used  as  a  smoker  for  white  passengers— Negro 
passengers  are  not  supposed  to  have  a  place  to  smoke  on  those  fast 
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throngh  trains — and  in  many  instances  the  part  they  use  is  next  to 
the  baog-age  car.  thus  makino-  it  necessary  for  them  to  be  continually 
passino-  through  the  portion  set  apart  for  Negro  passengers.  The 
passers  through  will  be  sure  to  be  legion  if  there  are  any  nice  look- 
ing girls  upon  whom  they  can  force  their  flirtations. 

If  the  conductor  is  a  popular  fellow  there  will  frequently  be  two 
or  three  seeking  him  out  to  hold  conversation  with  him  in  the  por- 
tion of  the  car  set  apart  for  Negroes.  These  are  the  conditions 
under  which  the  Negro  passengers  have  to  travel  on  the  train  until 
it  crosses  the  line  of  the  State  of  West  Virginia.  Then  those  who 
have  the  courage  to  do  so  leave  the  insanitary  coop  and  enter  the 
cars  used  by  white  passengers  where  they  bathe  and  tidy  up  and 
ride  in  a  little  decency  and  comfort  until  the  train  runs  into  the 
State  of  Kentucky.  Then  like  helpless  and  subjected  beasts  they  re- 
turn to  their  lair  and  endure  the  humiliation  until  the  train  runs 
into  another  State  in  which  a  semblance  of  democracy  is  not  wholly 
unknown.  The  same  conditions  exist  on  every  line  running  out  of 
Washington  to  the  South,  and  in  some  instances  they  are  worse  than 
I  have  cited,  because  it  seems  that  the  railroads  vie  with  each  other 
in  trying  to  make  the  accommodations  as  poor  as  possible,  and  this  is 
especially  true  on  through  trains  to  the  South. 

Mr.  Chairman  and  gentlemen  of  the  committee,  you  who  are  not 
subjected  to  these  hardships  and  unjust  inequalities  in  railway  ac- 
commodations can  not  appreciate  the  humiliation,  embarrassment,, 
inconvenience,  and  sutFering  which  a  Negro  woman  has  to  endure  in 
going  from  Washington  to  Memphis  over  the  Southern  Railway,  a 
distance  of  nearly  1,000  miles,  requiring  at  least  28  hours  of  continu- 
ous travel,  without  any  of  the  comforts  of  decent  travel  and  denied 
the  privilege  of  satisfying  himger  except  when  she  is  fortunate 
enough  to  have  a  waiter  iDring  her  a  cup  of  coffee  and  a  roll  for 
which  she  has  to  pay  the  same  price  as  if  she  were  served  in  the 
dining  car.  The  same  inequality,  nay,  the  lack  of  accommodations, 
for  Negroes,  are  found  on  the  Atlantic  Coast  Line,  the  Seaboard 
Air  Line,  the  Norfolk  &  Western,  and,  in  fact,  every  line  that  trav- 
erses the  South. 

As  to  Pullman  accommodations  in  the  South,  Negroes  rarely,  if 
ever,  are  fortunate  enough  to  secure  them.  No  one  but  a  Negro 
knows  the  humiliation,  the  indignity,  and  the  suffering  that  come 
from  having  to  forsake  a  berth  for  which  he  has  paid,  in  order 
that  some  white  persons  may  be  made  comfortable  at  his  expense, 
and  feelings.  Those  agents  who  are  not  so  in  inhumane  and  brazens 
to  deliberately  say,  "Nigger,  you  can't  ride  on  that  train"  when  a 
colored  man  or  woman  requests  Pullman  accommodations,  are  so- 
morally  weak  that  they  will  deliberately  look  you  in  the  face  and 
lie — "  all  accommodations  have  been  reserved  or  have  been  taken."' 
Hours  after  having  been  told  that  all  reservations  have  been  taken 
the  speaker  through  a  fi'iend,  in  his  presence,  secured  accommoda- 
tions out  of  Memphis;  but  after  securing  them  in  this  way  one  has. 
to  almost  gamble  with  his  life  if  he  dare  occupy  them,  and  then  he 
is  constantly  insulted  until  the  end  of  his  journey.  Many  Negroes,. 
when  they  do  succeed  in  securing  Pullman  accommodations,  are 
threatened  to  such  an  extent  that  for  their  own  safety  and  peace 
of  mind  while  traveling  they  forfeit  their  berths  without  obtaining 
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a  refund.  After  tlie  close  of  the  officers'  training  camp  in  1917  the 
speaker  obtained  Pulhnan  acconnnodations  for  himself  and  brother 
over  the  Rock  Island  and  the  Illinois  Central  railroads  via  Chicago 
to  Memphis.  We  rode  peacefully  and  comfortably  in  the  car  and 
^Yere  served  graciously  in  the  dining  car  without  a  single  complaint 
until  the  tram  was  about  to  enter  the  State  of  Kentucky,  when  the 
conductor  (not  the  Pullman  conductor)  and  the  passengers  threat- 
ened to  have  us  put  in  jail  as  soon  as  we  arrived  at  Fulton,  Ky,,  if  we 
did  not  give  up  our  berth.  Finally,  when  it  came  time  to  prepare  the 
berths  for  sleeping,  we  Avent  into  the  dressing-room  and,  after  waiting 
a  few  minutes,  we  returned  to  fuid  that  the  upper  berth  had  been 
made  ready  for  the  man  who  occupied  it,  but  nothing  had  been 
done  to  our  berth,  which  was  a  lower. 

We  protested  to  the  Pullman  conductor,  but  he  was  helpless  in 
the  matter.  Finally  the  train  conductor  came  up  and  directed  us 
to  the  drawing-room  which  the  Pullman  conductor  had  been  occupy- 
ing, and  into  which  our  luggage  had  already  been  placed.  Upon 
making  a  protest,  the  train  conductor,  with  an  oath,  said :  "  I  am 
running  this  train,  and  you  will  take  that  drawing-room  or  go 
into  the  car  for  niggers,  where  you  belong  and  where  3"ou  ought 
to  have  been  all  the  time."  He  then  renewed  his  dirty  threat  of  a 
lynching  bee  if  we  were  not  in  the  drawing-room  by  the  time  the 
train  arrived  in  Fulton.  We  preferred  being  shot  to  pieces  by  the 
Huns  in  France,  and  occupied  the  drawing-room  in  order  that  we 
might  have  a  chance  to  give  them  an  opportunity  to  give  us  a  more 
humane  execution  than  we  might  have  gotten  at  Fulton.  VSuch, 
Mr.  Chairman  and  gentlemen  of  the  committee,  are  the  humilia- 
tions and  indignities  to  which  Negroes  throughout  the  South  are 
subjected  whenever  they  desire  and  have  the  courage  to  demand 
equal  accommodations  on  public  carriers. 

We  went  almost  4,000  miles  from  home  to  fight  that  democracy 
might  become  a  reality  in  Europe  for  the  common  people,  but  here 
at  home,  after  this  great  victory  for  the  downtrodden  people  of 
the  civilized  world,  American  public  opinion  of  what  is  just  and 
right  continues  to  ignore  the  legitimate  demands  of  12.06o,000  of 
her  citizens  for  a  share  in  that  democracy,  and  the  irony  of  it  all 
is  that  more  than  400,000  of  these  12,000,000  gave  up  their  all  that 
this  great  panacea  for  the  world  might  be  realized.  Are  we  to  con- 
clude that  the  American  people  misconceive  the  true  meaning  of 
democracy  or  do  they  refuse  to  accept  its  principles  and  live  up  to 
its  ideals  ? 

We  take  it  to  mean  the  greatest  good  for  the  greatest  number  and 
that  it  is  the  recognition  of  the  welfare  of  the  people  as  the  purpose 
for  which  the  Government  exists,  which  involves  individual  freedom, 
individual  obedience  to  the  laws  which  save  freedom  from  anarchy, 
and  justice  as  the  final  aim  of  both  freedom  and  democracy.  In 
democracy  the  minority  bows  to  the  will  of  the  majority,  but  the 
ke3^stone  of  democracy  is  found  only  in  the  treatment  of  minorities. 

Mr.  Chairman  and  gentlemen  of  the  committee,  so  long  as  the  law- 
makers, the  public  press,  and  those  persons  who  mold  the  opinions  and 
sentiments  of  the  great  mass  of  our  citizenship  close  their  eyes  and 
hearts  against  justice  which  prevents  them  from  thinking  honestly 
on  questions  of  social  justice,  they  must  soon  learn  that  their  pleasures 
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and  comforts  are  secured  at  the  expense  and  suiferings  of  their  fel- 
lows. The  outgrowth  of  this  long-heralded  democracy  should  give 
birth  in  America  to  a  larger  inspiration  and  reform  movement  mak- 
ing for  freedom  and  a  generous  spirit  on  the  part  of  all  her  citizens, 
particularly  of  the  majority,  instead  of  niggling  restrictions  and 
regulations  based  upon  the  color  of  those  subjected  to  their  unjust 
practices  which  rob  them  of  their  common  rights.  We  believe  that 
this  meeting  here  to-day  is  the  beginning  of  a  new  era  in  our  Ameri- 
can democracy  and  we  are  hopeful  that  you  and  your  colleagues  will 
give  careful  consideration  to  our  just  complaint  against  a  most  per- 
nicuous  system  that  has  grown  from  bad  to  worse  until  it  has  be- 
come an  established  institution.  We  ask  that  you  use  your  influence 
to  destroy  this  undemocratic  system  of  discrimination  in  the  matter 
of  accommodations  on  public  carriers. 

To  this  end  we  ask  that  you  enact  the  remedial  legislation  which 
will  guarantee  this  right  to  a  decent  train  without  molestation.  We 
do  not  ask  this  legislation  as  a  favor  for  the  Negro  alone  but  as  a 
measure  solely  of  even-handed  justice,  of  liberty,  and  of  opportunity 
to  every  citizen  of  our  common  country.  It  will  do  more  to  encourage 
tlie  negroes  to  become  better  citizens  and  make  them  feel  that  the  com- 
ing of  peace  to  the  world  does  not  leave  them  entirely  out  of  the  equa- 
tion.   As  President  Wilson  says: 

The  world  can  be  at  peace  only  if  its  life  is  stable,  and  there  can  be  no  sta- 
bility where  there  is  not  tranquility  of  spirit  and  a  sense  of  justice,  freedom, 
and  of  right.  These  are  American  principles,  American  policies.  We  should 
stand  for  no  other.  They  are  the  principles  and  policies  of  forward-looking 
men  and  women  everywhere,  of  every  modern  nation,  of  every  enlightened  com- 
munity.   They  are  the  principles  of  mankind  and  must  prevail. 

The  Chairman.  Prof.  John  R.  Hawkins? 

Mr.  Murray.  Mr.  Chairman,  Prof.  Hawkins  is  not  present.  In  his 
place  I  w^ould  like  to  explain  to  you  briefly  the  Colored  American 
Council. 

The  Chairman.  Very  well. 

ADDITIONAL  STATEMENT  OF  ME.  GEORGE  H.  MURRAY,  ATTOR- 
NEY FOR  THE  COLORED  AMERICAN  COUNCIL. 

Mr.  Murray.  Mr.  Chairman  and  gentlemen,  the  Colored  American 
Council  is  incorporated  in  the  District  of  Columbia,  and  its  ostensible 
purpose  is  to  study  and  inform  its  members  of  the  merits  and  de- 
merits of  proposed  legislation  in  the  national  field  affecting  the 
colored  race.  That  is  the  purpose  stated  in  the  certificate  of  incor- 
poration. 

The  council  is  unique  in  this  respect :  We  do  not  make  any  extended 
efforts  for  members.  We  try  to  include  in  our  body  men  who  are 
representative,  men  wdio  represent  large  numbers  of  organizations, 
so  tliat  whenever  we  get  an  opitiion  in  our  organization,  w^e  get  the 
collective  opinion«of  the  colored  Americans  throughout  the  country; 
that  is  to  say,  the  Colored  American  Council,  as  it  is  now^  organized, 
is  a  clearing  house  for  colored  thought.  The  gentleman  Avho  has 
failed  to  be  present.  Prof.  John  R.  Hawkins,  is  the  general  secretary 
of  the  Afro-American  Methodist  Episcopal  Church,  which  has  more 
than  700,000  communicants.  We  have  also  a  vice  chairman  of  our 
organization,  who  is  a  member  of  the  board  of  directors  of  the 
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National  Association  for  the  Advancement  of  Colored  People,  which 
has  100,000  members  in  the  United  States,  Another  member  of  our 
council  is  the  oeneral  secretarv  of  the  Grand  United  Order  of  Odd 
Fellows,  reaching-  over  500,000  people. 

And  so  on,  until  it  does  not  take  us  very  long  to  get  the  collective 
opinion,  as  far  as  the  colored  opinion  is  concerned,  of  practically 
several  million  colored  people. 

In  connection  with  this  Madden  bill,  Ave  have  circulated  this  Mad- 
den bill  throughout  the  country.  We  have  had  the  collective  thought 
and  indorsement  of  the  substantial  white  citizens  of  the  United 
States,  and  of  thousands  of  letters  of  indorsement,  resolutions,  and 
so  forth,  that  we  have  received,  only  two  have  been  opposed  to  the 
spirit  and  principle  and  letter  of  the  Madden  bill.  One  of  those  was 
from  the  State  of  New  York  and  the  other  was  from  the  State  of 
North  Carolina,  from  a  white  lawyer,  who  stated  that  he  did  not 
feel  at  this  time  that  he  could  go  as  far  as  the  Madden  bill  went,  but 
that  he  would  be  willing  to  go  part  of  the  way. 

The  Madden  bill  has  been  sent  to  all  the  newspapers.  It  has  been 
sent  to  all  railroad  officials  who  are  affected  by  it.  We  have  not  had 
one  single  adA^erse  comment  in  respect  to  the  Madden  bill,  so  that 
the  Madden  bill,  in  my  opinion,  has  the  collective  indorsement  of  the 
people  of  the  United  States,  both  AA-hite  and  colored,  because  it  is 
a  measure  of  justice,  and  it  is  also  a  measure  of  practical,  cold,  hard- 
headed  business. 

I  thank  you. 

With  your  permission,  Mr,  Chairman,  I  would  like  to  include  a 
brief  I  liaA^e  prepared  in  regard  to  the  Madden  bill,  for  the  abolition 
of  the  Jim  CroAV  car  in  interstate  commerce. 

(The  brief  referred  to  is  as  follows:) 

In  the  Madden  bill  for  the  abolition  of  the  Jim  Crow  car  in  interstate 
commerce. 

Brief  for  the  proponents :  Submitted  by  Mr.  George  H.  Murray,  general 
counsel   Colored  American   Council. 

Interstate  commerce  defined  :  Gibbons  v.  Osden,  9  Wheat,  1,  189,  6  L.  Ed., 
23 ;  County  of  Mobile  v.  Kimball,  102  U.  S.,  691 ;  Addyston  Pipe  Co.  v.  U.  S., 
175  U  S.,  211 ;  BroAvn  v.  Maryland,  12  Wheat,  419 ;  Northern  Securities  Co.  v. 
U.  S.,  193  U.   S.,  197. 

Transportation  and  tariff — persons :  County  of  Mobile  v.  Kimball,  102  U.  S., 
691 ;  Kidd  v.  Pearson,  126  U.  S.,  1 ;  McCall  v.  California,  136  U.  S.,  104 ;  case 
of  State  freight  tax,  1.5  Wall.,  232;  Gloucester  Ferry  Co.  v.  Pennsylvania,  114 
U.  S.,  196 ;  Northern  Securities  Co.  v.  U.  S.,  193  U.  S.,  197. 

Means  and  instruments:  Railroad  Co.  v.  Fuller,  17  AVall,  .560;  McCall  v. 
California,  136  U.  S.,  104;  Veazie  v.  Moor,  14  How.,  568;  Smith  v.  Alabama, 
124  U.  S.,  465 ;  U.  S.  v.  Knight,  156  U.  S.  1. 

Transportation  bv  different  and  independent  means  (carriers)  :  The  Daniel 
Ball,  10  Wall,  560 ;  Norfolk,  etc.,  R.  Co.  v.  Pennsylvania,  136  U.  S.,  114. 

"  The  fact  that  several  different  and  independent  agencies  are  employed  in 
transporting  the  commodity,  some  acting  Avithin  and  some  acting  through  States, 
does  not  charge  the  character  of  the  transaction  in  any  respect."  The  Daniel 
Ball,  supra. 

"  Transportation  by  continuous  carriage  from  a  point  in  one  State  to  a  point 
in  the  same  State  but  by  a  route  passing  partly  through  another  State  is  in- 
terstate commerce."     Hanley  v.  Kansas  City  R.  Co.,  187  U!  S. 

Dining  car  waiting  for  a  train :  .Johnson  v.  S.  Pac.  R.  Co.,  196  U.  S.,  1. 

Soliciting  passenger  traffic :  McCall  v.  California,  136  U.  S.,  104. 

Power  of  Congress :  Gibbons  v.  Ogden,  9  Wheat,  1 ;  Gilman  v.  Philadelphia,  3 
Wall,  713;  The  Daniel  Ball,  10  Wall,  557;  Guy  v.  Baltimore,  100  U.  S.,  434; 
Brown  v.  Maryland,  12  Wheat,  419 ;  Brown  v.  Maryland,  supra ;  later  cases, 
Minnesota  Rate  cases,  2.30  U.  S..  3.52;  U.  S.  v.  Dan  Hill,  October  term,  1918- 
19,  No.  387;  Clark  Distilling  Company  v.  Western  Md.  R.  R.  Co.,  242  U.   S.,. 
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311.     Camennetti  v.  U.  S.,  242  U.  S.,  470.     Wabash,  etc.,  R.  Co.  v.  Illinois,  118 

"  The  power  of  Congress  does  not  stop  at  State  lines,  but  reaches  the  interior 
of  every  State  of  the  Union  so  far  as  may  be  necessary  to  regulate  and  pro- 
tect such  commerce." 


560: 

lo-; 

"  The  rule  is  well  settled  that  a  grant  of  power  to  Congress  to  regulate 
interstate  commerce  accompanied  by  legislation  under  it  operates  as  an 
Inhibition  upon  the  States  from  any  interference  with  the  legislation." 
Gibbons  v.  Ogden,  supra  ;  County  of  Mobile  v.  Kimball,  102  U.  S.,  supra  ;  Wis- 
consin V.  Duluth,  96  U.  S.,  379 ;  Wilson  v.  Blackbird,  Creek  and  Marsh  Co.,  2 
Pet.,  245 ;  Pennsylvania  v.  Wheeling,  etc..  Bridge  Co..  IS  How.,  421 ;  Louisiana 
V.  Texas.  176  U.  S. ;  Manchester  v.  Massachusetts,  139  U.  S.,  240. 

Subjects  national  in  their  character,  the  power  of  Congress  is  exclusive: 
Railroad  Commission  cases,  116  U.  S.,  307 ;  Interstate  Commerce  Commission  v. 
Brinson,  154  U.  S. ;  Pullman  Southern  Car  Co..  117  U.  S.,  34 ;  Hall  r.  DeCuir, 
95  U.  S.,  485  (regulation  of  conmierce  upon  the  Mississippi  River  touching  10' 
States). 

Subjects  local  in  their  nature  or  operation :  Escanaba  Co.  v.  Chicago,  107 
U.  S..  691 ;  Transportation  Co.  r.  Parkersburg,  107  U.  S.,  687 ;  Lelcup  v.  Mobile, 
127  U.  S.,  640 ;  Morgan  Steamship  Co.  v.  Louisiana  Board  of  Health,  118  U.  S., 
455. 

Equal  accommodation  to  passengers :  Quaere,  whether  Congress  in  the  exer- 
cise of  its  powers  to  regulate  commerce  among  the  several  States  may  or  may 
not  pass  a  law  regulating  rights  within  public  conveyances  passing  from  one 
State  to  another  securing  to  all  persons  equal  accommodations  in  such  public 
conveyances  was  not  before  the  court  for  decision,  and  was  not  decided  in  the 
Civil  Rights  cases,  109  U.  S.,  362. 

"  Accordingly  the  numerous  State  statutes  which  have  been  held  valid  in  the 
absence  of  congressional  legislation  upon  the  same  subjects  have  related  to 
subjects  local  in  their  nature  and  operation." 

Police  power  of  the  States:  It  is  equally  well  settled  that  a  State  or  Terri- 
tory for  the  same  reasons  in  the  exercise  of  its  police  power  may  make  rules 
and  regulations  not  conflicting  with  the  legislation  of  Congress  upon  the  same 
subject  and  not  amounting  to  a  regulation  of  interstate  commerce.  Missouri, 
etc.,  R.  Co.  V.  Haber,  169  U.  S.,  613 ;  Penn.sylvania  R.  Co.  v.  Hughes,  191  U.  S. ; 
Chicago,  etc.,  R.  Co.  v.  Solan,  169  U.  S. 

"  The  principle  decided  in  these-  cases  is  that  a  State  has  the  right  to  legis- 
late for  the  safety  and  comfort  and  welfare  of  its  people  and  this  right  is  not 
taken  from  it  except  in  cases  where  the  attempted  exercise  of  authority  by  the 
legislature  is  in  conflict  with  an  act  of  Congress."  McLean  v.  Denver  R.  Co., 
203  U.  S.,  38. 

Separate  car  law  cases:  (1)  Chesapeake  &  Ohio  Rv.  Co.,  v.  Kentucky,  179 
U.  S. 

Construing  act  of  May  24,  1892  (Kentucky  statute  requiring  separate  but 
equal  acconnnodations  for  intrastate  white  and  colored  passengers). 

Question  whether  or  not  this  applied  to  interstate  passengers  not  decided,  as 
the  Supreme  Court  of  Kentucky  decided  that  it  applied  only  to  intrasate 
commerce.     (2)   Plessy  v.  Ferguson,  163  U.  S..  537. 

Facts :  Plessy  took  passage  from  New  Orleans  to  Covington.  La.,  on  the 
East  Louisiana  Railway  (a  road  beginning  and  ending  in  the  State  of  Louisi- 
ana). Held  that  no  question  of  the  regulation  of  interstate  commerce  was 
involved.  (3)  Ohio  Vallev  Railway,  receiver,  v.  Lander.  47  S.  W.  Rep., 
344   (Ky.). 

Plaintiff  took  journey  on  a  railroad  running  from  Hopkinsville,  Ky..  to 
Evansville.  Ind.,  but  his  destination  was  from  Hopkinsville  to  INIaysfield,  Ky. 
Plaintiff's  wife  was  ejected  from  the  "  ladies  coach  "  and  assigned  to  a  seat 
within  the  smoking  car.  Held  that  no  regulation  of  interstate  commerce  was 
involved.     (4)   Louisville,  etc.,  Ry.  Co.  v.  Mississippi,  133  U.  S.    (1S90). 

Railway  company  convicted  of  violation  of  act  of  March  2,  1889  (Missis- 
sippi), requiring  sepanote  but  equal  accommodation  for  colored  and  white 
passengers.  Held  by  Supreme  Court  that  it  would  follow  the  decision  of  the 
Supreme  Court  of  Mississippi  in  holding  the  act  valid  as  it.  applied  only  to 
intrastate  commerce.  Whether  it  applied  to  interstate  commerce  was  therefore 
not  before  the  court. 


2040        IlETURN   OF   THE  RAILEOADS  TO  PRIVATE   OWNERSHIP, 

See  also  ^^'!lbash.  etc.,  Ity.  Co.  r.  Illinois,  118  U.  S.,  557,  involvinji-  the  con- 
stitutionality of  acts  of  State  legislature  affecting  interstate  commerce  in  tlie 
absence  of  congi-essional  legislation.  Peik  v.  Chicago.  N.  W.  R.  Co.,  U.  S.,  164. 
(5)   McCabe  v.  Atchison,  etc.,  R.  Co.,  235  U.  S.,  151. 

The  separate-conch  provisions  of  the  Oklahoma  act  of  December  18,  1907, 
must  be  construed  as  applying  to  intrastate  commerce  in  the  absence  of  a 
different  construction  by  the  State  courts,  and  hence  does  not  contravene  the 
commerce  clause  of  the  Federal  Constitution. 

This  case  was  an  injunction  proceeding  to  prevent  an  anticipated  injury 
from  the  operation  of  the  separate-car  law.  It  is  chiefly  important  for  the 
decision  by  Justice  Huglies  that  the  validity  of  a  right  did  not  depend  upon 
the  number  of  persons  exercising  it.  (6)  Chiles  r.  Chesapeake  &  Ohio  R.  Co., 
211  U.  S..  71  (1909)  ;  101  S.  W.,  386. 

Congressional  inaction  is  equivalent  to  a  declaration  tliat  a  carrier  may  by 
its  regulations  separate  white  and  colored  passengers.  Quoting  Louisville, 
etc.,  R.  Co.  v.  Mississippi,  133  U.  S.,  to  the  effect  "  obviously  whether  interstate 
passengers  of  one  race  should  in  any  portion  of  their  journey  be  compelled  to 
share  their  accommodations  with  passengers  of  another  race  was  a  question  of 
intei'state  commerce  to  be  determined  by  Congress."  Quoting  Hall  v.  DeCuir, 
95  U.  S.,  to  the  effect  "  inaction  by  Congress  was  equivalent  to  a  declaration 
that  a  carrier  could  by  regulations  separate  white  and  colored  passengers." 

Facts:  Plaintiff  Giles  bought  a  railroad  ticket  from  Lexington,  Ky.,  to  Wash- 
ington, D.  C,  and  refused  to  enter  the  compartment  for  Negro  passengers  on 
the  ground  that  it  was  created  in  compliance  with  a  State  regulation  affecting 
intra'state  conmierce  and  having  no  reference  to  him,  an  interstate  passenger. 
AVas  ejected  from  the  train,  nnd  brought  suit  for  damages. 

Separate  Car  cases — effect  of  congressional  inaction;  (7)  Green  v.  City  of 
Bridgeton,  Fed.  Cases.  No.  5.  754  (1879*). 

Steamer:  (8)  The  Sue,  22  Fed.,  843:  (9)  L.  &  N.,  O.  &  T.  Ry.  Co.  v.  State, 
6  State,  203  (Miss.). 

Railroads:  Smith  v.  State,  46  S.  W.,  566  (1898),  Tenn. ;  (10)  Pullman  Palace 
Car  Co.  V.  Cain,  40  S.  W.,  220  (1897),  Texas;  (11)  Ilouck  v.  S.  Pac.  Ry.  Co.. 
38  Fed.,  226  (1888)  ;    (12)  Logwood  v.  M.  C.  Ry.  C'>.,  23  Fed..  318   (1885). 

"  Holding  that  where  the  statute  required  equal  accommodations  and  railroad 
failed  to  furnish  them  a  colored  man  would  have  to  show  that  he  suffered 
special  damages  bv  such  failure  in  order  to  recover  damages  for  violation  of 
statiite."  ''The  s'uer  22  Fed.  Rep.,  843  (Md.),  1885;  citing  Hall  r.  De  Cuir 
on  congressional  inaction. 

Facts;  Colored  womnn  refused  to  go  into  a  cabin  of  The  Sue  set  apart  for 
colored  women.  Trip  from  Maryland  to  Virginia.  Verdict  for  plaintiff  on  the 
ground  of  unequal  accommodations.  Houck  v.  S.  Pac.  R.  Co.,  38  Fed.  Rep., 
226  (1888),  Texas. 

Mrs.  Houck  was  barred  fi-om  ladies'  car  on  the  ground  of  color.  She  was 
pregnant  and  was  forced  to  ride  on  the  outside  of  the  car,  resulting  in  miscar- 
riage. Verdict  for  plaintiff  on  the  ground  of  unequal  accommodations.  (Inter- 
state cases.) 

Logwood  V.  Memphis  &  C.  R.  R.  Co.,  23  Fed.  Rep.,  318  (1885),  Tenn.: 

Logwood  and  wife  were  colored  people  taking  an  interstate  trip.  Forced 
to  ride  in  a  separate  car,  where  accommodations  were  unequal.  Verdict  for 
defendant  on  the  ground  that  plaintiff  must  show  that  he  was  specially 
damaged. 

Pullman  Palace  Car  r.  Cain  (1897)  ;  40  S.  W..  220,  Texas: 

Cain  bought  a  ticket  from  St.  Louis  to  Galveston,  calling  for  sleeping-car 
reservation.  At  Texns  State  line  was  ejected  from  sleeper,  due  to  separate-car 
law,  and  forced  to  ride  in  a  day  coach.  Verdict  for  plaintiff  on  ground  of  breach 
of  contract  nnd  unequal  accommodations. 

Smith  V.  State  (1898),  46  S.  W.,  566; 

,Ioe  Smith  was  convicted  of  unlawfully  failing  and  refusing  to  assign  certain 
Negroes  to  separate  car  for  colored  passengers.  In  error  to  Supreme  Court  of 
Tennessee.  Defense  that  Tennessee  statute  was  in  violation  of  interstate- 
commerce  clause  of  the  Constitution  for  that  it  attempted  to  regulate  inter- 
state commerce. 

The  application  of  the  Tennessee  law  to  interstate  aiTd  intrastate  passengers 
sustained.    Citing  Hall  r.  Du  Cuir,  95  U.  S.,  on  congressional  inaction. 

I  ask  to  insert  in  the  record  two  newspaper  articles,  one  from  the 
Washinojton  Post  of  September  3,  1919,  and  one  from  the  New  York 
Times  of  September  7,  1919.    They  are  as  follows : 
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[From  Washington  Post.] 

Seek  Racial  Harmony- — Negko  Bishops  Appeal  to  President  and  Governors — 

Ask  for  Full  Civil  Rights — Colored  People  Can  no  Longer  Submit  to 

Injustices,  is  Assertion — End  of  Discrimination  in  Public  Places  and 

Upon  Px:fBLic  Carriers  is  Urged. 

St.  Louis,  Mo.,  September  3,  1919. 

Asserting  that  the  colored  people  of  the  United  States  can  no  longer  submit, 
without  organized  protest,  to  alleged  injustices  practiced  against  them,  the 
board  of  bishops  of  the  African  Methodist  Episcopal  Zion  Church  have  ad- 
dressed an  open  letter  to  President  Wilson,  Congress,  and  governors  of  the 
various  States. 

It  is  the  desire  of  the  board  of  bishops,  according  to  the  letter,  so  to  use  their 
personal  influence  and  direct  the  agencies  at  their  disposal  as  to  promote 
harmonious  relations  betv/een  the  white  and  colored  races. 

The  letter,  in  full,  is  as  follows : 

"As  bishops  of  the  African  Methodist  Episcopal  Zion  Church,  we  feel  called 
upon  to  address  you  upon  certain  serious  conditions  which  obtain  in  our  beloved 
country. 

"  We  note  with  con.5Cious  pride  the  patriotic  sacrifice  which  all  the  people 
of  our  common  country  made  to  secure  the  victorious  peace  in  the  great  World 
War  and  to  secure  freedom  for  all  mankind.  With  equal  pride  and  hopefulness 
we  trusted  that  this  same  spirit  of  patriotism  and  unanimity  of  action  would 
continue  throughout  the  period  of  reconstruction  at  least. 

can  not  overlook  attacks. 

"  We  are  both  surprised  and  pained  at  the  evidences  of  lawlessness  and  in- 
justice so  recently  visited  upon  our  people  in  various  sections  of  our  country. 
The  lynching  i)f  colored  soldiers  in  American  uniform  at  Hickman,  Ky. ;  Hatties- 
burg.  Miss.,  and  other  places ;  the  savage  mobbing  of  old  men  and  women  and 
the  wholesale  lawless  and  brutal  attacks  upon  negroes,  even  in  the  Capital  of 
the  Nation,  Longview,  Tex.,  and  the  '  great  city '  upon  the  Lakes  can  not  be 
overlooked  by  us,  nor  by  any  others  interested  in  the  welfare  of  our  Nation 
and  the  perpetuity  of  our  Government. 

"  As  the  moi-al  and  religious  leaders  of  a  great  denomination  and  the  ac- 
credited spokesmen  for  hundreds  of  thousands  of  self-respecting  and  law-abiding 
citizens,  we  ask  the  exercise  of  your  good  offices  to  correct  these  wrongs  and 
prevent  a  recurrence  of  such  outrages.  We  are  not  unmindful  of  the  faults 
and  shortcomings  of  some  of  our  own  race  and  we  recognize  that  there  are 
those  who  have  not  been  altogether  guiltless,  and  being  anxious  that  the 
American  negro  prove  worthy  of  citizenship  in  every  respect,  we  pledge  our- 
selves and  all  the  agencies  at  our  command  to  eradicate  the  evils  among  us  and 
to  promote  harmonious  racial  relations  and  good  citizenship. 

SEEK  RIGHTS  FOR  NEGROES. 

"  We  believe  that  the  demand  of  the  American  negro  for  full  civic  and  politi- 
cal rights  is  warranted  by  his  services  in  times  of  peace  and  war.  Among 
these  rights  which  we  would  have  guaranteed  by  the  Nation  and  the  sovereign 
States  are :  The  right  to  vote  and  hold  office  under  the  statutes,  without  racial 
restrictions,  the  right  to  own  and  occupy  real  property  wherever  necessity  may 
require  and  his  means  will  allow,  the  right  to  work  unmolested  anywhere  and 
at  any  time  at  the  accustomed  wage  accorded  any  other  American  citizen,  the 
right  of  trial  in  a  court  of  justice  for  any  alleged  offense,  and  the  right  not  to 
be  discriminated  against  on  account  of  race  in  public  places  and  upon  all  public 
carriers. 

"  We  deem  it  wise  to  say  in  this  connection  that  the  question  of  social  inter- 
course between  the  races  has  nothing  whatever  to  do  with  the  rights  and  privi- 
leges referred  to  above.  Social  fellowship  betw^een  races,  like  that  between  in- 
dividuals, is  a  matter  of  personal  choice,  and  is  not  to  be  confused  with  the  in- 
disputable rights  of  American  citizenship. 

WARN   AGAINST  BOLSHEVISM. 

"  In  respect  to  the  un-American  teachings  of  Bolshevists  and  anarchists  we 
counsel  our  people  to  steer  clear  of  them,  thus  maintaining  their  enviable  record 
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of  patriotism  and  loyalty  to  our  country.  We  feel  tliat  we  voice  the  sentiment 
of  the  thoughtful  members  of  our  race  when  we  say  we  can  not  longer  submit, 
without  organized  protest,  to  the  injustices  practiced  against  us  in  various 
sections  of  our  country,  and  we  herel^y  appeal  to  the  Christian  spirit  and 
principle  of  all  the  American  people  to  make  the  highest  and  best  contribution 
to  the  securing  of  the  noble  ends  of  justice  for  all  the  people." 

Mr.  Murray  (continuing).  In  the  following  article  I  have  indi- 
cated by  the  figure  (^)  the  roads  which  operate  Jim  Crow  cars: 

[New  York  Times,  Sept.  7,  1919.] 

Big  Raileoads  Face  $300,000,000  Deficit — Class  1  Lines  Report  Geeater 
Eaenings  for  July,  But  Can  Not  Overcome  Eaely  Handicap — Passenger 
Traffic  Grows — Amount  of  Freight  Handled  Also  Shows  Improvement — 
Increased  in  Pay  Rolls. 

Reports  of  class  1  railroads  of  the  country  to  the  Interstate  Commerce  Com- 
mission for  July  and  the  first  seven  months  of  this  year  show  the  Railroad 
Administration  must  face  an  operating  deficit  at  the  end  of  1919.  '  Although 
the  aggregate  returns  of  all  roads  and  terminals  operated  by  the  Government 
showed  a  slight  improvement  in  July,  over  July,  1918,  there  is  little  evidence 
that  the  deficit  will  be  decreased. 

At  present  the  line  of  1919  earnings  is  running  far  below  the  standard  return 
guaranteed  by  the  Government  to  the  roads  during  its  control,  and  while  July 
records  show  a  net  gain  to  the  Railroad  Administration  of  approximately 
$2,000,000  for  the  month,  this  improvement  is  not  sufficient  to  offset  the  deficit 
piled  up  in  the  first  six  months  to  approximately  $290,52.5,000. 

Had  the  railway  shopmen  accepted  the  pay  increase  awarded  to  them  by  the 
President,  net  earnings  for  July  would  not  have  shown  a  balance  for  the  Rail- 
road Administration  above  the  standard  return,  as  the  payment  of  that  in- 
crease would  have  taken  more  than  $3,500,000  from  the  roads.  The  total  addi- 
tion to  railroad  pay  rolls  because  of  the  award  is  estimated  at  approximately 
$40,000,000  annually.  Net  for  July  this  year  totaled  approximately  $77,000,000, 
as  compared  with  $137,800,000  in  the  same  month  last  year,  and  $92,600,000  in 
July,  1917. 

The  following  tables  give  gross  and  net  earnings  and  their  increase  or  de- 
creases for  July  and  seven  months  of  this  year,  of  a  number  of  the  representa- 
tive carriers : 


Atchison 

Atlantic  Coast  Line  ' 

Baltimore  &  Ohio  ' 

Chesapeake  &  Ohio  '  .•- 

ChicafTO  &  North  \\'estern 

Chicat^o,  Burlington  &  Quincy 

St.  Paul 

Denver  &  Rio  Grande 

Erie 

Great  Northern 

Illinois  Central 

Lehigh  Valley 

Louisville  &  Nashville  ' 

Missouri  Pacific 

New  York  Central 

New  Haven 

Northern  Pacific 

Pennsyhania  Co 

Pennsylvania  Railroad 

Southern  Railway ' 

Southern  Pacific 

Union  Pacific 

Wabash 


July,  1919. 


Gross 
revenue. 


S14,S33,620 

4,612,692 

16, 320, 565 

6,665,251 

13,321,598 

13,06K,386 

12,617,449 

2,840,670 

7, 868, 833 

10,226,746 

9,026,106 

5,731,596 

8,894,919 

7,  774, 548 

28,185,031 

9,612,541 

8,679,736 

10,344,104 

33,753,654 

11,320,442 

14,734,602 

9,064,459 

4,214,716 


Decrease. 


$63, 585 

332, 445 

1,353,892 

307, 5S9 

2  433, 133 

257,332 

154,017 

2  394,442 

81,681 

2  945,155 

1,628,005 

998, 868 

613,803 

2  14,047 

'1,902,037 

2435,557 

2  204,696 

2  249,282 

4,115,546 

1,041,791 

2  670,330 

2  38^  401 

566,337 


Net. 


$3,695,330 

186,571 

2,197,326 

1,419,085 

3,073,621 

2, 688, 059 

3  682,614 

624,229 

386,641 

2,972,376 

799, 731 

786, 494 

1,361,214 

938,294 

7, 054, 523 

1,716,454 

1,808,229 

2,176,915 

3,066,765 

2, 188, 528 

3,249,879 

2,843,211 

466,059 


Decrease. 


$2,420,893 

986, 747 

2,382,325 

814,934 

899, 075 

1,568,953 

2,962,238 

2  267,651 

147,396 

2433,749 

2, 169, 874 

928, 987 

1,425,924 

696,654 

149, 922 

1,076,704 

505,130 

815,844 

7,077,434 

2,168,632 

1,156,041 

1,222,438 

1,044,874 


'  Operate  Jim  Crow  cars. 


2  Increase. 


3  Deficit. 
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Atchison 

Atlantic  Coast  Line  ' 

Baltimore  &  Ohio  i 

Chesapeake  &  Ohio 

Chicago  &  North  Western 

Chica'i'o,  Burlington  &  Quinc" 

St.  Paul .". 

Denver  iV  Eio  Grande 

Frie 

Great  Northf^rn 

Illinois  Central 

Lehigh  Valley 

Louisville  ct  Nashville  i 

Missoiii  i  ra''ific 

New  ■V'ork  Central 

New  Haven 

Northern  Tacific 

Pennsylvania  Co 

Pennsylvania  R.  R 

Southern  Ry.i 

Southern  Pacific 

Union  Pacific 

Wabash 


Seven  months  ended  July  31, 1919. 


Gross 
revenue. 


2.50,467 
471,601 
080,417 
443,383 
871,922 
553,471 
710, 902 
933, 257 
700,458 
498,930 
379, 932 
056, 879 
354, 090 
781, 249 
998,641 
147,  716 
249, 960 
964, 459 
379, 929 
372, 555 
736,529 
516, 716 
945,568 


Increase. 


$5,930,901 
6,300,229 
9,414,343 
4,429,570 

11,123,938 
6, 130, 156 

13, 022, 680 
973, 785 
5,661,860 
9, 158, 913 
1,204,701 
1, 131, 894 
6,850,574 
1,954,794 

20,986,312 
2, 566, 617 
3,751,686 

10,126,329 

18,387,382 
5, 875, 712 
9,772,111 
9, 756, 057 
2,304,484 


Net. 


S16,464,407 
4,728,999 

3  1,221,346 
7,183,425 
7,316,026 

12,592,800 

3  36,334 

2,156,311 

3  1,974,591 
5,798,072 
2,759,485 
1,504,385 
5,087,527 
2,426,940 

22,719,958 
3,352,081 
7,261,160 
4,480,895 
8,522,670 
4,954,997 

12,673,700 

16,777,380 
1,780,890 


Decrease. 


$7,713,334 

1,395,753 

2,5f>4,667 

2  802,729 

2,fi57,740 

2  685,003 

473, 142 

298, 518 

2,971,986 

S4, 814, 533 

3,321,717 

255,818 

4,057,364 

4, 342, 348 

2  8,996,274 

1,922,483 

1,079,037 

2  3, 308, 639 

2  632,  .551 

11,460,534 

1,384,374 

2  1,200,298 

952,090 


1  Operate  Jim  Crow  cars. 


2  Increase. 


3  Deficit. 


One  liulication  of  improvement  is  found  in  the  volume  of  freight  business  han- 
dled in  July.  While  this  was  considerably  lower  than  in  .July  1918,  and  1917, 
the  decrease  is  less  than  was  reported  for  June,  1919,  The  actual  decrease  in 
July  freight  traffic,  as  compared  with  the  corresponding  month  a  year  ago,  was 
approximately  11  per  cent. 

Compared  with  freight  traffic  handled  by  the  carriers  in  the  three-year  test 
period,  upon  which  the  standard  return  was  based,  an  increase  of  about  25  per 
cent  is  evident.  Passenger  traffic  showed  a  gain  over  July,  1918.  This  was 
attributable  to  tliQ  fact  that  with  the  end  of  the  war  Americans  who  had  fore- 
gone their  vacations  in  1918  took  them  in  1919.  More  vacation  travel  also  was 
evident  this  year  because  of  Increased  wages  and  salaries. 

Earnings  should  continue  to  improve  through  the  fall,  but  unless  the  improve- 
ment assumes  unexpected  proportions  present  indications  point  to  an  operating 
■deficit  for  the  Railroad  Administration  of  from  $300,000,000  to  $350,000,000  at 
the  close  of  the  year. 

Mr.  Murray  (continuing).  On  behalf  of  my  organization,  I  want 
to  thank  the  committee  for  its  earnest  attention  to  all  the  pleas  that 
have  been  made. 

The  Chairman.  The  committee  wishes  to  thank  Mr.  Madden  and 
those  who  have  been  here  and  have  been  heard  for  the  very  clear  and 
logical  way  in  which  you  have  presented  your  views. 

LETTER  SUBMITTED  BY  MR.  W.  E.  HENDERSON. 

Indianapolis,    Ind., 

September  3,  19 W. 
To  the  Interstate  and  Foeeign  Commeece  Committee, 

Washmgton,  D.  G. 
Gentlemen  :  I  beg  leave  to  state  that  on  February  2,  1919,  I  made  a  business 
trip  to  Oklahoma  City,  Okla.,  in  company  with  Mr.  AV.  T.  De  Vore,  a  white  man, 
to  attend  a  meeting  of  the  board  of  directors  of  a  corporation  of  which  we 
were  directors.  We  traveled  over  the  Penn-Frisco  Lines.  Our  trip  was 
pleasant  and  uneventful  until  we  came  to  a  junction  on  the  Frisco  line  known 
as  Ashton,  near  the  Missouri-Oklahoma  line.  The  time  was  half-past  8 
in  the  evening.  We  were  due  in  Oklahoma  City  in  the  morning.  My  friend  and 
I,  being  tired  out,  concluded  to  take  a  sleeper  for  the  night.     When,  pursuant 
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to  this  idea,  we  .-ipplied  to  the  eoiuhictor  of  the  sleeper,  he  told  us  that  we  hud 
plenty  of  time  to  so  to  the  ticket  ollico.  We  went  to  the  ticket  otRce  where 
Mr.  l)e  Vore  was  immediately  acconnnodnted.  Tiie  agent  said  to  me,  "  Are 
you  white  or  colored?" 

I  told  him  thiit  I  was  colored.  The  conductor  of  the  train  was  present, 
signinji'  an  order  or  attendin;^  to  some  other  jiart  of  his  routine  woi-k.  The 
ajient  turned  to  him  and  .said,  "  What  about  that,  captain?"  Tlie  conductor, 
after  eyeinj;"  me  (piizzically,  addi-essed  me.  "  You  are  not  a  colored  man,  are 
you?"    To  tliis  question,  I  replied  in  the  alUrmative. 

On  hearinji'  my  answer,  the  conductor  turned  to  the  agent  and  said,  "No." 
Tlien  turning  to  me  again,  he  .said,  "  No  niggers  are  permitted  to  ride  in  Pull- 
man cars  in  this  State."  "  Tiiat  is  i-ather  hard,"  I  said.  "I  thougiit  that 
in  your  State  all  passengers  are  entitled  to  equal  accommodations;  then  again, 
sir,  1  am  an  intraslate  i)ns.senger  and  therefore  entitled  to  better  treatment 
at  your  hands.  I  have  been  traveling  now  since  Saturday  night  and  I  am 
tired  and  sick  and  want  a  rest." 

At  this,  tlie  agent  said,  "  I  don't  know  what  to  say." 

"  If  you  sell  him  a  ticket,  I  will  not  honor  it  and  will  make  liim  get.  out. 
We  don't  permit  niggers  to  ride  in  chair  cars."  This  from  The  conductor  to  the 
agent  and  me. 

I  called  his  attention  to  the  fact  thai:  the  National  Government  owned  the 
roads  and  that  therefore  the  State  law  did  not  apply.  To  this  argument  he 
made  no  reply.  Again  1  appealed  to  the  conductor  of  the  interstate  sleeper,  but 
he  only  said,  "You  will  have  to  buy  your  ticket  from  the  agent." 

I  gave  up  and  went  througii  two  lai"ge,  airy,  connnodious  coaches,  one  a  day 
coach  and  the  olher  a  chair  car,  both  scai'cely  half  tilled,  to  occupy  a  seat  in 
the  .Tim  Crow  car  of  six  seats.  This  coach  was  next  to  Uio  baggage  or  mail- 
coach ;  it  had  no  water,  and  was  occui»ied  liy  the  conductor  and  the  porter 
when  in  transit.  My  wJiite  friend  i-ested  comfortably  in  a  sleeping  car  while 
I  fomul  scant  comfort  sitting  up  all  night  in  a  seat  in  the  .Tim  Crow  car. 
There  were  several  colored  soldiers  in  the  car,  returning  to  their  homes  'after 
stM'ving  tlieir  country  in  its  tight  for  world  democracy,  forced,  like  myself, 
to  endnre  this  great  inconvenience  and  humiiiation.  Immediately  upon  my  re- 
turn home,  I  took  this  matter  up  with  the  Hon.  Walker  D.  Hines.  The 
con-espondonce  is  hereto  attaclied.     My  last  letter  is  still  unanswered. 

(Jentlemen,  in  conchisior.  I  wish  to  state  that  we  Negroes  are  eitlier  citizens 
of  the  Uiiiled  States  or  we  are  not.  If  we  are  citizens.  tluMi  the  (yonstitution 
of  the  United  State  should  be  enforced  in  like  manner  with  i-egard  to  all 
citizens  of  this  (xovernmont.  This  (Joverinnent  should  be  too  broad  and  too 
honorable  in  the  treatment  of  its  citizens  to  permit  any  State  in  the  Union 
to  nullify  the  National  Constitxition  by  granting  to  one  class  of  citizens  a 
greater  right  and  more  privileges  than  is  granted  to  a-uother,  and  yet  call  upon 
all  classes  alike  to  nuike  the  .-upreme  sacrifice  in  its  defense.  We,  as  a  race, 
have  lu)  trtmble  when  traveling  in  the  North  ;  we  have  nt)  friction  because  all 
respect  each  other's  constitutional  I'ights.  In  the  South,  on  the  other  hand,  it 
seems  that  tlte  white  people  are  i)eiMoctly  willing  to  ride  beside  the  bank 
robl)er,  anarchist,  bomb  thrower,  or  Bolshevist,  so  tliat  his  face  is  white;  per- 
fectly wilh'ng  to  ride  with  their  male  or  female  servants  and  to  eat  in  the  same 
dining  car  with  them;  but  revolt  at  the  idea  of  coming  into  contact  with  a 
refined  and  educated  colored  man  or  woman.  This  condition  should  not  pre- 
vail in  a  democratic  country  such  as  ours.  Our  democracy  cost  too  nuich 
treasure  and  blood  for  us  to  tolerate  present  conditions  longer. 

I  would  respectfully  suggest  that  throughout  the  country  there  should  be 
a  first  and  second  class  passage,  with  the  same  regulations  as  there  are  on 
steamboats,  not  dependent  on  color  or  race.  The  tirst-class  passenger  should  he 
granted  all  the  privileges  he  is  able  to  pay  for,  while  the  second-class  passenger 
would  be  granted  only  a  limited  accommodation.  In  this  way  the  poor  man, 
white  or  colored,  can  have  the  advantage  of  cheap  travel,  and  those  who  want 
to  and  can  pay  for  extra  accommodations  may  be  supplied  with  them. 

Respectfully  submitted. 

W.  E.  Henderson, 

Attorney  at  Law. 
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STATEMENT  OF  MR.  EARL  H.  MORTON,  PRESIDENT  ORDER  OF 
RAILROAD  STATION  AGENTS,  HOTEL  CONTINENTAL,  WASH- 
INGTON, D.  C. 

The  Chairman.  Mr.  Morton,  please  give  your  name  and  official 
connection  to  the  stenographer. 

Mr.  Morton.  My  name  is  Earl  Hi  Morton ;  I  represent  the  Order 
of  Railroad  Station  Agents,  which  includes  the  freight  and  station 
agents. 

In  order  that  you  gentlemen  may  not  think  that  all  railroad  em- 
ployees believe  in  Government  ownership  of  railroads,  by  vote  of  our 
organization,  which  met  here  on  the  18th  of  May,  we  prepared  for 
presentation  an  analysis  of  the  so-called  Plumb  plan,  fi'om  our  stand- 
point, and  with  your  permission  I  will  read  that  to  the  committee. 

It  is  as  follows: 

THK    A,    B,    C    OK   THE    PLTJMB   PLAN. 

(Tieiiii  E.  I'lunil),  who  is  styled  •'generiil  counsel  for  tlie  (trganized  euii)luyeea 
of  Auierica,"  is  the  author  of  a  plan  for  public  ownership  of  railroads.  The 
projjayanda  for  this  plan  is  beinj^  carried  on  by  an  organization  which  calls 
itself  ••The  Plumb  Plan  League."  This  league  is  distributing  a  pamphlet  en- 
titled •'  The  A,  B,  C  of  the  Plumb  Plan."  It  is  in  question  and  answer  form, 
and  explains  the  plan  ;iiid  gives  the  arguments  for  it  for  popular  consumption. 
It  contains  22  questions  and  answers.  The  following  momoi'andum  comments 
upn  some  of  the  points  sought  to  be  made  in  this  catechism. 

1.  It  is  staled  in  the  "A,  B,  C  "  that  the  Plumb  plan  is  a  plan  for  the  "  public 
ownership  and  democracy  in  the  control  of  the  railroads."  It  is  a  plan  for 
public  ownership,  since  the  Government  is  to  buy  the  railroads  by  the  issuance 
of  bonds,  but  it  is  not  a  plan  for  a  democracy  in  their  control.  The  110,000,000 
people  of  the  United  States  are  to  buy  the  roads.  They  are  to  be  operated, 
however,  by  a  board  of  ].5  directors.  Five  of  tliese  are  to  be  appointed  by  the 
President  of  the  United  States,  live  by  the  officers  of  the  railroads,  and  five  by 
the  classified  employees.  In  other  words,  two-thirds  of  the  directors  are  to 
be  chosen  by  the  approximately  one  and  three-quarters  mil'.ion  persons  on  the 
pay  roll  of  the  railroads,  and  ar(!  to  represent  them.  Democracy  means  rule 
by  the  people.  Under  this  plan  tlie  railroads  will  be  ruled  by  th.it  less  than 
one-fiftieth  of  the  people  who  nre  on  their  pay  roll.  AVhere  is  the  "  democracy  " 
in  a  plan  which  makes  all  the  people  buy  the  railroads  and  turns  them  over  to 
one-fiftieth  of  the  people  to  riui? 

2.  It  is  stated  in  the  "A,  B,  O  "  that  this  [)lan  does  not  me;ui  Government 
operation,  but  "  operation  by  a  board  in  which  those  having  the  responsibility 
have  also  the  authority."  But  those  having  the  authority  over  operati<m  would 
not  have  responsibility  for  results,  since  if  the  earnings  were  not  sutlicient 
to  pay  the  operating  expenses  and  fixed  charges  the  deficits  would  have  to  be 
paid  by  congressional  appropriations,  and  the  taxes  to  pay  these  appropriations 
would  have  to  Ije  levied  by  Congress  on  the  110,000,000  people  of  the  United 
States.  The  plan,  it  is  asserted,  "  is  superior  to  Government  operation,  because 
it  prevents  control  by  an  inefficient  bureaucracy."  There  is  nothing  in  the 
plan  A\hich  will  prevent  the  organization  running  the  railroads  from  degenerat- 
ing into  an  "  inefficient  bureaucracy  "  ;  and  an  "  inefficient  bureaucracy  "  which 
was  a  part  of  the  Government  would  at  least  represent  the  public  and  could 
be  held  responsible  by  it,  but  an  "  inefficient  bureaucracy "  which  was  con- 
trolled by  a  board  of  diiectors  two-thirds  of  whose  members  were  elected  by 
the  officers  and  employees  of  the  railroads  could  not  be  held  responsible  by 
the  public.  The  plan,  it  is  asserted,  "is  a  true  democracy,  since  it  gives  the 
men  engaged  in  the  industry  a  voice  in  its  management."  It  gives  them  a  two- 
thirds  voice  in  the  management,  while  the  public,  which  is  to  furnish  all  the 
capital  to  buy  the  railroads  and  is  to  pay  all  of  any  deficits  which  may  be  in- 
curred, has  only  a  one-third  voice. 
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3.  Under  "  What  becomes  of  the  surplus? "  it  is  stated,  "After  operating 
expenses  are  paid  and  fixed  charges  are  met,  including  the  interest  on  outstand- 
ing Government  securities,  the  surplus  is  divided  equally  between  the  Govern- 
ment and  the  men."  But  suppose  there  is  a  deficit  to  be  met?  The  deficit 
under  Government  operation  of  the  railroads  is  now  running  at  the  rate  of 
three-quarters  of  a  billion  dollars  a  year,  and  the  public  has  to  pay  it  all. 
Under  the  Plumb  plan  if  there  was  a  surplus  it  would  be  divided  between  the 
public  (Government)  and  the  men,  while  if  there  was  a  deficit  it  would  not 
be  divided  between  the  Government  and  the  men,  but  the  Government  (public), 
as  at  present,  would  have  to  pay  it  all  from  taxes. 

4.  The  plan  proposes  that  the  part  of  the  surplus  going  to  the  men  shall 
be  divided  among  them  in  proportion  to  their  salaries,  but  that  tl^e  managerial 
employ(^es  (officers)  shall  not  be  paid  twice  as  much  in  proportion  from  the 
surplus — if  there  is  one — as  the  classified  employees  are.  "  The  chief  argu- 
ment against  the  plan,"  says  the  "A,  B,  C,"  "  is  that  the  public  loses  control 
of  its  own  property  and  that  the  men  in  charge  can  not  be  prevented  from  com- 
bining to  pay  themselves  extortionrite  wages.  This  method  of  sharing  dividends 
(surplus)  sets  up  a  natural  barrier  against  collusion.  *  *  *  Since  operating 
officials  would  lose  dividends  if  wages  were  increased,  it  acts  automatically 
to  prevent  collusion  between  labor  dii-ectors  and  the  ojierating  directors  to 
outvote  the  public's  directors  in  raising  wages  beyond  a  reasonable  level." 
This  reasoning  is  wholly  fallacious.  Both  salaries  and  wages  are  to  be  fixed 
by  the  board  of  directors,  two-thiixls  of  whose  members  will  be  representatives 
of  the  officers  and  employees.  It  will  never  be  known  whether  a  surplus  is 
going  to  be  earned  until  after  the  results  of  each  year's  operations  are  known. 
Therefore  there  will  always  be  doubt  as  to  whether  a  surplus  will  be  earned. 

On  the  other  hand,  if  by  collusion  the  officers  and  employees  raise  their 
Sf^laries  and  wages,  they  will  be  sure  to  get  the  increased  salaries  and  wages. 
Which  will  the  officers  be  more  likely  to  do — to  collusively  agree  with  the  em- 
ployes to  raise  salaries  and  wages  or  to  wait  until  the  end  of  the  year's  opera- 
tions to  find  out  whether  there  is  going  to  be  any  surplus  to  divide?  To  most 
people  "  a  bird  in  the  hand  is  worth  two  in  the  bush,"  and  the  Plumb  plan 
will  never  prevent  railway  officers  and  employees  fi'om  recognizing  the  fact 
that  it  is  better  to  take  a  raise  in  wages  or  salaries  which  is  certain  than 
to  wait  to  get  part  of  a  surplus  which  may  never  materialize. 

5.  The  "A,  B,  C  "  after  having,  as  quoted  above,  tried  to  demonstrate  that 
there  will  be  no  collusion  betv\-een  the  officers  and  employees  to  raise  salaries 
and  wages,  and  therefore  no  deficit,  adds  "  that  the  public  will  have  further 
protection  because  the  rate-making  power  remains  with  the  Interstate  Com- 
merce Comnnssion.  and  if  wages  are  raised  so  high  that  rates  had  to  be  in- 
creased the  commission  could  refuse  to  change  them,  and  shippers  might 
appeal  to  the  courts  for  redress.  If  the  operation  by  the  directors  results  in 
a  deficit.  Congress  can  revoke  their  charter."  These  statements  tacitly  admit 
several  things:  First,  that  salaries  and  wages  might  be  advanced  under  this 
plan  so  much  that  rates  would  have  to  be  advanced  or  a  deficit  incurred ; 
second,  that  shippers  woiUd  have  no  means  of  defending  themselves  in  case  the 
Interstate  Commerce  Conunission  pernntted  excessive  advances  in  rates  except 
to  appeal  to  the  courts ;  third,  that  a  deficit  might  be  incurred ;  and  fourth, 
that  the  only  remedy  Congress  would  have  if  the  directors  persisted  in  so 
operating  the  railroads  as  to  incur  a  deficit  would  be  to  revoke  their  charter. 

A  plan  under  which  shippers  may  have  to  appeal  to  the  courts  for  protection 
against  excessive  rates,  due  to  excessive  salaries  and  wages,  will  not  appeal 
very  forcibly  to  shippers.  A  plan,  whose  authors  adnnt  it  is  such  that  under 
it  the  only  protection  the  public  would  have  against  persistent  deficits  would  be 
to  apply  to  the  Congress  to  revoke  the  directors'  charter,  probably  will  not 
forcibly  appeal  to  the  tax-paying  public.  The  authors  of  this  plan  admit  that 
Government  operation  is  undesirable.  But  if  the  Government  should  buy  the 
railroads  and  was  obliged,  because  of  persistently  recurring  enormous  deficits, 
to  revoke  the  chai'ter  of  the  Plumb  plan  directors,  the  Government  would  have 
the  operation  of  the  I'ailroads  on  its  hands  again,  and  this  time,  instead  of  hav- 
ing private  ownership  and  Government  operation  as  at  present,  we  should 
have  both  Government  ownership  and  operation. 

0.  It  is  repeatedly  contended  in  this  "A,  B,  C "  that  the  adoption  of  the 
Plumb  plan  would  result  in  a  i-eduction  of  rates.  Let  us  look  at  the  facts  as 
they  actually  are  at  present  and  then  compare  them  with  the  alleged  facts  as 
given  in  the  "A,  B.  C."  At  the  end  of  the  year  1916  the  investment  in  the 
properties  of  the  railroads  as  reported  to  the  Interstate  Commerce  Commission 
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was  $17,525,576,508  (annual  report  of  Interstate  Commerce  Commission  for 
1917,  pp.  36-37).  It  is  now  approximately  .$18,000,000,000.  The  "A,  B,  C  "  says: 
"  The  public  can  obtain  the  money  to  purchase  the  lines  at  4  per  cent,  whereas 
the  public  is  now  charged  rates  to  guarantee  the  roads  6i  per  cent  on  their 
money."  This  statement  is  untrue.  The  railroads  have  never  been  guaranteed 
6i  per  cent. 

They  are  now  guaranteed  about  5i  per  cent.  Their  net  operating  income  on 
property  investment  never  has  been  reported  by  the  Interstate  Commerce  Com- 
mission at  more  than  6  per  cent,  except  in  1917.  Suppose,  however,  that  they 
were  allowed  to  earn  6i  per  cent  on  $18,000,000,000.  The  net  operating  income 
available  for  interest,  dividends,  and  improvements  would  then  be  $1,170,000,000 
a  year.  During  the  tirst  hve  months  of  1919,  under  Government  operation,  the 
railroads  earned  only  one-third  as  much  net  operating  income  as  they  did  during 
the  first  five  months  of  1917  under  private  operation.  At  this  rate,  their  net 
operating  income  for  the  year  1919  would  be  only  about  $400,000,000,  and  rates 
would  have  to  be  raised  enough  to  increase  net  operating  income  $750,000,000  a 
year  in  order  to  enable  them  to  earn  62  per  cent  upon  their  property  investment. 

The  "A,  B,  C  "  says  that  the  Government  could  buy  the  railroads  and  pay 
only  4  per  cent  upon  the  investment.  Pour  per  cent  upon  $18,000,000,000  would 
be  only  $720,000,000,  while  64  per  cent  would  be  $1,170,000,000,  and  therefore  it 
is  estimated  that  a  saving  of  over  $400,000,000  a  year  would  be  made.  But 
since  the  railroads  are  now  earning  at  the  rate  of  only  about  $400,000,000  net 
operating  income  a  year,  and  as  interest  at  the  rate  of  4  per  cent  would  be 
$720,000,000,  it  Is  evident  that  earnings  at  the  present  rate  would  leave  a  deficit 
of  about  $320,000,000  a  year  to  be  paid  from  taxes  even  if  the  Government 
bought  the  roads  on  the  basis  of  their  present  property  investment  and  issued 
4  per  cent  bonds,  unless,  in  order  to  stop  the  deficit,  rates  were  advanced. 

But  how  can  it  be  assumed  that  the  Government  could  raise  enough  money 
to  buy  the  railroads  by  issuing  4  per  cent  bonds?  It  had  to  issue  bonds  paying 
as  much  as  4|  per  cent  in  order  to  carry  on  the  war ;  and  its  4  per  cent  bonds 
are  now  selling  for  only  $93.  Can  it  be  assumed  that  it  could  issue  bonds 
cheaper  with  which  to  buy  the  railroads  than  it  could  issue  them  to  carry  on 
the  vv-ar?  The  assumption  is  absurd.  If  it  bought  the  railroads  for  $18,000,- 
000,000,  it  would  have  to  pay  at  least  5  per  cent  interest,  or  $900,000,000  a  year 
upon  the  bonds.  Instead  of  the  saving  in  the  capital  charge  being  $400,000,000 
a  year,  as  estimated  in  the  "A,  B,  C,"  it  would  then  be  only  the  difference  be- 
tween Qi  per  cent  and  5  per  cent,  or  about  $270,000,000  a  year.  Since  the  rail- 
roads are  now  earning  at  the  rate  of  only  about  $400,000,000  net  operating  in- 
come a  year,  and  as  the  interest  at  5  per  cent  on  the  bonds  issued  by  the  Govern- 
ment would  be  $900,000,000,  it  would  actually  be  necessary  to  raise  rates  to  the 
extent  of  about  $500,000,000  a  year  in  order  to  stop  the  deficit  now  being 
incuri'ed. 

7.  The  "A,  B,  C  "  evidently  anticipate  this  statement  of  facts,  for  it  says  that 
"  on  an  honest  valuation  "  the  railroads  would  be  bought  for  one-half  their 
reported  property  investment.  There  is  absolutely  no  foundation  in  fact  for 
this  assertion.  The  only  evidence  that  can  be  cited  in  support  of  it  is  that  the 
capitalization  and  property  investment  statements  of  some  of  the  railroads  in 
the  United  States  are  inflated.  On  the  other  hand,  however,  some  railroads 
have  actually  had  invested  in  them  much  larger  sums  than  are  represented  by 
their  statements  of  capitalization  and  property  investment. 

For  example,  the  Pennsj'lvania  liailroad  systems  alone  represent  an  invest- 
ment of  $400,000,000  more  than  is  shown  in  its  property  investment  statement. 
Any  physical  valuation  of  the  railroads  which  might  be  made  would  be  equal 
for  the  railroads  as  a  whole  to  their  reported  property  investment  as  a  whole — 
and  if  a  valuation  should  be  made  on  the  basis  of  the  cost  of  reproduction 
with  present  costs  of  labor  and  materials,^  it  would  probably  be  nearer  $25,- 
000,000,000  than  $18,000,000,000. 

8.  The  "A,  B,  G  "  adds,  "A  further  saving  would  be  in  the  operation  of  the 
roads  as  a  unified  system  which  permits  the  interchange  of  equipment,  the 
end  of  wasteful  competition  and  greater  economics  in  buying  supplies."  But 
the  railroads  have  been  operated  as  a  unified  system  for  a  year  and  a  half. 
The  present  Director  General  of  Railroads,  Mr.  Walker  D.  Hines,  in  testify- 
ing before  the  House  Committee  on  Appropriations  on  June  3,  said,  "  I  think 
we  have  already  gotten  the  benefit  both  last  year  and  early  part  of  this  year 
of  the  economics  from  unification."  He  indicated  that  the  only  hope  of  effect- 
ing further  economics  under  unification  is  by  getting  a  better  class  of  labor. 
While   the    "  economics "    of   unification    have    been   going   on,    the   prices   of 
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materials  and  supplies  have  increased  35  to  40  per  cent,  wages  of  labor  about 
52  per  cent,  and  the  operating  expenses  of  the  railways  57  per  cent ;  and  after 
a  year  and  a  half  of  unified  operation  the  operating  expenses  of  the  roads  are 
running  at  the  rate  of  $1,600,000,000  a  year  more  than  they  were  two  years  ago. 
In  view  of  the  fact  that  operating  expenses  have  increased  about  $1,600,- 
000,000  a  year  under  "  unfied "  opei-ation  while  the  largest  amount  of  net 
operating  income  that  the  railways  under  private  operation  ever  had  in  one 
year  was  something  over  $1,000,000,000,  it  is  evident  that  the  effect  on  expenses 
is  far  more  important  than  the  effect  which  it  will  have  upon  the  capital 
charges.  At  the  present  time  operating  expenses  per  year  are  about  five  times 
as  much  as  the  capital  charge  of  the  railroads.  Therefore,  a  system  which 
would  afford  the  railroad  officers  and  employees  an  incentive  to  keep  down 
operating  expenses  is  far  more  likely  to  keep  down  rates  than  a  system  like 
the  Plumb  plan,  which  is  aimed  almost  entirely  at  keeping  down  the  capital 
charge.  But,  it  is  said,  under  the  Plumb  plan  the  officers  and  employees  would 
have  an  incentive  to  promote  efficiency  in  operation,  because  the  lai'ger  the 
net  earnings  of  the  railroads  were  the  larger  would  be  the  surplus  of  which 
they  would  get  a  part.  For  reasons  already  indicated,  however,  they  would 
have  far  more  incentive  to  increase  expenses  by  increasing  their  own  salaries 
and  wages  than  to  keep  down  expenses  in  order  to  earn  a  surplus,  because 
when  they  advanced  their  own  salaries  and  wages  they  would  be  sure  of  what 
they  would  get,  while  they  would  never  know  whether  a  surplus  was  going 
to  be  earned  until  the  end  of  the  operating  year;  and  most  men  prefer  to 
take  a  raise  in  salary  or  wages  which  is  certain  than  to  wait  to  get  part 
of  a  surplus  which  is  likely  never  to  materialize. 

9.  The  "A,  B,  C  "  asserts  that  "  under  this  plan  passenger  rates  of  1^  cents 
a  mile,  and  a  reduction  of  freight  rates  by  40  per  cent  appear  reasonable.  On 
the  basis  of  present  traffic  and  earnings,  to  reduce  passenger  rates  to  1*  cents 
would  reduce  passenger  earnings  $640,000,000  a  year,  and  to  reduce  freight 
rates  40  per  cent  would  reduce  freight  earnings  $1,800,000,000  a  year.  This 
would  make  the  total  reduction  in  earnings  about  $2,200,000,000  a  year.  The 
operating  expenses  and  taxes  of  the  railroads  are  now  running  at  the  rate 
of  about  $4,200,000,000  a  year.  The  total  earnings  are  running  at  the  rate  of 
about  $4,700,000,000.  Since  a  reduction  in  passenger  rates  to  1*  cents  and 
of  freight  rates  to  40  per  cent  would  reduce  the  total  earnings  by  $2,200,000,000 
a  year,  the  earnings  per  year  left  after  these  reductions  were  made  would  be 
only  about  $2,600,000,000. 

But,  as  already  shown,  the  operating  expenses  and  taxes  are  running  at 
the  rate  of  $4,200,000,000  a  year.  It  follows  that  after  passenger  rates  have 
been  reduced  to  a  cent  and  a  half  and  freight  rates  had  been  reduced  40 
per  cent,  the  total  earning  of  the  railroads,  on  the  basis  of  the  present  traffic 
and  operating  expenses,  would  be  $l,600,0p0,000  less  than  enough  barely  to 
pay  the  operating  expenses  and  taxes.  If,  however,  reductions  in  rates  are 
to  "be  made  which  will  reduce  the  earnings  per  year  $1,600,000,000  below  bare 
operating  expenses  and  taxes,  where  is  the  money  to  come  from  to  pay  the 
Interest  upon  the  bonds  that  the  public  is  to  issue  to  buy  the  railroads?  The 
operating  deficit  alone  would  be  $1,600,000,000  a  year,  and  if.  in  addition, 
the  public  had  to  pay  interest  at  5  per  cent  on  $18,000,000,000  in  bonds,  or 
$900,000,000  interest  a  year,  the  total  annual  deficit  would  be  $2,500,000,000 
a  year,  all  of  which  the  public  would  have  to  pay  in  taxes. 

10.  This  is  where  the  "  A,  B,  C  of  the  Plumb  plan "  finally  lands  us— in 
a  railroad  deficit  of  $2,500,000,000  a  year,  which  must  be  paid  from  taxes. 
Of  course,  the  authors  of  the  plan  know  that  with  wages  on  the  present  basis 
it  is  absurd  to  talk  about  reducing  passenger  rates  to  1*  cents  aiul  freight 
rates  40  per  cent.  As  has  been  shown,  after  these  reductions  have  been  made, 
the  total  earnings  of  the  railroads  per  year  on  the  basis  of  present  traffic 
would  be  only  $2,600,000,000.  The  wages  being  paid  to  railroad  labor  are 
now  running  at  the  rate  of  over  $2,700,000,000  a  year.  In  other  words,  the 
earnings,  after  these  proposed  reductions  in  rates,  would  not  even  pay  the 
wages  of  the  employees.  This  talk  about  big  reductions  in  rates  manifestly 
is  thrown  in  entirely  for  the  p\irpose  of  preventing  opposition  to  the  plan  by 
persons  especially  interested  in  having  railway  rates  kept  down. 

11.  Under  the  Plumb  plan  officers  of  the  railways  are  to  elect  five  members 
of  the  board  of  directors  which  will  run  the  railroads  and  the  employees  will 
elect  five.  Nothing  is  said,  however,  about  how  these  directors  are  to  be 
elected.  Presumably  any  railroad  officer  from  a  trainmaster  to  a  president 
could  be  elected  to  the  board  of  directors,  and  doubtless  railway  officers  of 
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all  classes  would  go  out  and  elfctioneer  to  get  themselves  elected  to  the  board. 
Of  course,  however,  the  ollicers  of  lower  rank,  such  as  trainmasters  and  yard- 
masters,  are  more  numerous  than  the  officers  of  higher  rank,  such  as  general 
managers.  Therefore,  a  trainmaster  would  be  just  as  likely,  pei'haps  more 
likely,  to  be  elected  a  director  as  a  man  who  is  now  a  general  manager  or  a 
president. 

No  doubt  the  employees  are  also  going  to  elect  their  five  directors  after  elec- 
tioneering contests.  Just  how  a  million  and  three-quarters  railway  employees 
scattered  all  over  the  United  States  are  going  to  decide  who  are  the  five  best 
men  to  represent  them  on  the  board  that  is  going  to  run  the  railroads  the 
"  A,  B,  C  of  the  Plumb  plan "  does  not  say.  Doubtless  the  difectors  repre- 
senting the  employees  would  be  selected  by  means  of  some  kind  of  labor 
union  political  machinery.  What  assurance  would  there  be  that  the  men 
best  fitted  to  direct  the  operation  of  the  railroads  of  the  United  States  would 
be  selected? 

The  unavoidable  conclusion  is  that  the  directors  elected  by  the  officers  and 
employees  would  not  necessarily  be  fit  men  to  serve  as  directors,  but  that,  on 
the  contrary,  the  chances  are  many  to  one  that  they  would  be  unfit  men  for  this 
most  important  work.  The  directors  selected  in  this  way  would  in  turn  select 
the  men  who  would  have  direct  charge  of  the  operation  of  the  railroads.  Since 
the  directors  would  be  anxious  to  keep  their  jobs,  they  would  be  pretty  sure  in 
selecting  the  men  who  were  to  operate  the  railroads  to  appoint  men  who  would 
use  their  influence  to  help  reelect  the  directors.  Since  the  wages  and  salaries  of 
the  officers  and  employees  would  not  depend  at  all  upon  how  efficiently  they  did 
their  work — because  the  wages  and  salaries  would  be  fixed  by  the  board  of  direc- 
tors which  the  officers  and  employees  had  selected — there  would  be  no  incentive 
to  appoint  men  to  the  chief  operating  positions  on  the  railroads  because  of  their 
fitness  for  their  jobs.  But  if  the  ablest  man  in  the  raili-oad  service  were  not 
given  the  most  important  position  in  the  service,  they  would  inevitably  leave  the 
railroad  business,  thus  depriving  it  of  its  brains.  It  is  necessary,  however,  to 
have  men  of  experience  and  to  give  them  positions  of  the  greatest  I'esponsibility 
and  authority  if  efficient  operation  Is  to  be  secured. 

The  Plumb  plan  is  the  best  plan  which  has  ever  been  devised  to  drive  the 
brains  out  of  the  railroad  business,  to  completely  destroy  the  efficiency  of  opera- 
tion, to  cause  a  tremendous  increase  either  in  passenger  and  freight  rates  or  in 
the  deficit  the  public  would  have  to  pay,  and  to  wreck  the  railroad  system  of  the 
United  States  physically  and  financially.  It  is  so  preposterous  in  every  respect 
that  it  would  not  merit  serious  discussion  but  for  the  fact  that  the  so-called 
Plumb  Plan  League  seems  to  be  securing  the  support  of  large  numbers  of  rail- 
road employees  who  have  not  reaUy  informed  themselves  as  to  what  the  plan  is 
and  as  to  the  way  in  which  it  would  actually  work. 

Earl  H.  Morton, 
President  Order  of  Railroad  Station  Agents. 

Mr.  Morton.  I  have  got  a  few  suggestions,  Mr.  Chairman,  I  should 
like  to  present, 
t     Mr.  Sims.  Have  you' finished  your  preliminary  statement? 

Mr.  Morton.  Yes,  sir.  By  a  vote  of  our  annual  meeting,  which  was 
held  prior  to  the  framing  of  the  Esch  bill,  of  which  I  think  very  favor- 
ably personally,  our  organization  voted  to  go  on  record  at  its  annual 
meeting,  held  in  Washington  Maj'^  18  to  21,  1919,  as  favoring  the 
director  general's  plan  of  retention  of  the  railroads  under  the  present 
form  of  Government  control  for  from  three  to  five  years,  sincerely 
believing  that  if  his  plan  is  given  a  fair  test  under  normal  conditions 
that  it  will  work  out  for  the  best  interests  of  the  general  public.  As  a 
proof  of  this  we  desire  to  call  your  attention  to  the  fact  that  for  the 
first  time  since  the  Government  operated  the  railroads  they  earned  a 
surplus  in  the  month  of  July. 

As  a  solution  of  the  labor  troubles  we  would  recommend  the  estab- 
lishment on  every  system  of  railroad  of  a  labor  council,  at  which  the 
general  manager  and  his  staff  shall  meet  a  committee  of  all  employees, 
regardless  of  their  affiliations,  at  least  once  every  month,  both  sides  to 
play  their  cards  on  the  table  face  up  in  a  spirit  of  fair  play.     This. 
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we  believe,  would  reestablish  the  friendly  relationship  that  was  for- 
merly felt  between  employer  and  employees.  We  further  recommend 
the  permanent  establishment  in  Washington  of  a  wage  board,  whose 
duty  it  shall  be  to  settle  all  questions  of  wages  and  worldng  conditions. 

We  would  recommend  the  addition  to  the  staff  of  the  Interstate 
Commerce  Commission  of  an  expert  body  of  rate  makers,  whose  duty 
it  should  be  to  thoroughly  investigate  and  recommend  to  the  com- 
mission changes  in  the  present  system  of  rates  which  will  insure 
not  only  a  dollar  for  every  dollar  invested,  but  also  the  necessary 
percentage  for  overhead  charge  and  interest  thereon. 

That  there  be  a  radical  change  made  in  the  present  system  of 
making  repairs,  whereby  minor  repairs  could  be  made  by  local  trades- 
men under  the  direction  of  the  agent,  and  a  receipted  bill  turned  in 
therefor. 

That  agents  be  authorized  to  settle  all  claims  for  loss  and  damage 
w^ith  the  consignees  on  the  spot,  thus  reducing  the  excessive  expense 
of  the  claim  department. 

That  rates  on  such  commodities  as  coal,  steel,  iron,  cement,  brick, 
stone,  lumber,  and  all  building  material  be  increased,  and  that  rates 
on  all  foodstuffs  and  necessities  of  life  be  reduced,  and  thus  assist  in 
reducing  the  present  high  cost  of  living. 

That  the  present  system  of  carrying  150  pounds  of  baggage  free 
be  abolished. 

That  the  present  sj^stem  of  fixing  compensation  in  the  carrying  of 
mail  based  on  weights  taken  once  in  four  years  be  changed  to,  one 
year,  in  order  that  the  railway  systems  may  receive  fair  and  just 
compensation  for  the  transportation  of  United  States  mail.  That 
there  be  a  charge  for  all  services  rendered  by  railroad  employees  to 
the  Postal  Department  which  is  now  rendered  free,  in  order  that  the 
railroads  may  get  the  benefit  of  all  service  of  their  employees. 

That  the  expense  of  the  accounting  department  be  reduced  by  the 
introduction  of  more  up-to-date  machiner^y. 

That  all  short-line  railroads  be  ta(ven  over  by  the  Government 
immediately  if  the  present  form  of  Government  control  is  to  con- 
tinue. 

I  heard  something  said  here,  Mr.  Chairman ;  I  heard  a  good  deal 
said  before  this  very  able  committee  about  the  condition  of  the  rail- 
roads, and  there  is  no  question  but  what  they  are  in  serious  trouble^, 
and  it  goes  back  a  great  many  years,  as  I  can  say  as  an  agent  having 
an  experience  of  31  years. 

I  have  a  little  clipping  here,  cut  out  of  one  of  the  Boston  papers, 
which  I  am  going  to  leave  with  you,  as  it  might  be  of  interest  to  you 
gentlemen. 

Mr.  Si3is.  Why  not  read  it  to  us  ? 

Mr.  MoRTox.  i  will  not  take  but  a  minute.    It  is  as  follows : 

In  all  of  these  railroad  controversies  there  is  one  bright  example  of  old-time 
ownership  that  stands  conspicuously  above  all  others — the  Lynn,  Revere  Beach 
&  Boston  Railroad.  Under  the  guidance  of  Hon.  Melvin  O.  Adams,  the  railroad 
continues  to  pay  good  dividends  and  the  employees  are  satisfied.  Whatever 
labor  troubles  tliere  may  bo  are  kept  to  themselves,  and  the  public  continues 
to  enjoy  good  service  and  courteous  treatment  from  employees ;  if  any  ques- 
"tions  are  asked,  they  are  answered  pleasantly  instead  of  indifferently. 

Of  course,  the  narrow  gauge  is  a  funny  little'  line  and  one  takes  a  hop  skip, 
and  a  .lump  to  go  from  lioston  to  Lynn.  First  a  ferry  ride,  then  a  ride  in  a 
short  timnel  beneath  part  of  e;istern  Boston  (perhaps  the  best  way  to  view  East 
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Boston) ,  then  over  trestles  and  a  incturesque  trip  among  some  of  the  most  palatial 
dog  houses  (on  a  large  scale)  in  the  country,  wliere  awaiting  autos  overshadow 
the  "  mansions  "  of  bath-robed  owners.  The  marshes  are  always  "  fresh  "  with 
salt-water  breezes,  and  then  the  little  old  road  ends  amidst  the  odor  of  tan- 
neries and  shoe  shops  in  the  busy  shoe  city  itself.  The  fares  are  i-e:is(mable 
and  the  running  time  is  not  too  bad  for  the  average  business  man.  In  fact, 
people  of  Lynn  and  way  .stations  along  the  narrow-gauge  line  are  fortunate  in 
having  this  little  raili'oad,  which  isn't  .so  little  after  all.  If  this  line  can  be 
made  to  pay  stockholders  and  at  the  same  time  satisfy  employees,  there  is  no 
reason  why  other  lines  could  not  be  made  to  pay  and  serve  both  stockholders  and 
emi)loyees,  as  well  as  to  meet  the  demands  of  the  public.  Possibly  the  road  is 
more  free  from  trouble  breeders  than  some  roads,  in  which  case  that  is  an  asset 
in  itself. 

We  agree  with  that  sentiment,  Mr.  Chairman. 

The  Chairman,  Are  you  under  the  Federal  administration  in  -auj 
capacity  ? 

Mr.  Morton.  No,  sir ;  I  am  the  chief  executive  of  my  organization. 
It  is  not  affiliated  with  tlie  American  Federation  of  Labor.  They 
may  tell  you  that  we  are  outside  the  pale,  but  we  have  our  own  par- 
ticular and  peculiar  ideas  about  how  we  shall  handle  our  troubles,  and 
we  believe  in  getting  together  with  our  officials  and  playing  fair.  I 
think  that  is  about  all  that  is  needed  in  the  situation. 

The  plan  which  I  have  spoken  of,  of  getting  the  employees  and  the 
general  manager  and  his  staif  together  once  a  month  was  instituted 
by  one  of  the  greatest  railroad  executives  in  this  country,  and  he  was 
made  a  goat,  Mr.  Charles  S.  Mellen.  He  met  his  employees  in  a  labor 
council  the  same  as  he  met  his  directors,  on  the  same  day,  in  the  morn- 
ing, and  he  settled  their  troubles  justly,  and  they  went  away  contented. 
It  is  the  little,  harrowing  grievances  that  our  people  unfortunately 
do  not  see  and  do  not  meet  which  cause  all  the  unrest  and  unhappi- 
ness  among  the  railroad  people.  As  a  whole,  they  are  pretty  good 
fellows. 

The  Chairman.  Are  you  connected  with  any  adjustment  boards? 

Mr.  Morton.  No,  sir;  I  appear  before  the  board  of  wages  and 
working  conditions  here  in  Washington  and  I  have  got  some  statis- 
tics here  that  have  been  compiled  by  the  board  of  expert  statisticians 
employed  by  the  Government,  which  are  absolutely  reliable,  and 
which  might  give  a^ou  some  insight  into  just  what  returns  the  em- 
ployees have  had. . 

The  Chairman.  We  are  very  desirous  to  have  them.  If  you  have 
got  it  and  will  present  it  as  a  part  of  your  hearing  it  will  be  appre- 
ciated. 

Mr.  Morton.  I  have  it  right  here.  I  can  read  it  or  turn  it  over  to 
your  stenographer. 

The  Chairman.  You  had  better  incorporate  it  in  your  hearing, 
perhaps. 

(The  paper  referred  to  is  here  printed  in  full,  as  follows:) 

Machinists,  49.9  cents  per  hour.  Make  the  first  column  December,  1917.  49.9 
cents  per  hour. 

The  average  time  for  the  federated  shop  trades,  as  a  class,  being  estimated  at 
9^  hours  per  day.  at  the  average  rate  of  49.9  cents  per  hour,  produced  the 
equivalent,  on  an  eight-hour  basis,  if  no  reduction  had  been  made  in  their  earn- 
ings, an  hourly  rate  of  59.25  cents. 

The  minimum  rate  established  by  supplement  No.  4  for  this  class  of  em- 
ployees was  GS  cents  per  hour.  The  average  net  hourly  increa.se  was  8.75  cents 
per  hour,  whereas  the  apparent  increase  was  18.1  cents  per  hour. 
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Mr.  Denison.  What  is  the  difference  between  actual  increase  and 
indicated  increase? 

Mr.  Morton.  You  have  heard  that  old  saying,  that  figures  won't 
lie,  but  liars  sometimes  figure,  and  the  actual  increase  that  a  man  gets 
in  money  is  what  he  carries  home  in  his  envelope,  not  what  his  per- 
centage increase  indicates. 

Mr.  Denison.  Are  those  the  actual  increases? 

Mr.  Morton.  Yes,  sir. 

Mr.  Denison.  Not  the  increase  called  for,  asked  for? 

Mr.  Morton.  No;  these  are  the  actual  increases  they  have  so  far 
received. 

Mr.  Denison.  Not  localized  or  country  wide? 

Mr.  Morton.  They  are  country  wide.     [Eeading:] 

The  money  increase  per  month,  based  upon  204  hours  constitutinj?  a  month's 
work,  which  is  306  eight-hour  days  per  year,  or  25^  days  per  month,  repesent- 
ing  straiglit-time  hours,  exclusive  of  Sundays  and  holidays,  represented  a  net 
increase  in  the  earnings  of  the  machinists  per  month  of  $17.85,  or  14.1  per  cent. 
I  will  simply  quote  figures  from  now  on,  and  the  above  explanation  will  apply 
to  each  one  of  the  classes. 

Boiler  makers :  Average  rate,  49.3  cents  per  hour  to  58.54  cents ;  increased 
to  68  cents  per  hour ;  net  increase,  9.46  cents  per  hour ;  increase  in  the  hourly 
rate,  18.7  cents  per  hour ;  money  increase  per  month,  $19.30 ;  per  cent  of  in- 
crease, 16.42. 

Blacksmiths :  48.7  cents  per  hour  to  57.88  cents ;  increased  to  68  cents ;  net  in- 
crease, 10.17  cents ;  indicated  increase,  19.3  cents ;  money  increase  per  month, 
$20.75 ;  percentage  of  increase,  17.6. 

Sheet  metal  workers :  44.3  cents  per  hour,  equivalent  to  52.61  cents  per  hour ; 
increased  to  68  cents  per  hour;  actual  increase,  15.39  cents  per  hour;  indi- 
cated increase,  23.7  cents  per  hour ;  money  increase  per  month,  $31.40 ;'  per- 
centage of  increase,  29.3  per  cent. 

Electrical  workers :  40.7  cents  per  hour  to  48.33  cents  per  hour ;  advanced  to 
an  average  of  63  cents  per  hour.  We  took  into  consideration  the  number  of 
employees  that  were  advanced  to  the  68-cent  rate,  and  the  number  who  came 
under  the  provisions  establishing  a  second-class  electrical  workers'  rate  of  58 
cents  per  hour,  and  .struck  the  average  of  63.  On  that  basis  the  net  increase 
per  hour  was  14.67  cents ;  indicated  increase,  22.3  cents  per  hour ;  money 
increase  per  month,  $29.93 ;  percentage  of  increase,  30.4. 

Carmen :  In  the  carmen's  rate  we  excluded,  of  course,  the  base  hourly  rates, 
so  far  as  they  were  ascertainable,  because  they  had  no  bearing  on  the  earn- 
ings of  the  men,  and  it  represented  largely  the  classes  of  men  in  the  coach 
depai'tment,  pattern  makers,  and  men  of  that  class,  who  received  much  higher 
hourly  rates  than  did  the  men  generally  who  were  on  repair  work  of  freight 
cars  and  steel  cars.  And  we  estunated  their  average  earnings  as  of  December, 
1917,  at  40  cents  an  hour.  The  equivalent  on  eight  hours  a  day  as  compared 
with  the  earnings  for  an  average  of  nine  and  a  half  hours,  being  47.50. 

We  have  estimated  the  average  rate  established  by  supplement  No.  4  as 
between  58,  63,  and  68  cents  per  hour  to  be  60  cents  an  hour.  On  that  basis 
the  net  increase  to  that  class  of  employees  in  their  hourly  earnings  was  12.5 
cents  per  hour.  The  indicated  increase  was  20  cents  per  hour ;  money  increase 
per  month,  $25.50 ;  percentage  of  increase,  26.3. 

Helpers,  all  classes:  Estimated  at  30  cents  an  hour.  Nine  and  one-half  hours 
produced  for  eight  hours'  work  a  rate  of  35.63  cents  per  hour ;  average  rate,  45 
cents  per  hour ;  actual  increase,  9.37  cents  per  hour ;  indicated  increase,  15 
cents  per  hour;  money  increase  per  month,  $19.11;  percentage  of  increase,  26.3. 

The  average  increase  of  all  classes,  excluding  carmen  and  helpers:  Money 
increase  per  month,  $21.31 ;  percentage  of  increase,  18.4. 

Carmen :  Average  money  increase  per  month,  $25.50 ;  percentage  of  increase, 
26.3.     Helpers,  as  previously  indicated. 

The  average  of  the  total — and  this  is  a  weighted  average — the  increase  in 
money  earnings  per  month,  $22.39 ;  percentage  of  increase,  26.5.  AVe  have  had 
preiiared  a  table  showing  the  increases  to  the  employees  coming  under  sup- 
ment  No.  7,  interpretations,  amendments,  and  addenda  thereto.  Based  upon 
the  number  of  employees  shown  by  the  Interstate  Conunerce  Commission's 
returns  for  the  month  of  December,  1917 : 
/ 
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1.  Clerks,  $900  per  annum  and  upward,  95,806 ;  average  monthly  earnings  per 
man,  year  of  1917,  $102.08 ;  approximate  earnings  per  month  per  man  under  the 
provisions  of  supplement  No.  7,  $127.08 ;  amount  of  increase  per  month,  $25 ; 
percentage  of  increase,  24.5. 

2.  Clerks  below  $900  per  annum,  111,477.  The  average  monthly  earnings  per 
man,  year  1917,  $56.77 ;  approximate  earnings  per  month  per  man  under  the 
provisions  of  supplement  No.  7,  $87.50 ;  amount  of  increase  in  dollars  per  month, 
$30.73 ;  percentage  of  increase,  54.1. 

3.  All  clerks,  207,283 ;  average  monthly  earnings  per  man,  year  1917,  $77.71 ; 
approximate  earnings  per  month  per  man  under  the  provisions  of  supplement 
No.  7,  $105.80;  monthly  increase  in  dollars  per  month,  $28.09;  percentage  of 
increase,  36.1. 

4.  Messengers  and  attendants,  9,561 ;  average  monthly  earnings  per  man,  year 
1917,  $42.84;  approximate  earnings  per  man  under  provisions  of  supplement 
No.  7,  $67.84 ;  amount  of  increase  per  month,  $25 ;  percentage  of  increase,  58.4. 

5.  Station  service  employees,  130,075 ;  average  monthly  earnings  per  man,  year 
1917,  $58.57 ;  approximate  earnings  per  month  per  man  under  provisions  of  sup- 
plement No.  7,  $83.64 ;  amount  of  increase  per  month,  $25.07 ;  percentage  of  in- 
crease, 42.08. 

6.  Unskilled  laborers,  60,500;  average  monthly  earnings  per  man,  year  1917, 
$58.25 ;  approximate  earnings  per  month  per  man  under  the  provisions  of  sup- 
plement No.  7,  $83.64;  amount  of  increase  per  month,  $25.39.  Percentage  of 
increase,  43.6. 

7.  Other  yard  employees,  40,519 ;  average  monthly  earnings  per  man,  year 
1917,  $56.01 ;  approximate  earnings  per  month  per  man,  under  the  provisions  of 
supplement  No.  7,  $84.55 ;  amount  of  increase  per  month,  $28.54 ;  percentage  of 
inci'ease,  51. 

8.  Engine-house  men,  62,177;  average  monthly  earnings  per  man,  year  1917, 
$69.70 ;  "approximate  earnings  per  month  per  man,  under  provisions  of  sup- 
plement No.  7,  $99.75;  amount  of  increase  per  month,  $30.05;  percentage  of 
increase,  43.1. 

Total,  474,115  employees ;  average  monthly  earnings  per  man,  year  1917, 
$68.02 ;  approximate  earnings  per  month,  under  provisions  of  supplement  No.  7, 
$95.13;  average  amount  of  increase  per  mouth,  $27.11;  average  percentage  in- 
crease, 39.9. 

The  last  averages  are  weighted. 

Mr.  Sims.  I  understood  you  to  read  that  the  resokitions  of  your — 
I  do  not  know  Avhat  it  is. 

Mr.  Morton.  Our  organization. 

Mr.  Sims.  Yes. 

]Mr.  Morton.  As  I  told  you,  is  an  organization  of  the  station, 
freight,  and  ticket  agents,  and  their  bonded  assistants;  in  other 
words,  the  men  who  take  in  the  money. 

Mr.  Sims.  Is  it  in  force  on  all  railroads  of  the  country  ? 

Mr.  Morton.  No,  sir;  it  is  not;  we  have  only  about  6,500  mem- 
bers.   Our  fellows  are  conservative.    They  are  not  agitators. 

Mr.  Sims.  I  am  trying  to  find  out  something  about  them.  It  does 
not  cover  all  of  railroad  service  ? 

Mr.  Morton.  We  cover  about  54  systems  of  railroads. 

Mr.  Sims.  About  what  percentage  of  the  total  mileage  of  the 
country  ? 

Mr.  Morton.  I  would  say  at  the  present  time  better  than  one- 
third,  taking  in  as  far  west  as  Omaha,  from  the  far  northern  points 
in  Maine,  and  so  on  down  to  the  Gulf. 

Mr.  Sims.  Is  is  proper  to  designate  yours  as  a  labor  union  ? 

Mr.  Morton.  Yes,  sir. 

Mr.  Sims.  But  not  affiliated  with  the  American  Federation  of 
Labor  ? 

Mr.  Morton.  No,  sir. 

Mr.  Sims.  Or  not  connected  with  what  is  called  the  Brotherhoods? 
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My.  Moktox.  No,  sir. 

Mr.  Sims.  As  I  understood  j^ou,  vou  read  the  views  of  j'our  associa- 
tion? 

Mr.  Morton.  Yes,  sir. 

Mr.  Sims.  As  adopted  last  May,  in  which  they  indorse  the  further 
continuance  of  Federal  control  of  railroads? 

Mr.  Morton.  Yes,  sir. 

Mr.  Sims.  For  how  long? 

Mr.  Morton.  We  believe  that  three  years  will  be  a  fair  period. 
We  think  at  the  end  of  that  time  that  Congress  would  laiow  exactly 
what  should  be  done. 

Mr.  Sims.  Of  course,  the  present  standard  return  to  be  continued 
and  substantially  as  it  is  now,  but,  I  suppose,  with  such  modificatio  is 
as  peace  conditions  would  inclicate? 

Mr.  Morton.  Yes,  sir. 

Mr.  Sims.  I  introduced  a  bill  of  that  sort  the  first  day  of  this 
present  session  of  Congress,  and  would  be  very  glad  to  have  your  sup- 
port of  it. 

Mr.  Morton.  I  would  be  very  glad  to  give  it  to  you  on  that 
ground. 

Mr.  Sims.  But  here  is  what  I  want  to  ask  3^ou  about — the  Plumb 
plan.  The  Plumb  plan  is  a  plan — I  know  only  what  I  read  in  the 
newspapers,  which  are  never  a  very  reliable  source  of  information 
on  an  extended  proposition — but  I  understand  the  fundamentals  of 
the  Plumb  plan,  as  they  themselves  propose  it,  to  be  transportation 
without  profit  on  capital  investment.  That  being  the  funclamelital, 
the  balance  is  all  machinery  to  carry  it  out.  Do  you  regard  the 
method  of  selecting  the  directors  of  tne  managing  or  operating  cor- 
poration— five  by  the  public,  five  by  the  classified  employees,  and  five 
by  the  officials — you  do  not  regard  that  as  absolutely  fundamental  to 
operating  railroads  without  profit,  do  you? 

Mr.  Morton.  No,  sir. 

Mr.  Sims.  In  other  words,  we  are  not  bound  to  have  five  from 
either  or  any  from  either? 

Mr.  Morton.  That  is  very  true. 

Mr.  Sims.  But  if  the  public  is  to  be  represented,  you  can  have 
eight  appointed  by  the  President  and  confirmed  by  the  Senate ;  you 
can  have  four  or  five  selected  by  the  classified  employees  of  the  rail- 
roads; and  have  one  or  two  by  the  railway  officials,  and  then  you 
would  have  majority  control  by  the  public;  and  that  would  not  be 
inimical  to  operating  the  corporation  without  profit? 

Mr.  Morton.  You  might  not  get  many  experienced  railroad  men 
on  such  a  commission. 

Mr.  Sims.  I  am  talking  about,  not  the  fundamentals  but  the  ma- 
chinery to  carry  out  the  object,  which  is  to  operate  without  capital 
cost  by  w^ay  of  profit  and  for  transportation  at  the  cost  of  perform- 
ing the  service. 

Mr.  Morton.  Yes,  sir. 

Mr.  Sims.  And  that  is  what  I  regard  to  be  the  fundamental  propo- 
sition, and  all  the  rest  is  machinery;  and  whenever  a  gentleman  of 
great  experience,  like  yourself,  makes  an  attack  on  detail,  and  noth- 
ing else,  I  think  he  is  falling  rather  short  of  the  main  purpose.  But 
I  hope  to  get  your  support  for  my  bill. 
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Mr.  Morton.  We  are  intensely  loyal  to  our  corporation;  we  have 
always  been.  I  can  say  that  for  our  class;  and  we  believe  the  own- 
ers of  the  railroads  should  get  a  fair  return  on  money  invested,  and 
we  believe  the  employees  should  get  a  fair  wage.  In  other  words, 
this  should  be  operated  on  a  business  basis,  and  the  best  brains  in  the 
country  ought  to  be  had  to  do  the  operating. 

Mr.  Sims.  And  the  public  should  have  the  best  possible  service  for 
what  they  pay? 

Mr.  Morton.  Certainly. 

Mr.  Sims.  That  is  a  very  good  proposition,  but  the  railroad  owners 
and  the  owners  of  their  securities  come  here  and  hold  up  their  hands 
and  say,  "  Unless  we  do  have  a  new,  revolutionary  system  adopted, 
abandon  all  old  things,  and  appl}''  such  a  system  as  will  make  our 
securities  preferentially  desirable  to  the  extent  of  the  new  capital  we 
need  "  that  Government  ownership  is  inevitable.  Not  believing  they 
will  get  it,  it  thought  it  a  very  good  thing  to  look  out  after  the 
inevitable. 

But  your  plan  does  not  make  inevitable  Government  ownership. 
Government  operation;  it  only  provides  for  it  long  enough  to  see 
what  it  Avill  amount  to? 

Mr.  Morton.  Yes,  sir. 

Gentlemen  of  the  committee,  I  thank  you. 

The  Chairman.  The  committee  is  very  much  obliged  to  you. 

The  committee  will  now  recess  until  10  o'clock  Monday  morning. 

(Whereupon,  at  5.30  o'clock  p.  m.,  recess  Avas  taken  until  Monday, 
September  8,  1919,  at  10  o'clock  a.  m.) 

LETTER  SUBMITTED   BY   DIVISION  NO.   20,   ORDER   RAILWAY 
STATION  AGENTS,  OF  SOUTH  BEND,  IND. 

Kalamazoo,  IMich.,  September  10,  1919. 
Hon.  .J.  M.  C.  SjtiTH, 

Representative  of  the  State  of  Miehigan, 

Washington,  D.  G. 

Dear  Sir:  At  the  last  meeting  of  the  Indiana-Michigan  division  of  the 
Brotherhood  of  Railway  Station  Agents,  which  consists  of  local  freight  agents, 
ticket  agents,  chief  clerks,  cashiers,  and  all  bonded  station  employees  of  the 
railroads,  I  was  requested  to  write  you  that  after  careful  consideration  and 
looking  over  the  so-called  Plumb  plan  as  to  the  operation  of  railroads  in  the 
United  States  that  we  were  not  in  favor  of  such  a  plan,  as  we  felt  it  was  the 
first  step  to  socialism  and  was  not  what  the  American  people  wanted  as  a 
whole. 

Tlie  local  freight  agents  and  bonded  employees  as  referred  to  above  are  the 
employees  of  the  railroad  who  are  closely  in  touch  with  the  general  public  and 
are  the  go-betweens  of  the  public  and  the  railroads  on  all  matters  pertaining  to 
the  service  rendered,  and  from  what  vre  hear  through  the  general  public  they 
are  not  in  favor,  as  a  rule,  to  this  plan. 

The  so-called  "big-four  brotherhood,"  who  favor  this  plan  are  not  the  ones 
who  are  in  constant  touch  with  the  general  public,  but  are  the  ones  who  trans- 
port both  passengers  and  freight  through  to  their  destination  and  are  not  in  a 
position  to  judge  which  would  be  the  best  plan  for  the  operation  of  railroads. 

Many  shares  of  stock  of  the  various  railronds  is  held  by  small  investors,  many 
of  whom  are  women,  and  in  whatever  manner  the  railroads  are  to  be  disposed  of 
the  stockholders  should  not  be  the  ones  to  suffer,  and  also  the  employees  he 
treated  fairly  in  the  way  of  proper  living  wage  and  according  to  the  duties 
which  thev  perform. 

The  public  as  a  rule  in  this  territory  feel  that  the  railroads  should  be  turned 
back  to  the  owners,  with  Government  regulations,  such  as  was  invested  in  the 
Interstate  Commerce  Commission  prior  to  the  Government  operating  the  rail- 
roads, with  authority  given  to  the  Interstate  Commerce  Commission  to  allow 
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the  railroads  high  enough  rates  to  be  properly  operated,  but  if  this  can  not 
be  done,  then  we  feel  that  some  other  plan  than  that  proposed  by  Mr.  Plumb 
should  be  adopted. 

As  conservative  railroad  representatives  we  feel  that  the  vast  mileage  of 
American  railroads  was  built  due  to  competition,  and  in  every  industry  com- 
petition seems  to  be  the  mainspring  of  success,  and  when  we  destroy  competi- 
tion we  are  destroying  America's  avenues  of  success. 

At  this  same  meeting  the  question  came  up  as  to  whom  we  would  refer  our 
views  on  this  most  important  question,  and  it  was  decided  that  they  should  be 
referred  to  our  Representative  at  Washington,  who  is  a  Member  of  the  body 
who  will  undoubtedly  be  called  upon  by  the  President  to  aid  in  disposing  of 
the  railroads  to  the  original  owners  with  some  kind  of  Government  super- 
vision and  the  operating  of  them,  and  we  feel  fully  satisfied  that  our  interests 
will  be  fully  protected  by  expressing  and  referring  our  views  to  you. 

We  will  be  very  glad,  indeed,  to  furnish  you  with  any  information  that  you 
may  require,  and  we  are  at  your  services,  and  hope  that  you  will  call  upon  us. 

Thanking  you  in  advance  for  your  careful  consideration  of  our  views, 
Tours,  truly, 

W.  C.  Thoms,  Secretary. 

Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Monday,  September  5, 1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man) presiding. 

STATEMENT  OF  MR.  JOHN  KULAMER,  524  FOURTH  AVENUE, 
PITTSBURGH,  PA. 

The  Chairman.  The  committee  will  hear  Mr,  Kulamer,  of  Pitts- 
burgh, Pa.,  for  a  few  minutes  this  morning.  You  may  state  whom 
you  represent,  Mr.  Kulamer. 

Mr.  Kulamer.  I  represent  only  myself. 

Mr.  Chairjuan  and  gentlemen  of  the  committee,  first  of  all  I  wish 
to  express  publicly  my  thanks  to  Mr.  Esch,  the  chairman  of  this 
committee,  for  giving  me  an  opportunity  to  address  you  and  place 
before  you  my  suggestions.  For  four  years  I  have  tried  by  all  means 
at  my  disposal  and  by  all  ways  I  could  think  of  to  bring  to  the  at- 
tention of  the  public  this  idea  which  I  will  place  before  you.  I  hope 
you  will  be  lenient  with  me  if  you  find  my  remarks  rather  unpolished 
and  somewhat  disconnected.  Owing  to  past  disappointments,  I  did 
not  feel  like  giving  special  preparation  to  this  address,  as  I  did  not 
know  that  I  would  appear  before  your  body  until  Saturday  morning. 

We  are  at  the  beginning  of  a  struggle  between  organized  capital 
and  organized  labor.  What  the  outcome  of  this  struggle  will  be, 
or  what  means  will  be  employed,  of  course,  no  one  can  foretell.  AVe 
all  hope  for  the  best.  Out  of  the  travail  of  this  war  a  new  determina- 
tion was  born  in  the  hearts  of  laboring  people;  not  onl}^  of  this 
countr}^  but  the  world  over,  to  procure  for  themselves  certain  rights 
which  they  deemed  indispensable  to  their  welfare.  In  our  recent 
street-car  strike  in  Pittsburgh — and  this  illustrates,  to  my  mind,  this 
new  determination — the  service  men  of  the  union  paraded  the  streets 
of  the  city  of  Pittsburgh  with  a  banner  inscribed,  "  We  fought  for 
democracy  in  the  trenches  of  France,  and  we  are  still  fighting  for 
democracy."  I  can  not  describe  the  situation  generally  better  than  it 
was  done  by  President  Wilson  in  his  message  to  the  present  Congress, 
when  he  said : 
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We  can  not  go  further  in  our  present  direction.  We  liave  already  gone  too 
far.  We  can  not  live  our  right  life  as  a  Nation  or  achieve  our  proper  success 
as  an  industrial  connnunity  if  capital  and  labor  are  to  continue  to  be  antagon- 
istic instead  of  being  partners,  if  they  are  to  continue  to  distrust  one  another 
and  contrive  how  they  can  get  the  better  of  one  another,  or  what,  perhaps, 
amounts  to  the  same  thing,  calculate  by  what  form  and  degree  of  coercion  they 
can  manage  to  extort,  on  the  one  hand,  work  enough  to  make  enterprise 
profitable,  on  the  other,  justice  and  fair  treatment  enough  to  make  life  tolerable. 
That  bad  road  has  turned  out  a  blind  alley.  It  is  no  thoroughfare  to  real 
prosperity.  We  must  find  another  leading  in  another  direction  and  to  a  very 
different  "destination.  It  must  lead  not  merely  to  accommodation,  but  also  to  a 
genuine  cooperation  and  partnership  based  upon  a  real  community  of  interest 
and  participation  in  control. 

There  is  now,  in  fact,  a  real  community  of  interest  between  capital  and  labor, 
but  it  has  never  been  made  evident  in  action.  It  can  be  made  operative  and 
manifest  only  in  a  new  organization  of  industry.  The  genius  of  our  business 
men  and  the  sound  practical  sense  of  our  workers  can  certainly  work  such  a 
partnership  out  when  once  they  realize  exactly  what  it  is  that  they  seek  and 
sincerely  adopt  a  common  purpose  with  regard  to  it. 

Labor  legislation  lies,  of  course,  chiefly  with  the  States ;  but  the  new  spirit 
and  method  of  organization  which  must  be  effected  are  not  to  be  brought  about 
by  legislation  so  much  as  by  the  common  counsel  and  voluntary  cooperation  of 
capitalists,  manager,  and  workmen.  Legislation  can  go  only  a  very  little  way 
in  commanding  what  shall  be  done.  The  organization  of  industry  is  a  matter 
of  corporate  and  individual  initiative  and  of  practical  business  arrangement. 
Those  who  really  desire  a  new  relationship  between  capital  and  labor  can 
readily  find  a  way  to  bring  it  about;  and  perhaps  Federal  legislation  can  help 
more  than  State  legislation  could. 

The  object  of  all  reform  in  this  essential  matter  must  be  the  genuine 
democratization  of  industry,  based  upon  a  full  recognition  of  the  right  of  those 
who  work,  in  whatever  rank,  to  participate  in  some  organic  way  in  every 
decision  which  directly  affects  their  welfare  or  the  part  they  play  in  industry. 

Several  plans  are  before  your  committee,  and  I  will  take  the  lib- 
erty of  making  this  suggestion,  if  it  should  find  favor,  either  in  the 
way  of  a  modification  of  tlte  present  bill,  or,  possibly,  in  the  way  of  a 
new  one.  Before  I  state  my  main  proposition,  however,  I  wish  to 
bring  up  one  or  tw^o  phases  of  this  situation  which  I  deem  relevant  to 
the  point  and  necessary  to  a  proper  understanding  of  the  proposition. 
As  I  said,  it  is  a  struggle  between  organized  capital  and  organized 
labor.  By  organized  capital  I  do  not  mean  what  is  ordinarily  called 
the  money  trust ;  but  what  I  mean  is  this,  that  the  financiers  of  the 
country  in  controlling  and  running  the  industries  of  the  country 
are  not  using  their  own  individual  money,  but  are  using  the  money 
of  the  people  of  the  country  accumulated  in  the  banks  and  in  the 
treasuries  of  the  life  insurance  companies.  That  is  what  I  mean  by 
organized  capital.  By  means  of  this  capital  they  control  the  indus- 
tries and  control  the  means  of  living  of  the  laboring  classes.  We 
have  this  vicious  circle  in  our  economic  structure,  that  the  working- 
man  earns  his  wages,  saves  some  of  them,  and  turns  them  back  into 
the  hands  of  the  financiers  to  be  invested  in  the  means  by  which  the 
workingman  makes  his  living.  If  we  take  as  a  class  the  financiers,  as 
they  are  called,  or  the  capitalists,  we  will  find  that  they  really  have 
very  little  of  their  own  personal  capital  or  money  invested.  Large 
enterprises,  we  all  admit  to-day,  are  necessary,  but  those  large  enter- 
prises have  grown  out  and  beyond  the  means  of  the  individuals  or 
financiers.  Carnegie  had  to  make  way  before  the  United  States 
Steel  Corporation.  Very  few,  if  any,  of  those  financiers  or  capital- 
ists have  withdrawn  their  own  personal  interests  from  those  enter- 
prises.    In  fact,  they  can  not  do  it,  so  that  their  wealth  and  their 


2058        RETUEIs^   OF  THE   RAILROADS  TO  PRIVATE   OWNERSHIP. 

capital  really  consiiit  of  nothino;  else  but  pa])er  profits,  invested,  of 
course,  in  those  enterprises  which  they  control  and  out  of  which  they 
derive  their  profits. 

The  great  mills  of  the  United  States  Steel  Corporation  in  the 
Pittsburgh  district  would  be  nothing  but  scrap  iron  if  they  were 
not  operating,  and  that  is  really  what  represents  the  great  wealth 
of  some  of  the  men  interested  in  them — that  is,  so  far  as  their  cap- 
ital or  money  is  concerned.  The  merchant  class  needs  nearly  all  of 
its  capital  and  surplus  in  its  enterprises  and  in  the  extension  of 
trade  and  in  running  its  business,  while  the  farmers  of  the  country 
are  still  borrowers.  Therefore,  we  come  down  to  the  industrial  la- 
borers who  really,  as  a  class,  represent  the  people  who  to  a  great 
extent  furnish  the  actual  capital  for  maintaining  and  running  the 
industries  of  the  country.  They  are  the  class  who  can  furnish  the 
surplus  for  the  running  of  the  industries  by  depositing  their  sav- 
ings in  banks  or  paying  them  as  premiums  to  life  insurance  com- 
panies. Life  insurance  to  the  workingman  to-day  is  just  as  necessary 
as  his  daily  bread,  The  report  of  the  insurance  commissioner  of 
Pennsylvania,  which  I  recently  read,  shows  that  in  the  treasuries 
of  the  life  insurance  companies  there  are  over  $5,500,000,000  in 
reserves.  It  is  complained  that  the  business  man  is  borrowing 
from  his  orphans  and  widoAvs,  but  it  is  really  the  workingman 
who  pays  that  money  into  the  insurance  reserves  and  leaves  it  there 
in  order  that  his  family  may  be  provided  for  after  his  death.  Now 
all  of  this  money  which  the  laboring  classes  save  and  turn  over  to  the 
financiers  to  be  invested  in  industrial  enterprises  must  bring  ascer- 
tain return  in  order  to  pay  interest  to  the  workingman  and  that 
his  life  insurance  policy  may  be  paid  in  full.  Now,  this  control  of 
these  vast  finances  can  be  obtained  with  a  comparatively  small  in- 
vestment by  the  financier. 

We  have  a  bank  in  our  district  with  a  capital  stock  of  $50,000. 
Ninety  per  cent  of  the  dealings  of  that  bank  are  with  laboring  men, 
and  that  bank  has  close  to  $5,000,000  on  deposit.  I  venture  to 
say  that  fully  90  per  cent  of  that  is  really  the  money  of  the  work- 
ing people  of  the  community.  An  investment  of  $25,000  puts  the 
control  of  all  of  this  money  in  the  hands  of  one  man  or  in  the 
hands  of  a  group  of  men.  If  they  should  put  $25,000  of  their 
own  money  in  the  bank  that  would  give  them  control  over  $5,000,000 
of  the  working-men's  money.  You  take  the  capitalization  of  the  life 
insurance  companies,  which  gives  the  control  of  hundreds  of  mil- 
lions of  dollars  to  small  groups  of  financiers,  and  you  Avill  find 
that  the  capitalization  of  those  companies  is  usuallj'-  very  small. 
Therefore  they  can  acquire  deposits  of  vast  sums  of  money  with 
a  comparatively  small  personal  investment  of  their  own. 

No  matter  what  we  think,  or  how  highly  Ave  think  of  men's  ideals, 
after  all  we  must  come  down  to  the  fact  that  men  must  be  fed,  and 
whatever  the  complaints  of  the  laboring  men  are,  they  are  all  ulti- 
mately reducible  to  their  dependence  for  their  living  upon  their 
employer,  which  in  this  case  you  might  say  is  represented  by  a  few 
financiers  of  the  country.  Labor  really  has  no  complaint  against 
the  individual  small  employer,  but  the  great  complaint  is  against 
the  large  corporation;  but,  as  I  have  said,  we  have  changed  our 
attitude  toward  the  corporations.     We  feel  differently  from  what 
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we  did  several  years  ago,  and  we  feel  that  they  are  necessary.  The 
condition  of  the  laboring  man  is  that  of  absolute  dependence  upon 
the  employer,  and  the  employer,  as  I  have  said,  consists  of  a  com- 
paratively few  men.  It  is  similar  to  the  condition  of  the  tenant 
in  the  olden  days.  We  have  an  industrial  aristocracy,  but  the 
tenant  of  the  olden  days  by  a  struggle  lasting  for  hundreds  of  years 
has  emancipated  himself  and  become  the  ijidependent  farmer  of 
to-day,  while  the  tradesmen,  the  ancestors  of  the  present  industrial 
workers,  took  their  places  as  dependents. 

The  difference  between  the  condition  of  the  present  industrial 
laborer,  as  citizen  and  voter,  and  what  we  call  the  rabble  or  popu- 
lace of  ancient  Rome  is  only  this,  that  while  the  rabble  and  citizens 
of  Rome  obtained  their  living  for  nothing,  the  industrial  working- 
man  of  to-day  has  to  work  for  his  living.  Those  conditions  existed 
in  Rome  in  the  days  of  its  dec-line.  Democratic  institutions  can  not 
very  well  flourish  under  such  circumstances  where  large  masses  of 
people  have  to  depend  for  their  livelihood  on  a  few  men.  It  is 
conceded  that  that  was  the  reason  for  the  downfall  of  the  mighty 
Roman  Republic — that  is,  because  the  citizens  went  to  the  patricians 
to  get  their  daily  bread.  This  control  of  the  livelihood  of  the 
working  people  is  possessed  by  the  financiers,  because  they  own 
the  stocks  in  these  corporations.  The  ownership  of  the  stock,  no 
matter  with  whose  money  it  is  secured,  gives  them  control  of  the 
industry  and  the  control  of  the  livelihood  of  the  people.  To  my 
mind  this  suggests  a  remedy.  If  the  wqrkingman,  instead  of  taking 
his  savings  and  turning  them  over  to  the  banker  or  to  the  financier 
to  be  invested  in  the  industrial  enterprises  which  give  him  the 
means  of  making  his  living,  if  he  himself  directly  bought  up  the 
stock,  he  would  then  be  on  the  road  to  what  the  workingman  to-day 
wants — control  of  his  means  of  making  a  living,  and  also  the  full 
return  of  his  work.  Applying  this  general  principle  to  the  point 
or  to  the  question  before  this  committee,  I  beg  to  submit  this  sug- 
gestion, which  possibh'  might  be  in  the  way  of  a  modification  or 
a  new  bill,  if,  of  course,  j^ou  consider  it  favorably,  charter  a  hold- 
ing corporation,  with  restrictions,  limitations,  and  protection  to  the 
public,  the  stock  of  this  corporation  to  be  sold  to  the  employees 
of  the  railroad  companies.  I  think  there  is  now  a.  commission 
making  a  physical  valuation  of  the  railroads,  and  that  commission 
or  body  could  be  given  authority  to  fix  a  reasonable  price  for  the 
stock  of  the  different  railroad  corporations;  this  stock,  then,  at  a 
fixed  price  to  be  bought  up  by  this  holding  corporation.  The  bonded 
indebtedness  of  the  railroads  would  work  itself  out,  or  it  could 
be  left  to  the  future.  Now,  it  seems  to  me  that  this  plan  would  com- 
ply with  the  suggestions  of  President  Wilson.  It  would  be  the 
democratization  of  the  industrj^,  because  ihe  workingman  would 
himself  directly  own  a  share  in  the  enterprise  for  which  he  is  work- 
ing. He  would  be  vitally  interested  in  it,  and  this  could  be  done 
without  any  disturbance  to  the  financial  equilibrium  of  the  country, 
because  it  would  be  only  a  matter  of  bookkeeping  so  far  as  the 
finances  are  concerned. 

The  woi'kingman  would  acquire  a  vital  interest  in  the  industry 
for  which  he  was  working,  say,  the  railroads:  he  would  have  a  re- 
turn for  his  labor  and  he  would  have  the  control,  by  simply  using 
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the  methods  now  at  his  disposaL  Every  stockholder  has  the  right 
to  vote  for  the  board  of  directors  and  naturally  the  man  or  the 
group  of  men  who  hold  the  majority  of  the  stock  will  put  their  own 
men  on  the  board  of  directors.  It  is  not  so  vast  an  enterprise  as  it 
might  appear.  According  to  the  statements  that  were  made  by  the 
labor  leaders  there  are  some  2,000,000  organized  labor  men  working 
for  the  railroads.  I  suppose  that  statement  did  not  include  un- 
organized labor  and  office  men,  of  which  there  is  a  large  number  on 
the  railroads,  such  as  track  men,  station  agents,  etc.  So,  there  might 
be  a  force  of  about  3,000,000  men.  If  these  3,000,000  men  would 
combine  themselves  to  buy  on  an  average,  say,  $2,000  worth  of  stock 
in  this  holding  corporation,  in  ten  years  they  would  have  a  capital 
of  $6,000,000,000  accumulated  to  buy  up  the  stock  of  the  present 
corporations  or  in  about  five  years  they  will  have  acquired  the  ma- 
jority of  the  stock.  I  saw  some  place  that  the  stock  of  the  various 
companies  is  valued  at  about  $9,000,000,000,  of  which  about  $3,000,- 
000,000  is  supposed  to  be  water.  It  would  be  the  business  of  this 
commission,  placing  the  valuation  on  the  stock  of  the  railroad  com- 
panies, to  squeeze  out  that  water,  as  they  justly  should.  All  of  the 
3,000,000  workingmen  w^orking  upon  the  railroads  in  the  different 
capacities  would  have  to  acquire  or  collect  a  little  over  $6,000,000,- 
000  in  ten  years  approximately.  Of  course,  the  details  would  have 
to  be  worked  out.  According  to  their  stateinents  they  want  to  ac- 
quire control  of  the  railroads;  this  would  only  make  them  pay  for 
wdiat  they  want.  Everything  good  has  its  price.  If  the  woi;kmen 
of  the  railroads  want  control  of  the  railroads  they  would  have  it  if 
they  paid  for  the  stock  of  this  corporation.  Several  objections 
might  be  raised.  I  only  answer  this,  that  we  all  believe  in  political 
democracy.  We  know  that  we  are  making  mistakes.  No  one  wants 
to  go  back  to  autocracy  or  to  aristocracj^  This  method  would  be 
placing  the  industr}?' — and  it  is  applicable  to  all  of  the  industries — 
on  a  truly  democratic  basis,  on  a  popular  form  of  government. 

It  has  been  demonstrated  that  large  business  can  be  transacted  on 
a  popular  basis.  We  have  the  fraternal  beneficial  insurance  com- 
panies carrying  on  the  insurance  business  on  a  popular  basis,  where 
every  man  has  a  voice  in  the  management,  but  nobod}^  is  getting 
any  profit  out  of  it.  I  understand  that  the  men  belonging  to  the 
fraternal  societies  are  passing  through  a  crisis,  they  have  their 
difficulties,  they  have  troubles,  thej^  have  disagreements,  but  they 
are  making  headway. 

Just  by  a  little  diversion,  this  principle  could  also  be  applied  to 
the  farmers  of  the  country.  This  war  has  shown  that  while  this 
country  can  produce  a  tremendous  amount  of  food  supplies,  it  could 
produce  more  if  it  were  more  efficient  and  less  wasteful.  You  take, 
for  example,  one  hundred  farmers  and  saj^  that  each  one  owns  100 
acres  of  land.  That  is  10,000  acres.  They  all  work  it  separately. 
The  amount  of  gi'ound  that  they  cultivate  is  limited  bj'^  the  labor 
they  can  get,  which  is  very  scarce  now.  It  is  a  division  of  forces; 
they  are  divided  up,  they  are  doing  farming  on  the  retail;  What 
are  they  doing?  They  are  producing  raw  material  and  nothing 
more,  and  we  know  A^ery  well  that  the  countries  that  are  producing 
raw  materials  are  the  poorest  on  the  face  of  this  earth.  The  country 
that  produces  finished  products  is  really  the  most  prosperous.     Say  ' 
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that  these  100  farmers  organized  into  one  corporation  and  ran  as 
one  on  the  factory  system  and  instead  of  shipping  the  raw  material 
to  the  cities,  they  went  to  work  and  put  up,  as  they  could,  their  own 
storage  houses,  they  could  place  their  products  in  a  finished  form 
and  could  sell  to  the  consumer.  One  man  could  not  do  that  very 
well,  he  would  waste  too  much  time. 

Some  time  ago  a  farmer  came  to  me  and  said  that  he  had  had  a 
very  good  day's  marketing  because  in  one  day  he  had  collected  $15. 
With  a  team  of  horses  and  himself  he  collected  for  his  produce  $15, 
and  he  considered  that  a  good  day's  marketing. 

Gentlemen,  it  seems  to  me  that  applying  this  principle  to  the  in- 
dustries of  our  country  and  to  the  railroad  transportation  would  be 
only  embodying  the  plan  adopted  by  the  All-Wise  Artificer  in  con- 
structing the  human  body.  The  human  body — and  for  that  matter 
all  animal  bodies — consists  of  millions  of  independent  live  units, 
each  one  containing  all  of  the  principles  of  life  in  itself,  but  all 
working  and  cooperating  harmoniously  together  for  the  common 
welfare  of  all.  They  are  not  cooperating  or  working  like  ants  in  a 
hill,  they  are  organized  into  organs;  these  individuals  are  organized 
into  different  organs  so  that  they  can  perform  their  various  func- 
tions more  efficiently.  The  cells  forming  the  muscles  of  the  arms 
and  legs  procure  the  necessary  food  and  the  cells  in  the  alimentary 
canal  prepare  it.  The  blood,  which  might  be  compared  to  the  trans- 
portation system  distributes  it.  All  of  these  cells  work  together 
through  their  various  organs  for  the  advancement  of  the  common 
good.  It  seems  to  me  that  we  could  follow  no  better  plan  than  the 
plan  which  the  All-Wise  and  All-Mighty  adopted  in  constructing 
the  human  body. 

I  thank  you. 

The  Chairman.  There  is  just  one  question.  I  think  the  Illinois 
Central  has  adopted  in  part  your  plan  in  that  it  gives  to  all  of  its 
employees  the  right  to  subscribe  to  the  stock,  so  that  the  employees 
of  the  Illinois  Central  are  becoming  the  owners  of  the  property.  Is 
that  your  thought? 

Mr.  KuLAMER.  That  is  my  thought;  yes,  sir.  For  instance,  the 
United  States  Steel  Corporation  has  been  selling  both  common  and 
preferred  stock  to  their  employees,  and  there  are  thousands  and 
thousands  of  shares  of  that  stock  among  the  employees.  The  only 
trouble  is  that  those  employees  do  not  use  it;  they  do  not  know  what 
to  do  with  it,  except  to  draw  the  dividends.  When  it  comes  to  vot- 
ing they  do  not  vote. 

The  Chairman.  That,  of  course,  is  the  difficulty  in  large  corpora- 
tions with  a  great  number  of  stockholders  ? 

Mr.  KuivAMER.  Of  course;  but  it  seems  to  me  a  new  enthusiasm 
was  born  by  this  interest  and  the  men  would  realize  it,  realize  that 
they  are  after  something,  that  they  are  after  the  control  of  the  in- 
dustries. That  is  the  purpose  of  the  Plumb  bill.  They  w^ant  to  con- 
trol the  railroads.    Why  do  they  not  buy  it  ? 

The  Chairman.  Your  idea  is  to  substitute  ownership  and  to  de- 
velop an  interest  on  the  part  of  the  employes  rather  than  to  have  the 
incentive  merely  in  the  wages? 

Mr.  KuLAMER.  Ownership,  that  they  become  part  owners,  to  work 
intelligently  and  to  use  the  power  which  the  present  law^  gives  them 
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as  stockholders  in  the  control  and  in  the  management  of  the  rail- 
roads and  in  getting  profits. 

Mr.  Sims.  How  could  the  employees  of  the  Steel  Corporation  ever 
secure  control  if  those  who  have  control  would  not  sell  to  them? 

Mr.  KuLAMER.  Of  course,  the  situation  with  the  United  States 
Steel  Corporation  is  different,  but  here  you  have  means  at  your  dis- 
posal to  put  the  stock  into  the  hands  or  within  the  reach  of  the  em- 
ployees of  the  railroads  in  sufficient  quantity  to  give  them  control. 

Mr.  Sims.  Theoietically  that  is  a  good  plan.  In  my  own  country 
the  landowner  used  to  nearly  always  rent  his  land  to  a  tenant,  the 
tenant  to  furnish  his  own  farm  animals,  plows,  and  instruments  of 
cultivation.  The  landowner  furnished  the  land  only.  The  landlord 
got  one-third  of  all  that  the  tenant  produces  in  kind.  The  tenant 
had  to  deliver  cotton  or  whatever  he  produced,  one-third  of  it,  to  the 
gin  for  the  owner.  The  owner  was  always  interested  in  keeping  his 
land  in  a  high  state  of  productivity  and  consequently  he  would  fer- 
tilize it  at  his  own  expense.  The  tenant  got  two-thirds  of  the  prod- 
uct and  was  always  interested  in  each  acre  that  he  worked  and  he 
cultivated  it  more  intelligently  and  better  and  took  care  of  the  soil 
because  he  wanted  to  keep  the  same  place  the  next  year.  That  worked 
fine.  But  eventually  a  drought  came  along  and  maybe  two  and  the 
tenant  had  to  live  whether  he  made  anything  or  did  not  make  any- 
thing and  the  landlord  got  tired  of  taking  the  risk  of  it.  Sometimes 
the  tenant  lost  everything  and  did  not  have  enough  to  make  another 
crop.  So  they  commenced  renting  the  land  for  a  less  value  per  acre, 
but  in  money,  the  tenant  having  a  lease  upon  the  land.  The  land- 
lord naturally  got  the  same  amount  of  rent,  say  $5  per  acre,  or  what- 
ever it  was,  because  all  the  tenant  made  was  subject  to  the  land- 
owner's lien,  and  naturally  enough  the  landlord  instead  of  living  on 
the  land  and  going  out  every  day  and  looking  after  the  tenant  and 
giving  advice,  he  moved  to  town  where  his  family  could  secure  social 
advantages  and  left  the  tenant  to  run  the  farm,  and  the  result  was 
that  the  land  depreciated  in  value.  Your  theory  is  the  same  thing 
applied  to  public  utilities.  How  are  you  going  to  get  a  lot  of  laborers 
and  wage  earners  who  are  getting  no  more  than  actual  expenses  and 
what  is  necessary  to  take  care  of  their  families  to  buy  the  railroads 
unless  the  Government  buys  the  railroads  and  then  makes  a  'trade 
with  them? 

Mr.  Kulamer.  You  mean  by  simply  giving  the  railroads  to  them  ? 

Mr.  Sims,  Oh,  no.  The  Government  has  the  power  to  buy  the 
railroads, 

Mr.  Kulamer.  You  expect  the  Government  to  buy  the  railroads? 

Mr.  Sims.  If  they  bought  the  railroads  they  would  have  to  pay 
for  them  in  long  installments? 

Mr.  Kulamer.  That  is  what  I  have  suggested,  about  10  years  or 
more, 

Mr,  Sums.  How  would  you  bring  that  about?  And  suppose  there 
were  a  lot  of  the  private  owners  of  these  railroads  who  did  not  want 
to  sell  their  stock? 

Mr,  Kui.a:mek.  The  difference  between  you  and  me  is  the  ways 
and  means  of  accomplishing  the  end.  If  you  had  to  force  the  rail- 
roads to  submit  to  sell  their  stock,  you  could  do  it  the  way  you  sug- 
gest and  then  turn  it  over. 
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Mr.  Sims.  But  suppose  they  reached  a  point  where  there  was  a 
contest  between  the  small  amount  of  stock  remaining  for  control,  the 
present  owners  would  be  willing  to  pay  almost  any  price  and  the 
la,borers  could  not  buy  it  any  more  than  other  people  ? 

Mr.  KuLAMER.  In  the  present  situation,  so  far  as  the  railroads  are 
concerned,  such  a  situation  would  not  arise,  because  the  railroads  are 
aow  in  the  hands  of  the  Government  for  reorganization,  if  I  under- 
wtand,  that  is  the  purpose  of  the  bills  before  your  committee.  So 
far  as  the  general  application  of  the  principle  is  concerned,  most  of 
the  stock  or  a  great  deal  of  the  stock  is  traded  in  margins,  and  can 
not  be  held  indefinitely.  It  seems  now  when  the  railroads  are  in  the 
hands  of  the  Government  and  it  is  a  question  of  reorganization,  that 
there  ought  to  be  no  difficulty  as  to  fixing  the  price,  the  fair  price, 
for  the  stock,  and  then  selling  it  at  that  price  to  this  corporation 
organized  by  the  workmen. 

Mr.  Sims.  The  Government  does  not  own  the  stock? 

Mr.  KuLAMER.  Of  course,  it  does  not. 

Mr.  Sims.  It  could  condemn  it  for  public  purposes,  but  it  could 
not  take  it  from  one  private  owner  and  sell  it  to  another? 

Mr.  KuLAMER.  According  to  the  newspaper  reports  it  is  pretty 
nearly  time  to  have  receiverships  for  nearly  all  of  them,  and  when 
you  have  receivership  there  is  liquidation  and  reorganization. 

Mr.  Sims.  It  might  be  brought  about  with  sufficient  legislation. 

Mr,  WiNSLOw.  Do  j'OU  believe  in  the  wisdom  of  the  scheme  of 
management  as  proposed  in  the  Plumb  plan  ? 

Mr.  KuLAMER.  No,  sir.  That  is  a  departure  from  the  general 
way  in  which  corporations  are  run.  My  own  personal  view  is  that 
the  running  of  a  corporation  by  a  board  of  directors  chosen  by  the 
stockholders  is  the  most  efficient  way  of  running  it. 

Mr.  WiNSLOW'.  Let  us  assume  that  we  have  the  holding  company 
and,  perhaps,  all  kinds  of  stock  for  sale;  how  would  you  bring  that 
about?  If  the  stock  is  to  be  offered  to  the  public,  with  preference 
to  the  employees  of  the  railroads,  what  do  you  think  would  be  the 
efi'ect  of  that  arrangement  if  they  did  not  take  the  whole  of  the  stock? 

Mr.  KuLAMER.  My  idea  does  not  contemplate  offering  the  stock  of 
this  holding  corporation  to  the  public.  It  would  have  to  be  done 
through  an  agreement  with  the  labor  organizations.  My  idea  con- 
templates the  selling  of  the  stock  exclusively  to  the  employees  of  the 
railroads. 

Mr.  Win  SLOW.  Assuming  they  could  not  raise  the  money  to  buy 
the  stock,  what  would  happen  ? 

Mr.  KuLAMER.  Well,  that  is  an  assumption  which,  it  seems  to  me, 
is  just  pure  assumption.  Here  is  what  I  base  my  whole  idea  on. 
The  railroad  men  want  the  control.  That  is  the  Plumb  bill,  or  a 
part  of  the  Plumb  bill.  If  I  understand  the  Plumb  bill,  they  want 
the  Government  to  buy  the  railroads  and  let  them  be  run  by  the  rail- 
road men  together  with  some  other  men.  They  want  something  for 
nothing.  If  they  want  something,  let  them  pay  the  price  for  it  in- 
stead of  getting 'it  for  nothing.  "That  is  my  idea.  Three  millions 
of  workers  is  a  large  force,  and  they  can  save  a  good  deal. 

]Mr.  WiKSLOw.  I  think  that  is  the  best  idea.  You  have  two  ele- 
ments ? 

Mr.  KuLAMER.  After  the  valuation  of  the  stock  is  made,  suppose 
that  the  stock,  as  is  generally  considered,  is  worth  $6,000,000,000 — 
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that  is,  with  the  water  squeezed  out — to  absolutely  control  would 
require  $3,000,000,100. 

Mr.  WiNSLOW.  Well? 

Mr.  KuLAMER.  Now,  then,  there  are  3,000,000  men  right  there. 
The  unions  claim  that  they  have  2,000,000  union  men  working  for  the 
railroads.  If  you  take  in  the  office  men  and  all  other  employees 
of  the  railroads  in  all  the  various  departments,  I  think  that  it  would 
total  about  3,000,000.  If  they  w^oukt  take  on  an  average,  say,  $2,000, 
pavable  in  10  years,  that  would  onlv  mean  $200  of  saving  a  year. 
Tliat  would  be  $6,000,000,000  in  10  years. 

Mr.  WiNSLOw.  Who  is  going  to  carry  the  stock  in  the  meantime? 

Mr.  KuLAMER.'It  could  be  carried  by  a  liquidating  committee  or  a 
receivership,  or  whatever  form ;  it  could  be  carried  on  just  as  it  is 
now,  without,  possibly,  the  Government  guaranty. 

Mr.  Win  SLOW.  To  begin  at  the  beginning,  the  stock  is  held  now 
by  private  interests  or  individuals? 

Mr.  KuLAMER.  Yes,  sir. 

Mr.  WiNSLOW.  How  would  you  get  that  stock? 

Mr.  KuLAMER.  How  does  the  court  sometimes  get  the  stock  in  a 
corporation  when  there  is  a  liquidation  and  receivership? 

Mr.  WiNSLOW.  There  are  means  provided  for  that,  but  we  have 
no  means  provided  for  your  plan. 

Mr.  KuiiAMER.  Could  not  Congress  provide  a  means? 

Mr.  WiNSLOW.  Congress  could ;  yes.  I  want  to  find  what  channels 
you  want  to  work  through.  You  would  have  Congress  provide  the 
money  to  buy  all  of  the  stock  and  locate  it  in  escrow  ? 

Mr.  KuLAMER.  No,  sir. 

Mr.  WiNSLOw.  How  would  it  be  paid  in  ? 

Mr.  KuLAMER.  By  the  corporation,  just  the  same  as  any  other  cor- 
poration. The  stock  is  solcl  and  the  finances  are  kept  b;^  the  cor- 
poration; in  this  case  there  would  be  a  liquidating  organization  to 
transfer  the  stock  to  allow  this  new  corporation  to  buy  the  stock  of 
the  various  old  companies  through  this  liquidating  body  created  by 
Congress. 

Mr.  WiNSLOw.  If  you  have  a  10-year  plan  for  the  payment  of  the 
stock  subscriptions,  who  is  going  to  furnish  that  money  until  it  is 
paid  for  by  the  railroad  men  ? 

Mr.  KuLAMER.  I  do  not  think  it  would  be  necessary  to  pay  it  all 
at  once,  pay  it  all  immediately. 

Mr.  Win  SLOW.  Who  is  going  to  get  the  stock  in  from  the  present 
owners?  There  would  be  some  stock  that  would  have  to  be  con- 
demned in  some  kind  of  a  way  ? 

Mr.  KuLAMER.  Yes,  sir. 

Mr.  WiNSLOw.  Who  is  going  to  condemn  it  ? 

Mr.  KuLAMER.  Possibly  through  the  courts,  through  the  process 
of  law  created  for  that  purpose. 

Mr.  WiNSLOW.  You  would  have  a  new  law  ? 

Mr.  KuLAMER.  Yes,  sir ;  if  there  are  no  present  statutes  that  could 
take  hold  of  the  situation — say,  a  receivership  or  something  like  that ; 
create  a  special  commission  or  a  special  liquidating  body. 

Mr.  WiNSLOw.  You  would  also  have  a  holding  company  created 
by  law? 

Mr.  KuLAMER.  By  Congress ;  yes,  sir. 


RETURN   OF  THE   RAILROADS  TO  PRIVATE   OWNERSHIP.       2065 

Mr.  Win  SLOW.  And  then  have  Congress  appropriate  enough  money 
to  operate  that  holding  company  until  they  sold  all  the  stock 
taken  in? 

Mr.  KuLAMER.  Xo:  the  railroads  would  be  operated  just  as  they 
are  under  a  receivership. 

Mr.  WiNSLOW.  I  do  not  mean  the  railroads.  I  am  talking  about 
holding  the  stock  until  it  might  be  taken  by  the  subscribers. 

Mr.  KuLAMEE.  The  subscriptions  would  be  made  at  the  beginning 
and  the  payments  would  start  right  away. 

Mr.  WiNSLOw.  You  have  a  10-year  period.  Would  the  Govern- 
ment have  to  carry  the  stock  bought  from  the  owners  until  paid  for 
by  the  railroad  employees? 

Mr.  KuLAMER.  The  stock  would  be  held  in  escrow  or  trust  until 
it  is  paid  for. 

Mr.  WiNSLOw.  Who  is  going  to  buy  it  from  the  present  owners 
and  put  it  in  escrow ;  who  is  going  to  hand  that  money  over  ? 

Mr.  KuLAMER.  The  present  owners  of  the  stock  would  not  get  any 
money  until  it  was  paid  into  the  new  company  and  paid  to  them. 
In  the  meantime  they  w^ould  be  the  real  owners  of  the  stock  until 
they  got  their  money.  Of  course,  the  thing  could  not  be  done  with- 
out the  cooperation  of  the  labor  unions. 

Mr.  WiNSLOw.  I  am  not  fussy  about  who  does  it.  You  feel  that 
Congress  should  undertake  to  pass  a  law  which  would  say  to  the 
holders  of  the  stock,  "  You  must  give  up  your  stock,  whether  you 
want  to  or  not,  at  some  price  we  fix,  but  you  must  hold  it  until  some 
railroad  employee  subscribers  come  along  to  take  it  off  your  hands." 

Mr.  KuLAMER.  Not  as  indefinite  as  that. 

Mr.  WiNSLOAV.  How  could  the  stock  be  taken  in  one  lump  from 
the  hands  of  the  present  owners  ? 

Mr.  KuLAMER.  I  think  I  have  indicated  that — through  a  receiver- 
ship of  the  corporation. 

Mr.  WiNSLOw.  Say  there  is  no  receivership? 

Mr.  KuLAMER.  Then  make  one. 

Mr.  WiNSLow.  You  would  put  every  railroad  in  the  hands  of  a 
receiver  ? 

Mr.  KuLA^iER,  ]VIost  of  them  are  practically  there  now. 

The  Chairman.  We  are  much  obliged  to  you,  Mr.  Kulamer,  for 
your  expression  of  views. 

Mr.  Kula:\ier.  I  thank  you,  Mr.  Chairman,  for  this  opportunity 
to  appear  before  the  committee. 

The  Chairman.  We  will  now  hear  Mr.  Lyon. 

STATEMENT  OF  MR.  FEANX  LYON,  ATTORNEY  AT  LAW,  401 
COLORADO  BUILDING,  WASHINGTON,  D.  C. 

The  Chairman.  Mr.  Lyon,  please  give  your  name,  address,  and 
whom  you  represent. 

Mr.  Lyon.  My  name  is  Frank  Lyon,  attorney  at  law,  401  Colorado 
Building,  Washington,  D.  C.  I  appear  here  especially  for  the 
Luckenbach  Steamship  Co.,  but  I  also  appear  in  my  own  proper 
person. 

The  Luckenbach  Steamship  Co.  I  have  represented  before  the 
Interstate  Commerce  Commission  in  what  is  known  as  the  trans- 
continental cases  involving  the  fourth  section,  or  the  long  and  short 
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haul  clause  of  the  act  to  regulate  conimercei.  That  company  prior 
to  the  war  operated  steamships  between  tlie  Atlantic  and  Pacific 
coast,  carryino-  what  is  known  as  a  transcontinental  business  in  com- 
petition with  the  railroads.  The  Interstate  Commerce  Commission, 
in  order  to  allow  the  railroads  to  compete  with  the  steamship  lines 
for  that  business,  permitted  them  to  charge  less  for  the  long  haul 
than  for  the  short  haul.  What  is  known  as  the  Poindexter  bill  and 
proj)osed  legislation  prior  to  the  passage  of  the  act  to  regulate  com- 
merce in  1887,  and  the  amendment  of  1910,  proposed  to  make  the 
fourth  section  rigid,  as  it  is  called;  that  is,  not  to  permit  a  higher 
charge  for  the  shorter  distance  over  the  same  line  in  the  same  direc- 
tion. 

Now,  the  position  of  the  Luckenbach  Steamship  Co. — and  I  am 
speaking  for  them,  although,  of  necessity,  I  speak  for  all  water 
lines — is  that  the  issue  before  Congress  is  the  same  as  it  has  al- 
Avays  been  when  we  have  had  these  fourth  section  matters  before 
Congress.  It  must  be  decided  by  Congress  whether  it  wishes  to 
encourage  water  lines  or  rail  lines.  Up  to  this  time  Congress  has 
taken  the  position,  as  I  read  the  law  and  its  construction  and  en- 
forcement by  the  Interstate  Commerce  Commission,  that  it  wishes 
to  encourage  rail  lines.  The  interest  of  Congress  appears  to  be  in 
the  railroad  lines  and  not  in  the  water  lines.  I  make  that  statement 
because  the  law,  as  it  stands  to-day,  authorizes  the  Interstate  Com- 
merce Commission  to  permit  railroads  to  make  less  than  reasonable 
rates  between  points  where  steamships  transport  traffic.  The  only 
purpose  of  permitting  the  railroad  to  charge  less  than  reasonable 
rates  is  to  permit  them  to  take  from  the  steamship  lines  the  busi- 
ness which  the  steamship  lines  otherwise  would  carry.  There  is 
no  other  function  that  the  fourth  section  performs  so  far  as  I  know. 
The  purpose  is,  I  again  state,  to  take  business  from  the  steamship 
lines.  The  railroad  lines  would  not  appear  before  the  commission 
and  ask  that  they  be  permitted  to  charge  less  than  reasonable  rates 
if  they  did  not  intend  thereby  to  take  business  from  the  steamship 
lines.  Therefore,  I  say  that  Congress  must  decide,  and  this  is 
one  of  the  times  for  that  decision,  whether  it  wishes  these  water 
lines  developed,  whether  it  wishes  these  waterways  used  by  boats, 
or  whether  it  wishes  to  continue  the  policy  of  the  ]3ast  and  have  the 
railroads  of  the  country  do  substantially  all  of  the  transportation 
business  of  the  United  States.  I  think  you  can  look  back  upon  the 
history  of  the  waterwa3's  since  the  Civil  War  and  find  that  there 
has  been  substantially  no  water  transportation  on  the  great  interior 
water  highways  of  the  United  States. 

During  that  time  Congress  has  appropriated,  I  think,  three,  four,  or 
five  hundred  million  dollars  for  the  improvement  of  those  waterways; 
but  I  think  the  records  will  bear  me  out  in  saying  that  there  has 
been  substantially  no  improvement  in  the  actual  transportation  by 
water  of  traffic  on  the  Mississippi  River,  the  Ohio  River,  or  the  other 
rivers  of  the  country.  Now,  that  has  come  about  through  the  prac- 
tice of  the  railroads  prior  to  1887  of  proclaiming — and  they  have 
carried  it  out — that  it  was  their  policy  and  their  intention  that  there 
should  be  no  carriage  by  water  on  the  inland  waterways  of  this 
country,  and  in  so  far  as  they  could  control  it  none  between  the 
coast  points  of  this  country.    Much  of  this  controversy  has  been  be- 
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fore  this  committee  or  the  committees  which  preceded  this,  and  state- 
ments showing  the  methods  employed  by  raih'oad  companies  to  de- 
stroy water  transportaion  have  been  submitted.  The  Pacific  Mail 
Steamship  Line,  owned  by  the  Southern  Pacific,  was  one  of  the  most 
striking  examples  of  that.  That  line  was  operated  by  the  Southern 
Pacific  Kailroad  for  the  purpose  of  preventing  any  other  water  line 
from  transporting  traffic  between  the  Atlantic  and  Pacific  coast. 
They  did  that  by  operating  a  fake  water  line,'  that  fake  water  line 
quoting  rates  that  no  real  water  line  not  operated  by  a  railroad  could 
quote  and  survive.  Then  came  along  the  agitation  for  the  Cullom 
bill,  and  then  you  passed  the  act  to  regulate  commerce. 

Perhaps  it  would  not  be  improper  at  this  point  for  me  to  state  just 
who  I  am.  The  chairman  is  probably  acquainted  with  me  better  than 
other  members  of  the  committee.  I  have  been  connected  with  the 
Interstate  Commerce  Commission  and  have  been  practicing  before  it 
exclusively  since  1887,  so  that  my  experience  covers  the  entire  period 
of  public  regulation.  The  act  to  regulate  commerce  went  into  eifect 
in  April,  1887,  and  I  went  with  the  commission  in  June,  1887.  I 
was  with  the  commission  as  clerk,  secretar5^  and  stenographer  until 
1899.  I  practiced  law  for  a  few  years,  and  then  came  in  with  Com- 
missioner Lane  as  an  examiner.  I  appeared  as  attorney  for  the 
commission  in  the  Ten  Per  Cent  Eate  Case.  Since  that  time  I  have 
practiced  before  the  Interstate  Commerce  Commission  exclusively, 
my  clients  being  large  corporations,  such  as  the  Luckenbach  Steam- 
ship Co.  I  thought  I  should,  perhaps,  state  that  so  that  you  would 
know  that  I  have  had  some  experience  even  if  I  have  no  knowledge 
on  the  subject. 

Now,  we  found  that  situation  with  regard  to  water  carriers.  As 
the  law  now  stands,  water  transportaion,  whether  on  our  inland 
waterways  or  in  our  coast  traffic,  depends  upon  the  Interstate  Com- 
merce Commission.  That  commission  was  not  created  by  Congress 
to  protect  water  lines.  I  do  not  find  one  line  in  the  act  to  regulate 
commerce  which  protects  water  lines  in  any  respect. 

The  Chairman.  There  is  one  instance,  in  that  the  act  provides 
that  where  a  railroad  reduces  its  rates  to  meet  water  competition,  it 
can  not  make  further  changes  in  such  rates  merely  for  the  sake  of 
meeting  the  water  competition. 

Mr.  Lyon.  The  Interstate  Commerce  Commission  has  held — and 
the  contention  has  been  upheld  by  the  courts — that  that  provision 
had  no  application  where  exceptions  had  been  allowed  by  the  com- 
mission.   That  has  been  upheld  by  the  courts. 

Mr.  Sims.  Do  you  mean  that  that  provision  would  not  become  ap- 
plicable to  a  case  where  a  railroad  puts  down  the  rate  to  meet  water 
competition  and  then  afterwards  wants  to  put  it  up,  unless  there  are 
some  new  additional  reasons  and  circumstances  shown  ? 

Mr.  Lyon.  The  effect  of  it  is — and  the  commission's  holding  has 
been  approved  by  the  courts — that  where  a  railroad  violates  the  law 
or  violates  the  fourth  section  by  charging  less  for  a  longer  haul 
than  for  a  shorter  haul,  such  a  rail  carrier  can  raise  the  rate  to  the 
water  point,  even  though  the  water  competition  has  been  eliminated. 
Do  I  make  myself  clear?  It  is  rather  involved.  A  railroad  can 
compete  with  a  water  line  at  every  point  along  its  line  and  charge 
no  higher  rate  than  the  water  line  and  charge  no  lower  rate  for  a 
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longer  distance  than  for  a  shorter  distance.  Now,  in  a  case  of  that 
kind,  I  think  the  courts  would  hold  that  the  provision  which  stands 
in  the  law  that  a  carrier  can  not  raise  its  rates  because  of  the  absence 
of  water  competition  would  apply — that  is,  where  there  was  no  vio- 
lation of  the  fourth  section.  But  where  the  fourth  section  has  been 
violated,  and  that  has  been  done  by  authority  of  the  Interstate  Com- 
merce Commission,  the  commission  has  held  that  the  carriers  may 
raise  their  rates  at  the  water  point. 

Mr.  Dewalt.  I  do  not  get  that  clearly  in  my  mind,  and  I  did  not 
quite  understand  your  statement,  Mr.  Chairman. 

The  Chairman.  I  referred  to  the  provision  in  the  fourth  section 
of  the  act,  page  17,  that — 

Whenever  a  carrier  by  railroad  sliall,  in  competition  with  a  water  route  or 
routes,  reduce  the  rates  of  the  carriage  of  any  species  of  freiglit  to  or  from 
competitive  points,  it  shall  not  be  permitted  to  increase  such  rates  unless  after 
a  hearing  by  the  Interstate  Commerce  Commission  it  shall  be  found  that  such 
proposed  increase  rests  upon  changed  conditions  other  than  the  elimination  of 
water  competition. 

Mr.  Dewalt.  This  gentleman  states  that  that  provision  has  in 
effect  been  made  null  and  void. 

Mr.  LroN.  So  far  as  the  fourth  section  is  concerned,  because  the 
carrier  does  not  reduce  the  rate  to  the  more  distant  point  below  that 
to  the  intermediate  points.  That  is  done  by  the  Interstate  Commerce 
Commission.  I  mean  by  that  that  it  is  done  by  the  authority  and 
after  investigation  by  the  Interstate  Commerce  Commission.  The 
railroad  company  can  no  longer  of  its  own  motion  make  a  lower 
rate  for  a  long  distance  than  for  a  short  distance.  It  might  apply 
to  the  commission  for  permission  to  do  it,  and  after  the  commission 
considers  everything  it  sees  proper  to  consider  it  may  allow  a  lower 
rate  for  the  longer  distance.  The  courts  have  held  and  the  commis- 
sion has  held  that  this  provision  quoted  by  the  chairman  has  no 
effect  on  that  situation. 

Mr.  Dewalt.  Let  me  see  if  I  can  get  at  that  by  way  of  an  ex- 
ample: St.  Paul  and  Davenport  are  both  on  the  Mississippi  River, 
and  there  is  water-line  transportation? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Dewalt.  There  is  railroad  competition  with  water  competi- 
tion all  along  that  river,  is  there  not? 

Mr.  Lyon.  Well,  both  means  of  transportation  are  there,  but  what 
the  competition  is  is  a  different  question. 

Mr.  Dewalt.  As  I  understand  this  provision,  the  railroad  com- 
panies would  be  allowed  to  reduce  their  present  rates,  we  will  say,  to 
a  rate  equal  to  the  rate  of  the  water  line. 

The  Chairman.  Or  to  meet  water  competition. 

INIr.  Dewalt.  Or  to  meet  water  competition;  but  that  they  would 
not  then  afterwards  be  permitted  to  raise  that  rate,  unless  they 
showed  that  the  circumstances  were  different,  other  than  the  elimi- 
nation of  water  competition. 

Tlie  Chairman.  Yes;  that  is  provided  for. 

Mr.  Dewalt.  That  is  provided,  as  I  understand  it.  ])ut  you  say 
that  is  no  longer  effective. 

Mr.  Lyon.  No,  sir;  it  is  not. 

Mr.  Dewalt.  Whv  is  it  no  longer  effective? 
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Mr.  Lyon.  Because  the  commission  held  and  the  courts  have  held 
t]iat  it  did  not  apply  in  such  cases.  For  instance,  take  the  Trans- 
continental Rate  Case,  where  the  railroads  rendering  transporta- 
tion service  from  New  York  to  San  Francisco  charged  a  less  rate 
from  New  York  to  San  Francisco  than  to  Reno,  Nev.  Now,  water 
competition  ceased  between  the  Atlantic  coast  and  the  Pacific  coast 
on  account  of  the  war  because  other  business  for  ships  was  more 
profitable.  The  interior  points  claimed  they  were  subjected  to  un- 
just discrimination  because  a  lower  rate  was  charged  from  New 
York  to  San  Francisco,  a  further  point,  than  to  Reno,  Nev.,  a  nearer 
point.  The  shippers  on  the  Pacific  coast  and  the  railroads  claimed 
that  the  railroads  could  not  raise  the  rate  from  New  York  to  San 
Francisco  because  of  this  provision  of  law,  but  the  commission 
held  that  they  could.  In  the  absence  of  transportation  by  water  a 
lower  rate  to  San  Francisco  than  to  Reno  constituted  unjust  dis- 
crimination against  Reno.  Of  course  in  the  absence  of  water  com- 
petition it  would  hardly  be  held  to  be  good  morals  to  charge  a 
less  rate  to  Saji  Francisco  than  to  Reno.  However,  the  San  Fran- 
cisco people  claimed  the  coast  rates  could  not  be  increased  because 
of  this  provision  in  the  law. 

The  Chairman.  The  fourth  section  is  now  practically  rigid  so 
far  as  the  inter-mountain  country  is  concerned,  since  there  has  been 
no  water  competition  through  the  Panama  Canal. 

Mr.  Lyon.  The  commission  held  that  in  spite  of  that  provision 
of  law,  the  carriers  must  either  raise  their  rates  to  San  Francisco 
or  decrease  their  rates  to  Reno.  Of  course  the  carriers  generally 
increased  their  rates  to  San  Francisco. 

I  still  make  the  statement  that  there  is  not  a  line  in  the  act  to 
regulate  commerce  for  the  protection  of  water-line  transportation. 
There  may  possibly  be  something  in  the  Panama  Canal  law,  but  that 
is  a  little  cloudy,  and  I  make  the  broad  proposition  that  the  Inter- 
state Commerce  Commission  is  under  no  obligation  to  see  that 
water  line  continue.  Its  duties  are  to  the  public  and  to  the  rail- 
roads, and  it  exercises  its  jurisdiction — and  I  think  properly — in 
protecting  the  interests  of  the  railroads. 

Mr.  Sims.  Now,  that  the  war  is  practically  over  and  since  there 
is  competition  in  ocean  transportation  between  New  York  and  San 
I'rancisco,  I  suppose  that  under  the  law,  in  the  way  the  commis- 
sion has  heretofore  construed  it,  if  the  railroads  should  now  apply 
for  permission  to  charge  a  less  rate  to  San  Francisco  than  to  Reno, 
the  water  competition  being  restored 

Mr.  Lyon  (interposing).  No,  sir;  it  has  not  been  restored. 

Mr.  Sims.  Suppose  that  it  has  returned  just  as  it  was  before,  then 
the  commission  would  at  once  authorize  the  railroads  to  reduce  their 
rates  to  San  Francisco  below  their  rates  to  Reno? 

Mr.  Lyon.  I  think  that  is  what  they  intimated  in  the  last  Trans- 
continental Rate  Case^ — that  is,  that  as  soon  as  water  competition 
returned  the  carrier  might  make  such  an  application,  and  that  the 
commission  would  act  as  it  saw  proper  at  that  time. 

Mr.  Sims.  This  bill  introduced  by  Mr.  Esch  authorizes  the  com- 
mission to  make  minimum  rates,  and  in  the  case  of  authorizing 
them  to  make  a  less  rate  to  San  Francisco  than  to  Reno,  naturally 
the  rate  they  authorized  them  to  make  was  the  minimum,  because 
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they  could  not  go  lower  than  that  without  a  new  order  from  the 
commission.  By  this  authority  to  make  minimum  rates  for  the 
railroads  hoAv  can  the  commission  prevent  the  very  discrimination 
that  is  being-  made  against  those  interior  points?  How  can  they 
work  it  out  through  a  minimum  rate  ? 

Mr.  Lyon.  I  can  not  answer  that.  It  will  depend  on  how  the 
Interstate  Commerce  Commission  carries  out  this  law  as  to  whether 
it  will  reach  the  results  you  are  inquiring  about.  No  matter  what 
law  is  passed,  it  finally  depends  upon  the  application  of  it  by  the 
Interstate  Commerce  Commission  as  to  whether  it  shall  be  good 
for  the  public  or  bad  for  the  public. 

Mr.  Sims.  I  have  been  for  some  time,  or  for  several  years,  in 
favor  of  amending  the  fourth  section  so  as  to  provide  that  water 
competition  shall  not  be  regarded  or  considered  as  furnishing  a 
reason  for  making  the  exception. 

Mr.  Lyon.  That  is  what  I  am  here  to  advocate,  and  I  have  sent 
for  the  amendment  that  I  offered  to  the  Senate  committee  last  year 
to  accomplish  that  purpose — that  is,  not  to  make  the  fourth  section 
rigid  as  applied  between  railroads,  and  allow  an  exception  in  the 
case  of  water  competition. 

Mr.  Sims.  Based  on  water  competition  ? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Sims.  Whether  market  competition  or  potential  water  compe- 
tition? 

Mr.  Lyon.  I  am  now  confining  myself  to  water  competition,^  but 
I  have  some  fixed  views  on  market  competition,  and  if  the  commit- 
tee cares  to  hear  me  on  that,  I  will  be  willing  to  address  them  on 
that  subject;  but  I  am  here  for  the  specific  purpose  of  trying  to 
prevent  the  business  of  the  water  lines  being  taken  away  from 
them.  I  say  again  that  it  is  for  Congress  to  decide  that  question 
of  policy.  We  hear  a  great  deal  of  talk  within  Congress  and  out 
of  it  in  regard  to  building  up  the  merchant  marine.  We  hear  a 
gi-eat  deal  of  that  kind  of  thing,  but  when  we  come  down  to  legis- 
lation, they  give  the  Interstate  Commerce  Commission  authority 
to  say  whether  there  shall  be  any  water  competition  on  the  inland 
waterways  of  the  country  or  between  coast  points  in  the  United 
States. 

Mr.  DoREivius.  Your  idea  is  simply  to  repeal  all  that  portion  of 
the  act  which  vests  in  the  Interstate  Commerce  Commission  dis- 
cretion to  suspend  the  so-called  fourth  section  ? 

Mr.  Lyon.  No,  sir. 

Mr.  DoREMus.  You  do  not  advocate  that  ? 

Mr.  Lyon.  No,  sir ;  I  would  say  in  that  exception  clause  providing 
that  the  Interstate  Commerce  Commission  may  permit  a  lower 
charge  for  a  long  distance  than  for  a  shorter  distance  in  special 
cases  that  water  competition  should  not  be  a  special  case.  I  am  not 
here  to  say  that  there  should  not  be  any  violation  of  fourth  section 
as  between  railroads. 

Mr.  DoREMus.  If  your  idea  should  be  adopted,  the  Interstate 
Commerce  Commission  would  no  longer*  have  discretion  to  permit 
a  violation  of  the  long-and-short-haul  clause  because  of  water  com- 
petition. 

Mr.  Lyon.  Yes,  sir;  and  that  is  what  I  am  here  for,  and  I  say 
that  unless  vou  do  that  voii  are  transferring  from  Congress  to  the 
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Interstate  Commerce  Commission  the  power  to  say  whether  there 
sliall  be  water-line  transportation  or  not.  The  Luckenbach  Steam- 
ship Co.  has  under  advisement  to-day  the  question  of  whether  it 
shall  enter  the  transcontinental  business  between  New  York  and 
San  Francisco.  The  rates  are  now  what  we  call  reasonable  railroad 
rates  between  New  York  and  San  Francisco.  The  rates  of  the 
carriers  are  on  what  we  call  a  reasonable  basis,  and  the  question  of 
whether  or  not  the  Luckenbach  Steamship  Co.  enters  into  that  com- 
petition depends  upon  the  volume  of  the  rate  between  the  Atlantic 
and  Pacific  coasts. 

Mr.  DoREMus.  To  what  extent  has  the  Interstate  Commerce  Com- 
mission, under  this  provision,  permitted  a  departure  from  the  long- 
and-short-haul  clause,  except  where  water  competition  was  involved  ? 

Mr.  Lyon.  There  is  an  infinite  number  of  instances  where  railroad 
companies  are  involved.  Are  you  acquainted  with  what  is  called  the 
rate  structure  applying  to  traffic  from  New  York  to  Chicago  ?  They 
have  percentage  points  between  New  York  and  Chicago,  Chicago 
being  represented  by  100  per  cent.  The  territory  between  New  York 
and  Chicago  is  designated  by  percentages,  such  as  85  per  cent,  87 
per  cent,  90  per  cent,  95  per  cent,  etc.  Now,  if  a  railroad  line  reach- 
ing from  New  York  to  Chicago  passes  into  105  per  cent  territory, 
as  it  would  in  passing  around  south  of  Chicago,  in  order  to  enter 
Chicago,  which  is  100  per  cent  territory,  the  fourth  section  is  vio- 
lated. The  fourth  section  is  violated  in  that  case  because  they  pass 
through  105  per  cent  territory  in  order  to  get  into  100  per  cent 
territory.  Now,  I  am  not  here  advocating  that  that  should  not  be 
done. 

Mr.  DoREMUs.  As  to  those  cases,  you  are  willing  that  the  present 
discretion  of  the  Interstate  Commerce  Commission  shall  remain? 

Mr.  Lyon.  Yes,  sir;  and  I  think  that  under  Government  operation 
that  would  always  be  the  case.  Of  course,  Mr.  Hines  in  operating 
all  the  railroads  of  the  country  will  send  the  freight  by  whatever 
route  seems  to  him  best.  He  is  under  the  obligation  of  operating  all 
of  the  railroad  lines,  and,  of  course,  he  would  send  freight  over 
whatever  routes  he  sees  proper,  whether  it  be  through  high-rate 
points  or  low-rate  points.  I  do  not  think  you  should  take  away 
from  him  that  discretion  as  an  operating  official,  and  I  think  that 
the  fourth  section  is  a  nullity  under  the  present  conditions  so  far  as 
the  railroads  are  concerned.  I  am  not  holding  that  the  operating 
officer  should  not  have  discretion  to  route  his  freight. 

The  Chairman.  I  judge  from  what  you  say  that  you  would  not 
be  satisfied  with  having  eliminated  potential  water  competition  as 
the  only  justification  for  a  departure  from  the  fourth  section. 

Mr.  Lyon.  No,  sir;  I  think  potential  water  competition  is  just  as 
good  a  reason  as  any  other  kind  of  water  competition. 

Mr.  EscH.  You  do  not  suggest  the  elimination  of  potential  water 
competition  alone 

Mr.  Lyon  (interposing).  No,  sir;  we  suffered  from  that  before  the 
Interstate  Commerce  Commission  under  the  Panama  Canal  act, 
simply  because  we  did  not  have  a  boat.  We  wanted  to  operate  a  boat 
line  from  Norfolk  to  Charleston  and  secure  the  advantage  of  a  pro- 
portional rate.  We  wanted  to  have  the  advantages  the  Panama 
Canal  act  afforded  in  the  way  of  proportional  rates,  but  the  Inter- 
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state  Commerce  Commission,  held  tliat  because  we  did  not  have  a 
boat  on  the  high  seas  it  would  not  pass  upon  the  question. 

They  held,  in  effect,  that  we  would  have  to  invest  $100,000  or 
$200,000  in  a  boat,  and  we  did  not  know  whether  the  Interstate  Com- 
merce Commission  would  give  us  the  benefit  of  proportional  rates. 
I  say  that  the  Interstate  Commerce  Commission  should  have  decided 
the  question  of  what  those  proportional  rates  should  have  been  in 
the  case  of  our  proposed  boat  line  just  as  well  as  in  the  case  of  an 
established  line. 

The  Chairman.  People  living  in  the  country  back  of  the  Missis- 
sippi complain  that  they  are  being  penalized  by  higher  rates  than 
those  that  are  paid  between  points  on  the  river,  because  of  the  po- 
tential water  competition,  although  there  is  not  a  single  boat  in 
existence.  The  commission  would  fix  the  minimum  rate,  and  sup- 
pose you  let  the  commission  fix  such  a  minimum  rate  that  the  water 
line  can  live. 

Mr.  Lyox.  It  never  fixes  anything  but  the  minimum  rate  under 
the  fourth  section.  The  commission  does  not  fix  maximum  rates 
under  the  fourth  section.  It  says  to  the  carrier,  "  You  can  not  go 
below  this  rate." 

The  Chairman.  Suppose  the  bill  gives  the  commission  the  right 
to  fix  the  actual  rate  ? 

Mr.  Lyon.  It  fixes  that  now,  because  the  railroad  goes  as  low  as 
the  commission  allows  it  in  order  to  drive  the  water  line  out  of 
business.  If  the  commission  says,  "  You  can  make  the  rate  $1," 
and  if  the  railroad  company  knows  that  it  can  keep  the  water  line 
out  of  business  on  a  rate  of  $1.25,  it  will  not  charge  the  $1  rate. 
They  naturally  charge  all  that  they  can  get  in  order  to  carry  what- 
ever proportion  of  the  business  they  think  they  are  entitled  to.  The 
commission  always  thought  that  there  should  be  a  division  of  the 
business  between  competitive  points,  and  I  have  asked  every  witness 
that  has  gone  on  the  stand  what  that  division  should  be,  but  nobody 
can  answer  that  problem.  The  commission  says  that  it  would  be 
wise  to  divide  the  traffic  passing  between  the  Atlantic  and  Pacific 
coasts,  divide  the  6,000,000  tons  of  freight  between  the  rail  and 
the  water  lines,  and  that  it  would  be  well  to  fix  the  thing  so  that 
there  would  be  a  "  reasonable "  division  of  business  as  between  the 
water  lines  and  the  railroads.  I  asked,  "What  division?"  There 
was  no  answer.  The  railroads  would  say  100  per  cent.  I  like  the 
railroads  because  they  stand  up  for  their  rights.  They  would  take 
it  all  if  it  were  possible  to  get  it.  The  commission  says,  "  You  ran 
not  take  it  all,"  but  they  do  not  say  how  much  they  shall  take. 

Mr.  DeWalt.  Wliere  is  your  remedy?  I  understand  your  com- 
plaint, and  I  want  to  know  what  is  your  remedy. 

Mr.  Lyon.  To  prohibit  the  Interstate  Commerce  Commission  from 
allowing  a  railroad  line  between  any  two  points  where  there  is 
water  competition  permitting  a  lower  rate  for  a  longer  distance 
than  for  a  shorter  distance.     That  is  specific  and  definite. 

Mr.  Montague.  Have  you  prepared  an  amendment  covering  it? 

Mr.  Lyon.  I  have  sent  ifor  it.  I  presented  it  to  the  Poindexter  bill, 
and  it  is  very  simple.  It  takes  from  the  commission  the  discretion 
to  permit  a  lower  charge  for  a  longer  haul  than  for  a  shorter  haul 
on  account  of  water  competition. 
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Mr.  DoREMUs.  It  simplj^  provides  an  amendment  to  the  fourth 
section  ? 

Mr.  Lyon.  Yes,  sir.  Now,  the  big  question  is  up  to  this  committee. 
The  Esch  bill,  as  I  understand  it,  provides  for  no  change  in  the 
present  fourth  section,  but  leaves  with  the  Interstate  Commerce 
Commission  the  authority  to  grant  exceptions  to  the  fourth  section 
on  account  of  water  competition. 

The  Chairman.  It  does  not  touch  the  fourth  section  at  all. 

Mr.  DoREMus.  What  effect  will  the  provision  in  the  Esch -bill  have 
on  the  matter  of  through  routes  and  joint  rates  established  with 
water  carriers? 

Mr.  Lyon.  If  given  a  liberal  construction,  it  should  have  a  useful 
effect  on  water  lines. 

The  Chairman.  The  Panama  Canal  act  also  provides  that  there 
shall  be  a  physical  connection  between  the  dock  and  the  rails. 

Mr.  Lyon.  As  I  said,  it  depends  upon  whether  a  liberal  construc- 
tion is  given  or  not.  As  a  result  of  our  effort  to  get  a  proportional 
rate  and  a  dock  connection  for  a  line  between  Norfolk  and  Charles- 
ton, the  commission  said,  "  You  have  no  boat,  and  therefore  we  will 
not  pass  upon  that  question." 

Mr.  DeWalt.  Do  you  know  whether  or  not  there  is  anything  in 
the  Cummins  bill  on  this  question? 

Mr.  Lyon.  I  would  not  want  to  say  what  is  in  the  Cummins  bill. 
I  am  not  prepared  to  say  what  is  in  it  or  what  is  out  of  it.  It  is 
too  deep  for  me. 

Mr.  Sims.  They  strike  out  the  proviso  of  the  fourth  section. 

The  Chairman.  They  practically  adopted  the  Poindexter  provi- 
sion. 

Mr.  Lyon.  Now,  that  is  why  w^  wanted  to  present  to  the  com- 
mittee the  seriousness  of  this  proposition,  going  to  the  existence,  it 
seems  to  me,  of  Avater  transportation.  It  is  a  thing  that  you  can  not 
pass  over  to  the  Interstate  Commerce  Commission,  or,  at  least,  I  do 
not  think  you  ought  to  pass  it  over  to  it.  If  there  are  so  many  tons 
of  freight  to  move  between  the  Atlantic  and  Pacific  coasts,  all  the 
tons  you  take  from  the  water  lines  and  turn  over  to  the  railroads  by 
allowing  them  to  charge  less  than  reasonable  rates,  of  course,  de- 
creases your  water  transportation  just  that  much.  The  commission 
has  held  that  it  will  permit  the  railroads  to  go  as  far  in  that  direc- 
tion as  the  "  out-of-pocket "  cost.  The  out-of-pocket  cost  is  sup- 
posed to  be  the  wages  of  the  crews,  the  use  of  the  cars,  etc.,  but  not 
anything  for  the  right  of  way  or  general  capital  account.  They 
allow  the  railroads  to  go  as  low  as  that,  if  necessary,  in  order  to 
secure  a  portion  of  the  business  from  the  water  lines.  Now,  to  show 
you  what  effect  that  has  had,  the  railroads  have  made  the  same 
rates  from  the  Missouri  River  to  San  Francisco  as  from  New  York 
to  San  Francisco,  although  the  water  lines  come  only  to  New  York. 
The  industry  at  Kansas  City  gets  the  same  rate  as  does  the  industry 
at  New  York.  The  excuse  for  reducing  the  rate  from  New  York  to 
San  Francisco  is  that  if  they  did  not  permit  lower  than  a  reasonable 
rate  the  Luckenbach  Steamship  Co.  or  other  steamship  companies 
would  take  the  freight.  In  order  to  prevent  the  Luckenbach  Steam- 
ship Co.  from  taking  the  freight,  the  commission  permitted  the  rail- 
road companies  operating  out  of  New  York  to  San  Francisco  to 
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make  such  rates  down  to  the  out-of-pocket  cost.  Then,  along  comes 
a  man  from  Pittsburgh,  Chicago,  St.  Louis,  or  Kansas  City,  and  he 
says,  "  I  see  that  for  the  industry  located  at  New  York  you  make  a 
lower  rate  to  the  Pacific  coast  than  a  reasonable  rate,  in  violation  of 
the  fourth  section ;  therefore  you  should  give  me  a  rate  that  violates 
the  fourth  section."  You  say,  "  Why,  you  are  not  on  the  high  seas ; 
you  are  not  at  the  port  of  New  York,  where  the  alleged  water  com- 
petition exists."  He  would  answer,  "  I  am  in  competition  with  a 
man  at  New  York,  and  therefore  I  should  be  allowed  the  same  thing 
that  he  is  allowed,  not  because  there  is  water  competition  at  Kansas 
City  or  at  Indianapolis  or  at  Des  Moines,  but  because,  forsooth,  I 
want  to  make  tin  cans  there  in  competition  with  the  man  at  New 
York."  That  sounds  right,  and  therefore  they  allow  a  rate  from 
Kansas  City  to  San  Francisco  which  is  less  than  the  rate  from  San 
Francisco  to  Eeno. 

It  is  a  long  haul  from  New  York  to  San  Francisco,  the  points 
between  which  the  steamships  have  to  haul.  As  a  matter  of  fact,  the 
railroads  can  not  make  the  rate  so  low  from  New  York  to  San  Fran- 
cisco as  to  get  the  business  from  the  Luckenbach  Steamship  Co.,  but 
they  say  we  will  make  the  rate  so  low  from  St.  Louis,  Chicago,  and 
Kansas  City  that  the  Luckenbach  Steamship  Co.  can  not  compete, 
because  the  out-of-pocket  cost  from  St.  Louis  and  Kansas  City  to 
Chicago  to  San  Francisco  is  just  about  one-half  of  what  it  is  from 
New  York  to  San  Francisco.    That  is  allowed.    Do  you  get  the  idea? 

The  reasonable  rate  is  100  per  cent,  we  will  assume,  and  the  out- 
of-pocket  cost  is  50  per  cent.  The  reasonable  rate  from  Kansas  City, 
we  will  say,  is  50  per  cent  of  the  New  York  rate  and  the  out-of-pocket 
cost  from  Kansas  City  is  25  per  cent  or  one-half  of  the  out-of-pocket 
cost  from  New  York.  The  commission  says  to  the  railroad  you  may 
violate  the  fourth  section  between  Kansas  City  and  San  Francisco, 
not  because  there  is  water  competition  between  those  points  but  be- 
cause there  is  market  .competition  between  Kansas  City  and  New 
York.  Instead  of  the  Luckenbach  Steamship  Co.  having  to  meet 
the  competition  of  the  railroads  between  New  York  and  San  Fran- 
cisco upon  the  basis  of  the  out-of-pocket  cost  from  New  York  to 
San  Francisco,  it  has  to  meet  it  upon  the  basis  of  the  out-of-pocket 
cost  from  Kansas  City  to  San  Francisco.  They  have  carried  that 
thing  as  far  as  Denver,  Colo.  The  Colorado  Fuel  &  Iron  Co.  shipped 
steel  into  San  Francisco  at  a  lower  rate  than  to  interior  points  on 
the  ground  that  that  practice  would  permit  them  to  put  steel  out  there 
in  competition  with  Pennsylvania  and  Ncav  Jersey.  I  do  not  think 
that  Congress  ought  to  give  the  commission  such  authority  as  that. 

The  Chairman.  If  we  should  allow  the  fourth  section  to  apply  on 
water  transportation,  do  you  think  it  would  be  right  for  Congress  to 
prohibit  the  water  lines  from  absorbing  rates  from  interior  points  to 
the  ports  on  either  coast?  You  know  they  all  absorbed  such  rates 
before  the  Federal  control  act. 

Mr.  Lyon.  I  can  not  see  any  particular  objection  to  that  provision. 
They  have  not  been  doing  it  for  years,  because  they  do  not  want  to 
subject  themselves  to  the.  act  to  regulate  commerce. 

The  Chairman.  They  absorbed  the  rates  as  far  west  as  Cincinnati 
to  the  Atlantic  ports ;  that  is,  they  absorbed  the  inland  rate.  If  you 
want  a  rigid  fourth  section,  would  it  be  fair  for  Congress  to  pro- 
liibit  the  water  lines  from  absorbing  rates  from  interior  points? 
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Mr.  Lyon.  I  see  no  objection.  Tlie,y  have  not  done  it  for  years. 
The  shipper  pays  the  local  rate  from  the  interior  point  to  the  port. 

Mr.  Hamilton.  Please  explain  what  you  mean  by  the  absorption 
of  the  rate. 

Mr.  Lyon.  Pittsburgh  has  a  certain  rail  rate  on  steel  articles  to 
New  York,  we  will  say  IG  cents  a  hundred.  In  former  years  the 
Luckenbach  Steamship  Co.  would  say  to  the  purchaser  of  the  steel  iu 
Pittsburgh,  "  If  you  will  route  this  stuff  via  New  York  we  will  al)- 
sorb  that  16  cents  in  the  rate  that  w^e  charge," 

Mr.  Hamilton.  Charge  that  much  less  on  the  transportation  of  the 
freight  to  San  Francisco  ? 

Mr.  Lyon.  Yes.  It  means  nothing  but  a  reduction  in  the  freight 
rate.  I  do  not  see  any  harm.  I  do  not  see  how  any  crime  is  com- 
mitted if  the  Luckenbach  Steamship  Co.  is  will  to  pay  the  rate  to 
New  York  and  transport  the  freight  by  water  to  San  Francisco. 
I  can  not  see  how  the  public  is  wronged.     I  see  no  objection  to  that. 

Mr.  Hamilton.  In  other  words,  the  owner  pays  for  the  transpor- 
tation of  the  freight  from  New  York  to  San  Francisco,  but  the 
shi]3  line  takes  care  of  the  freight  charge  inland  both  ways? 

JNIr.  Lyon.  Yes,  sir;  they  did  formerly.  Another  point,  nothing 
is  produced  right  on  the  Atlantic  coast.  Substantially  everythinfi' 
that  goes  to  a  boat  line  pays  a  railroad  rate. 

Mr.  Ha^iilton.  How  far  inland  did  they  absorb  the  rate  from 
the  Pacific  coast? 

Mv.  Lyon.  I  do  not  know  juvst  how  far,  but  I  think  100  miles  or 
200  miles.  Now,  the  absorption,  I  think,  is  misleading:  it  means 
very  little,  simply  taking  care  of  the  rail  rate  by  the  steamship 
line. 

Mr.  Montague.  The  steamship  line  credits  the  land  rate? 

My.  Lyon.  Yes,  sir. 

The  Chairman.  If  you  allow  the  absorption  you  give  to  the  rail- 
road companies  the  short  haul  and  deprive  it  from  the  larger  in- 
come which  would  come  from  the  long  haul? 

Mr.  Lyon.  By  the  fourth  section,  yes,  sir.  That  is  the  whole 
question.  The  railroads  at  Pittsburgh  made  a  rate  of  75  cents  on 
steel.  I  am  speaking  only  of  the  rate  prior  to  the  w^ar  period,  when 
the  rates  were  on  some  fixed  basis.  75  cents  from  Pittsburgh  to  San 
Francisco.  The  interior  rate  was  about  $2  or  $1.50.  The  division 
of  the  75-cent  rate,  the  Pennsylvania  got  11  cents  or  9^  cents,  I 
have  forgotten  what  it  was,  I  think  it  was  9^  cents  out  of  the  75 
cents  for  hauling  it  from  Pittsburgh  to  Chicago  where  it  tui'ns  it 
over  to  the  Santa  Fe  or  some  other  transcontinental  line,  about  400 
miles.  Pittsburgh  is  about  half  way  between  New  York  and  Chi- 
cago. The  rate  to  New  York  for  the  same  distance  was  16  cents. 
That  shoAYS  the  disadvantages  under  which  the  water  lines  operate 
all  the  time.  I  do  not  want  to  appear  here  for  a  moment  to  create 
the  impression  that  this  necessarily  will  result  in  a  reduction  of  the 
rate.  If  Congress  wants  the  rail  lines  of  this  country  to  do  all  the 
business,  it  is  a  question  whether  it  can  not  be  done  cheaper  than  by 
the  water  lines;  I  do  not  know. 

The  Chairman.  If  they  do  all  the  business? 

Mr.  Lyon.  If  they  did  all  the  business.  If  you  do  not  want  the 
rail  lines  between  two  points  to  have  all  the  business,  I  think  the 
policy  should  be  declared  by  Congress,  and  the  rule  laid  down  that 
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water  competition  shall  not  constitute  a  "special  case"  under  the 
fourth  section  proviso. 

Mr.  Hamilton.  Are  the  water  and  rail  lines  competin<^  as  before 
the  war? 

Mr,  Lyon.  I  think  all  transportation  lines  are  competing  in  a 
broad  sense.  The  rail  rates  get  down  to  such  a  point  the  water 
lines  can  not  compete.  The  railroad  rates  generally  have  been  re- 
duced in  violation  of  the  fourth  section  to  allow  them  to  compete 
with  the  w^ater  lines,  because  the  water  lines  were  getting  the  business. 

Mr.  Hamilton.  If  you  were  competing  down  to  the  outbreak  of 
the  war,  why  can  not  you  return  to  that  competition  now  under  the 
same  conditions? 

Mr.  Lyon.  We  can  return  on  the  same  conditions,  but  we  want  to 
return  under  better  conditions.    That  is  all  there  is  to  this. 

Mr.  Hamilton.  That  is  exactly  what  I  want  to  get  at. 

Mr.  Lyon.  Whether  the  boat  lines  will  return  and  operate  boats 
between  New  York  and  San  Francisco  will  depend  upon  whether 
the  Interstate  Commerce  Commission  will  say  that  the  railroads  may 
charge  less  than  reasonable  rates.  For  instance,  if  the  rate  is  $2 
from  New  York  to  San  Francisco,  the  Luckenbach  Steamship  Co. 
will  enter  the  transcontinental  business  as  soon  as  it  can  afford  to 
transport  freight  for  something  less  than  $2,  but  if  the  authority 
is  left  with  the  commission  to  say  that  it  will  permit  the  railroads 
to  charge  $1  from  New  York  to  San  Francisco  and  to  charge  $2  from 
Eeno  the  entry  of  the  Luckenbach  Co.  into  that  business  will  be 
delayed,  because  it  will  keep  its  steamships  in  other  lines  of  traffic 
until  it  can  get  down  to  the  level  of  $1.  It  is  for  you  gentlemen  to 
say  whether  you  want  water  transportation  between  these  ports  or 
not. 

Mr.  Hamilton.  Would  there  be  a  profit  in  the  business  at  that 
rate? 

Mr.  Lyon.  I  do  not  think  that  a  steamship  company  could  operate 
unless  there  was  a  profit.  I  think  the3^  would  soon  pass  out  of 
existence. 

Mr.  Hamilton.  I  assume  so. 

Mr.  Watson.  I  understand,  the  commissioners  allow  higher  rates 
between  Pittsburgh  and  Denver,  for  instance,  than  between  New 
York  and  San  Francisco? 

Mr.  Lyon.  I  understand  so. 

Mr.  Watson.  Is  it  the  principle  of  the  Interstate  Commerce  Com- 
mission to  give  higher  rate  for  interior  transportation  in  order  that 
railroads  may  make  up  the  loss  between  New  York  and  San  Fran- 
cisco and  thus  meet  water  competition? 

Mr.  Lyon.  I  never  knew  that  the  idea  of  allowing  the  higher  rate 
was  to  make  up  for  some  loss  at  another  point. 

Mr.  Watson.  They  do,  as  a  fact? 

Mr.  Lyon.  They  make  the  difference,  but  not  for  that  purpose.  I 
think  the  purpose  of  the  lower  rate  is  to  take  the  business  away  from 
the  water  lines. 

Mr.  Watson.  My  point  is  this:  Suppose  the  Interstate  Commerce 
Commission  favored  higher  rates  to  the  interior  in  order  that  they 
could  make  up  the  loss  between  points  where  they  come  in  competi- 
tion w^^h  water  lines? 
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Mr.  Lyon.  I  am  not  prepared  to  say  that  that  is  a  fact.  I  think 
not.  The  Luckenbach  Steamship  Co.  will  go  in  there  and  make 
a  rate  of  a  dollar  between  New  York  and  San  Francisco.  The 
reasonable  charge  to-day  is  $2,  with  no  lower  rate  to  the  interior 
points.  The  rail  line,  if  it  wants  to  get  that  business,  will  charge 
something  less  than  $2. 

Mr.  Watson.  The  very  fact  that  the  rates  are  higher  to  the  inte- 
rior points  shows  that  the  railroads  are  getting  an  advantage  ? 

Mr.  Lyon.  No;  I  would  not  say  that. 

Mr,  Watson.  The  railroad  can  do  that,  nevertheless? 

Mr.  Lyon.  The  real  contest  is  between  the  water  lines  and  the  rail 
lines.  That  is  the  question,  Which  means  of  transportation  do  you 
want  to  do  the  business? 

Mr.  DoREMus,  Was  that  company  doing  business  before  the  Pan- 
ama Canal  was  constructed? 

Mr.  Lyon.  I  do  not  know.  I  do  not  think  they  went  into  the 
transcontinental  business  until  about  1910  or  1911.  That  is  my  recol- 
lection. The  company  sends  its  ships  all  over  the  world.  The 
American-Hawaiian  Co.  was  in  the  business  between  the  coasts  for 
a  number  of  years.     They  used  to  send  ships  around  Cape  Horn. 

The  Chairman.  If  the  water  lines,  from  coast  to  coast,  absorb  the 
rates,  what  effect  is  that  going  to  have  on  the  manufacturing  indus- 
tries of  the  Middle  West,  whose  people  helped  to  build  the  Panama 
Canal? 

Mr.  Lyon.  I  think  if  you  will  let  the  coast  points  retain  the  ad- 
vantages which  nature  gives  them  by  reason  of  being  on  the  high 
seas,  or  rather  do  not  take  those  advantages  away  from  them,  that  is 
the  better  way  to  put  it,  the  advantages  of  being  on  the  high  seas, 
it  will  have  a  detrimental  effect  upon  the  interior.  I  recognize  that 
the  chairman  is  from  the  interior,  but  I  do  not  mean  that  that  would 
affect  his  opinion  on  this  matter,  but  we  are  all  affected  more  or  less 
by  our  surroundings. 

The  Chairman.  This  is  a  country-wide  proposition? 

Mr.  Lyon.  It  is  a  country-wide  proposition  and  it  is  a  question  for 
Congress.  If  it  wants  to  take  away  from  the  iron  industry  which  I 
spoke  of  in  Jersey  City,  which  is  right  at  the  dock,  and  transfer  its 
business  to  Racine,  Wis.,  Congress  can  do  it.  That  is  what  is  done. 
That  is  being  done  to-day.  It  is  to  me  most  remarkable  that  men 
from  New  England  and  the  Pacific  coast  are  here  opposing  a  rigid 
fourth  section.  The  only  advantage  that  a  water  point  has  over  an 
interior  point  is  that  it  is  upon  the  water,  yet  these  men  come  here 
and  contend  against  their  coast  points  retaining  that  advantage. 

The  Chairman.  You  believe  that  a  city  should  have  all  the  benefit 
that  comes  from  its  location? 

Mr  Lyon.  I  think  that  is  a  policy  for  Congress.  If  I  were  a  Mem- 
ber of  Congress  I  would  look  at  it  that  way. 

The  Chairman.  The  Pacific  coast  cities  claim  that  they  should 
have  all  of  the  advantages  which  the  location  on  the  Pacific  coast 
gives  to  them ;  in  other  words,  that  they  should  have  the  benefit  of 
two  means  of  transportation,  water  and  rail,  while  the  interior  points 
only  have  the  rail? 

Mr.  Lyon.  But  the  contention  of  the  Pacific  coast  people  is  un- 
sound. The  fact  that  they  are  located  upon  the  water  does  not  of 
itself  entitle  them  to  a  lower  than  reasonable  rate  bv  the  railroad. 


2078        EETURN   OF  TH^  EAILROADS  TO  PRIVATE   OWNERSHIP. 

The  Chairman.  It  is  a  remarkable  thing  that  the  Pacific  coast 
people  should  believe  that? 

Mr.  Lyon.  I  am  not  afraid  to  take  issue  with  any  of  them  on  that 
point.  I  have  been  arguing  this  question  for  25  or  30  j'ears  before 
the  commission. 

The  Chairman.  So  have  they. 

Mr.  Lyon.  Yes,  sir.  We  arrive  at  different  conclusions.  I  can 
not  conceive  how  San  Francisco,  being  located  on  the  sea,  is  entitled 
to  a  lower  rate  by  rail  than  lleno.     I  can  not  get  that  at  all. 

Mr.  Sims.  Over  the  same  railroad? 

Mr,  Lyon.  Yes,  sir. 

Mr.  Merritt.  Since  the  construction  of  the  Panama  Canal,  is  per- 
ishable fruit  and  freight  carried  without  deterioration  by  ships? 

Mr.  Lyon.  I  think  not.    I  am  not  up  on  that. 

Mr,  Merritt.  Is  not  the  rail  route  considered  better  for  the  trans- 
portation of  California  fruit? 

Mr^  Lyon.  Yes,  sir;  they  transport  it  all. 

Mr.  Merritt.  Notwithstanding  the  construction  of  the  Panama 
Canal? 

Mr.  Lyon.  Yes,  sir.  I  would  say  that  the  rail  lines  carry  80  or  90 
per  cent  of  the  transcontinental  business.  The  steel  articles  that  are 
wanted  in  a  hurry  can  not  be  shipped  by  boat.  They  are  shipped 
from  Pittsburgh  to  New  York  and  lie  on  the  dock  waiting  for  a 
Luckenbach  steamship  to  sail. 

Mr.  Merritt.  What  is  the  difference  in  time  between  New  York 
to  San  Francisco? 

Mr.  Lyon.  I  think  before  the  war  it  was  from  22  to  28  days  through 
the  Panama  Canal.  The  best  I  have  heard  of  in  rail  transportation 
is  12  days  from  San  Francisco  or  San  Bernardino  to  New  York  on 
perishable  stuff.     That  is  expedited. 

The  Chairman.  That  is  express  freight? 

Mr.  Lyon.  Yes,  sir;  I  gave  the  extreme. 

The  Chairman.  The  average  movement  of  freight  cars  is  24:  miles 
a  day. 

Mr.  Lyon.  Of  course,  the  24  miles  a  day  includes  the  time  they 
are  in  the  shops  and  everything. 

The  Chairman.  Yes. 

Mr.  Webster.  The  aspect  of  this  matter  which  Mr.  Lyon  is  pre- 
senting to  the  committee  is  one  of  very  vital  importance  to  my  sec- 
tion of  the  country. 

Mr.  Lyon.  What  section? 

The  Chairman,  Spokane,  Wash, 

Mr.  Webster.  I  should  like  to  ask  permission  for  Mr,  Lyon  to  come 
back  this  afternoon  for,  say,  15  minutes.  I  am  anxious  that  the  com- 
mittee get  clearly  in  mind  the  proposition  that  Mr.  Lyon  is  making. 
I  am  fearful  that  the  committee  has  not  as  yet  properly  grasped  the 
situation,  and  for  the  purpose  of  the  record  and  in  order  that  Mem- 
bers of  Congress  may  have  before  them  fully  this  aspect  of  the  mat- 
ter I  should  like  to  have  15  minutes  this  afternoon  to  go  into  it  and 
get  the  record  on  it  cleared  up. 

The  Chairman.  The  committee  will  now  take  a  recess  until  2 
o'clock  p.  m, 

(Thereupon  the  committee  took  a  recess  until  2  o'clock  p.  m.) 
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The  committee  met  pursuant  to  the  recess  at  2  o'clock  p.  m. 
STATEMENT  OF  MR.  FRANK  LYON— Resumed. 

The  Chairman.  You  may  proceed  with  your  statement. 

Mr.  Lyon.  If  the  committee  please,  I  am  back  here  at  the  sugges- 
tion of  Representative  Webster,  I  believe,  but  there  were  a  few  ques- 
tions asked  before  the  recess  which  I  might  make  answer  to  and  state 
generally  my  position  on  the  bill,  although  I  did  not  come  here  to 
appear  on  the  general  questions. 

In  the  first  place,  I  think  that  regulation  of  railroads  has  been  a 
failure,  and  is  a  failure,  both  State  and  National.  As  I  said,  I  have 
been  associated  with  it  for  32  years,  and  the  only  possibility  I  see 
for  correction,  if  there  be  any  correction  for  it,  is  through  public 
ownership ;  but  I  am  not  here  to  make  a  public  ownership  speech  or 
to  make  an  advocacy  of  it,  because,  so  far  as  my  personal  ends  are 
concerned,  I  trust  'there  will  always  be  regulation.  As  long  as  there 
is  regulation  there  is  lots  of  business  for  rate  lawyers  and  that  is 
my  sole  industry  and  my  selfish  interest  leans  to  regulation,  although 
I  think  it  leads  into  a  blind  alley. 

The  Chairman.  Do  you  believe  that  the  Government  should  own 
a  merchant  marine? 

Mr.  Lyon.  Well,  that  is  a  big  question.  As  a  practical  matter  I 
do  not  see  how  you  could  own  it  in  relation  to  foreign  countries,  but 
I  am  ignorant  about  it.  I  do  not  know  whether  the  United  States 
could  force  its  views  upon  England  or  Germany  or  other  countries. 

Mr.  Hamilton.  Do  you  think  it  advisable  that  the  Government 
should  own  coastwise  ships  ? 

Mr.  Lyon.  That  is  a  question,  too,  which  I  think  is  different  from 
the  other  one,  but  my  general  opinion  about  the  way  transportation 
should  be  operated  is  this:  That  the  public  highways,  like  our 
roads,  should  be  owned  by  the  public.  I  am  entirely  against  the 
regulation  of  trucks  on  our  public  highways.  I  live  over  here  in 
Virginia  and  we  have  public  highways  and  we  have  intense  com- 
petition over  there  in  trucks  on  those  public  highways.  The  public 
highways  are  owned  by  the  counties  and  the  State.  At  this  stage 
of  development  of  transportation  my  view  is  that  it  would  be  dis- 
astrous to  the  country  to  try  to  regulate  those  trucks  and  have  them 
file  reports  and  publish  rates,  no  matter  how  large  they  get,  and  I 
have  no  doubt  that  the  transportation  by  truck  will  be  as  great  as 
the  transportation  by  railroad  as  time  develops. 

The  next  question  is  as  to  waterways.  I  think  they  ought  to  be 
owned  by  the  Government.  I  think  some  of  the  docks  at  every  im- 
portant port  or  wharf  ought  to  be  owned  or  operated  by  the  Gov- 
ernment, so  that  any  individual  owner  of  a  boat  may  dock  his  ship 
at  reasonable  cost ;  but  I  do  not  think  it  is  in  the  public  interest  that 
the  rates  by  boats  should  be  fixed  by  Government  authority, 
I  think  the  effect  of  all  regulation  is  disastrous  to  the  small  operator 
and  plays  into  the  hands  of  the  large  operator.  I  imagine  the 
Luckenbach  Steamship  Co.  would  welcome  regulation.  I  can  not 
speak  for  them  in  that  regard.  I  have  thought  it  would  be  in  their 
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interest  to  have  regulation  of  water  rates.  They  are  a  large  concern 
and  can  employ  rate  lawyers  and  traffic  managers,  and  other  useful 
assistants.  I  think  for  the  small  concern,  a  man  operating  a  gaso- 
line launch,  for  instance,  between  Washington  and  Alexandria,  to 
say  that  his  rates  should  be  regulated  by  the  Interstate  Commerce 
Commission  and  that  he  should  give  30  day's  notice  or  any  notice, 
and  make  annual  reports  to  the  Interstate  Commerce  Commission, 
I  think  it  would  be  disastrous  to  such  a  gasoline  launch  owner. 
I  can  see  no  more  reason  why  regulation  should  be  limited  only  to 
the  water  carrier  of  large  capacity.  It  is  in  the  interest  of  the  small 
operator  that  I  think  it  is  disastrous  to  regulate  water  rates. 

Mr.  Hamilton.  As  links  in  interstate  transportation  of  goods  and 
passengers,  would  you  also  advise  Government  ownership  of  elevators 
and  hotels? 

Mr.  Lyon.  I  do  not  know  that  hotels  are  a  link  in  transportation. 
So  far  as  elevators  are  concerned,  if  they  are  a  part  of  transporta- 
tion, I  think  there  would  be  no  reason  whj'  they  should  not  be,  as  an 
instrumentality  of  commerce.  The  Supreme  Court  has  practically 
held,  in  the  Dieffenbaugh  case,  I  think,  at  Kansas  City,  that  they 
were  practically  public  carriers. 

Mr.  Watson.  If  the  Government  should  own  the  docks,  then  the 
tramp  steamer  would  have  no  trouble  in  finding  a  pier. 

Mr.  Lyon.  I  suppose  not. 

Mr.  Watson.  Is  that  one  of  your  reasons  for  advocating  public 
ownershij)  of  docks? 

Mr,  LroN.  All  I  say  is  that  there  should  be  docks  at  the  ports  to 
which  the  transient  steamer  can  come  in  and  dock  at  reasonable 
prices.  I  am  not  at  all  against  steamship  companies  owning  their 
own  docks  under  proper  regulation,  but  it  seems  to  me  that  is  the 
way  it  ought  to  be  regulated. 

Mr.  Montague.  Do  you  approve  of  the  Plumb  plan  of  railroad 
operation  ? 

Mr.  Lyon.  I  certainly  do  not.  I  think  that  is  simply  a  selfish 
interest  of  a  few  of  the  people  to  take  advantage  of  the  mass  of  the 
people.  I  think  we  will  either  go  to  Government  ownership  with 
the  railroads  operated  in  the  interest  of  the  whole  public  or  we  will 
have  the  present  system  of  regulation;  that  is,  private  ownership 
with  regulation.  Of  course,  the  fundamental  trouble  in  our  trans- 
portation is  that  we  have  no  method  of  making  rates;  absolutely  no 
principle.  There  never  has  been,  and  so  long  as  there  is  private 
ownership  and  operation  there  will  never  be,  a  system  of  making 
rates,  because  it  is  inconsistent  with  a  system  of  rates. 

Mr.  Montague.  Have  they  made  much  out  of  it,  do  you  think  ? 

Mr.  Lyon.  I  should  think  they  had  made  enormous  sums. 

Mr.  Montague.  Do  the  reports  to  the  Interstate  Commerce  Com- 
mission show  any  large  earnings? 

Mr.  Lyon.  That  does  not  indicate  what  is  made  out  of  railroading. 
That  is  simply  the  formal  part  that  gets  to  the  commission.  The 
manipulation  of  stocks  and  bonds  is  the  money-making  end  of  rail- 
roading. 

Mr.  Montague.  I  am  talking  about  what  the  roads  earn  them- 
selves. 

Mr,  Lyon.  You  mean  the  reports  of  the  companies 
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Mr.  Montague  (interposing).  I  do  not  know  whether  the  reports 
are  correct  or  not,  but  taking  the  actual  earnings,  have  they  earned 
sufficiently  to  make  it  a  very  remunerative  business? 

Mr.  Lyon.  Not  on  the  stocks  and  bonds  as  they  are  reported.  I 
would  not  say  that  the  earnings  had  been  extortionate  at  all. 

Mr.  WiNSLow.  Have  you  finished? 

Mr.  Lyon.  I  want  to  make  one  further  statement  before  I  leave 
that.  I  was  asked  by  the  chairman  about  the  position  of  the  Pacific 
coast  interests  and  the  Atlantic  coast  interests,  having  a  very  differ- 
ent view  of  the  situation  from  the  one  I  have  expressed,  that  their 
interest  is  reall}^  in  the  water  lines  and  not  in  the  rail  lines,  and  that 
they  claim  a  right  to  have  two  sets  of  rates,  one  via  the  water  lines 
and  one  via  the  rail  lines.  I  have  asked  these  gentlemen  who  come 
from  San  Francisco  and  Spokane  and  Los  Angeles  and  New  York 
and  Boston,  and  the  coast  points,  when  they  have  appeared  before 
the  Interstate  Commerce  Commission,  and  I  was  representing  the 
water  lines,  I  have  said : 

Why  does  San  Francisco  pay  your  expenses  to  come  here  and  pay  you  a  large 
salary  to  represent  their  interests  in  these  fourth-section  cases,  if  my  clients, 
the  Luckenbach  Steamship  Co.  and  the  American-Hawaiian  Steamship  Co.,  can 
give  you  what  you  want? 

In  other  words,  why  do  they  appear  before  the  commission  asking 
for  the  privilege  of  the  railroads  violating  the  fourth  section  ?  They 
appear  there  solely  and  only  because  they  want  that  commission  to 
allow  these  railroads  to  give  them  something  that  my  clients  can  not 
give  them.  If  my  client  stood  at  San  Francisco  with  his  boat  and 
could  give  them  what  they  wanted,  they  would  not  appear  before  the 
Interstate  Commerce  Commission  and  ask  for  violations  of  the 
fourth  section.  They  appear  there  so  that  the  Southern  Pacific  and 
the  Northern  Pacific  and  the  transcontinental  railroads  generally 
may  give  them  less  than  reasonable  rates.  Those  coast  points  claim 
a  vested  interest  in  having  the  railroads  of  this  country  perform  a 
service  for  them  at  less  than  reasonable  rates,  while  all  the  balance 
of  the  citizens  of  the  country  are  limited  to  reasonable  rates.  If 
they  did  not  believe  that  by  coming  before  the  Interstate  Commerce 
Commission  they  could  get  less  than  reasonable  rates  they  would  not 
appear. 

Mr.  Hamilton.  In  order  to  get  those  reasonable  rates,  you  think 
it  is  necessary,  however,  to  have  competition  between-  the  railroads 
and  the  boat  lines,  do  you  not  ? 

Mr.  Lyon.  No;  I  would  not  think  so.  I  have  no  doubt  that  rea- 
sonable rates  existed  long  before  railroads  were  ever  invented.  I  do 
not  see  any  relation  between  the  two. 

Mr.  Hamilton.  Do  you  not  think  the  water  lines  would  raise  their 
rates  if  they  did  not  have  to  compete  with  the  transcontinental  car- 
riers ? 

Mr.  Lyon.  As  long  as  the  ocean  is  free  there  will  be  competition 
between  water  lines. 

Mr.  Hamilton.  Yes;  and  we  have  known  such  things,  however,  as 
combinations. 

Mr.  Lyon.  Oh,  that  is  another  story;  look  to  your  Attorney  Gen- 
eral for  that  and  do  not  mix  your  legislation.  If  the  transportation 
interests  of  this  country  violate  the  Sherman  law,  get  the  Attorney 
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General  to  prosecute  them,  but  do  not  try  to  do  it  in  tliis  way. 
Transportation  by  water  has  been  known  since  the  time  of  the  Phoe- 
nicians, while  railroading  has  only  been  known  about  75  years.  If 
the  committee  please,  this  question  of  the  fourth  section  is  a  question 
between  the  railroads  and  the  water  lines.  It  is  a  question  with 
which  the  shipper,  inherently,  has  no  concern.  There  is  a  certain 
amount  of  traffic  that  moves  between  New  York  and  San  Francisco. 
All  that  the  shipper  is  entitled  to  is  a  reasonable  rate,  and  he  gets 
that  under  the  first  section  of  the  act.  If  the  water  lines  operating 
from  New  York  to  San  Francisco  charge  what  is  a  reasonable  rate 
by  water — not  what  is  a  reasonable  rate  by  rail — the  sole  question 
under  the  fourth  section  is  as  to  whether  the  Interstate  Conunerce 
Commission  shall  say  to  the  railroads  operating  between  New  York 
and  San  Francisco,  "  You  may  charge  the  shipper  between  New 
York  and  Chicago  less  than  we,  the  commission,  would  order  you  to 
do  under  the  first  section  of  the  act  to  regulate  commerce ;  in  other 
words,  less  than  a  reasonable  rate.  You  may  charge  a  rate  that  will 
meet  the  water  rates." 

It  is  a  contest  between  two  methods  of  transportation,  water  versus 
railroads.  The  shipper  in  San  Francisco  has  nothing  to  do  with  the 
subject.  He  has  no  legitimate  or  lawful  interest  in  it.  If  honest, 
he  would  stand  there  on  the  wharf  and  he  would  either  hand  his 
business  to  the  Luckenbach  Steamship  Co.  to  take  to  New  York  or  he 
would  hand  it  to  the  Southern  Pacific  Railroad  to  take  to  New  York. 
The  one  giving  him  the  lowest  rate  probably  would  be  the  one  he 
would  accept,  and  he  has  nothing  to  do,  in  my  opinion,  with  the  con- 
troversy between  the  railroad  and  the  water  line.  He  appears  here — 
he  appeared  before  these  committees — and  his  sole  contention  is  a 
vested  interest  in  a  less  than  reasonable  rate,  and  that  is  his  con- 
tention always  before  the  commission. 

Mr.  Webster.  Mr.  Lyon,  getting  back  to  the  original  matter  of 
amending  the  fourth  section  of  the  act  to  regulate  commerce  so  as 
to  withdraw  from  the  Interstate  Commerce  Commission  the  power 
to  make  special  orders  permitting  departures  from  what  we  call  the 
long-and-short-haul  clause,  the  fourth  section  of  the  act  to  regulate 
commerce,  after  defining  what  we  are  all  familiar  with  as  the  long- 
and-short-haul  rule,  includes  this  proviso: 

Provided,  Jioioever,  That  upon  application  to  the  Interstate  Commerce  Com- 
mission such  carrier  may,  in  special  cases,  after  investigation,  be  authorized 
by  the  commission  to  charge  less  for  longer  than  for  shorter  distances  for  the 
transportation  of  passengers  or  property,  and  the  commission  may,  from  time  to 
time,  prescribe  the  extent  to  which  such  designated  common  carrier  may  be 
relieved  from  the  operation  of  this  section. 

Now,  the  effect  of  the  so-called  Poindexter  bill  is  to  repeal  that 
proviso. 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  And  to  make  the  long-and-short-haul  rule  rigid  and 
drastic  and  not  to  permit  any  departure  from  it  in  any  case. 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  That  provision  has  been  incorporated  into  the  so- 
called  Cummins  bill,  the  bill  reported  by  the  subcommitte  of  five 
of  the  Senate  Committee  on  Interstate  Commerce. 

Mr.  Lyon.  Yes;  I  know  it  has. 

Mr.  Webster.  If  that  act  should  be  approved  in  its  present  form 
it  would  do  away  with  the  necessity  of  your  appearance  here. 
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Mr.  Lyon.  Yes. 

Mr.  Webster.  Because  if  there  could  be  no  departure  in  any  case 
your  lines  would  get  the  benefit  of  it? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  But  it  is  your  position  that  whether  the  fourth  sec- 
tion is  made  absolute  and  rigid  in  all  cases  or  not,  it  should  be  so 
amended  as  to  withdraw  from  the  commission  power  to  grant  de- 
partures from  the  fourth  section  based  solely  on  water  competition ; 
is  that  right? 

Mr.  Lyon.  Yes,  sir ;  I  have  the  proviso  here  and  I  will  just  give  the 
reference  to  it.  It  appears  in  Senate  Document  313,  March  13  and 
14,  1918. 

Mr.  Sims.  Page  what? 

Mr.  Lyon.  Page  236.  I  suggested  this  amendment  at  the  sugges- 
tion of  Senator  Pomerene — that  after  the  words  which  you  read — 

Provided,  however,  That  upon  application  to  the  Interstate  Commerce  Com- 
mission such  carrier  may  in  special  cases,  after  investigation,  be  autliorized 
by  the  commission  to  charge  less  for  longer  than  for  shorter  distances  for  the 
transportation  of  passengers  and  property — 

I  suggested  these  words: 

Except  that  it  shall  not  grant  such  authority  for  the  purpose  of  enabling 
the  carrier  by  railroad  to  transport  traflic  in  competition  with  a  water  route 
or  routes. 

Mr.  Webster.  Now,  you  are  aware,  of  course,  that  the  Esch  bill 
contemplates  bringing  water  carriers  under  the  jurisdiction  of  the 
Interstate  Commerce  Commission. 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  And  that  it  also  contemplates  conferring  upon  the 
commission  power  to  fix  minimum  as  well  as  maximum  rates. 

Mr.  Lyon.  Yes. 

Mr.  Webster.  And  it  is  your  thought,  as  I  gather  it,  with  that 
power  conferred  upon  the  commission,  there  should  be  an  amendment 
such  as  you  have  indicated  withdrawing  from  the  commission  power 
to  make  special  orders  permitting  departures  from  the  long  and 
short-haul  clause,  based  upon  water  competition,  either  actual  or 
potential. 

Mr.  Lyon.  First,  I  believe  there  should  be  no  legislation  by  Con- 
gress placing  the  water  lines  under  the  jurisdiction  of  the  commis- 
sion ;  and  whether  that  be  done  or  not,  I  think  this  amendment  should 
be  made.  I  do  not  think  it  is  a  good  thing  for  the  public  to  try  to 
regulate  water  rates.     That  is  my  personal  view. 

Mr.  Webster.  If  water  carriers  are  not  placed  under  the  jurisdic- 
tion of  the  Interstate  Commerce  Commission  and  the  amendment  that 
you  propose  should  be  enacted,  where  would  the  power  reside  to 
prevent  the  cutthroat  or  ruinous  competition  between  rail  and  water 
carriers  at  water-competing  points? 

Mr.  Lyon.  I  do  not  knOw  whether  it  ought  to  be  prevented,  in  the 
first  place;  and  in  the  second  place,  I  do  not  see  where  there  would 
be  the  ruinous  competition  to  which  you  refer.  To  be  frank,  I  think 
the  business  would  go  to  the  water  lines.    That  is  what  I  am  here  for. 

Mr.  Webster.  Mr.  Lyon,  you  understand,  do  you  not,  that  the  rea- 
son the  Interstate  Commerce  Commission  makes  these  special  orders 
permitting  railroad  companies  to  depart  from  the  long-and-short- 
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haul  rule  is  in  order  to  enable  the  railroads  to  compete  with  water 
carriers  ? 

Mr.  Lton.  That  is  exactly  what  I  am  here  to  protest  against.  I 
say  it  is  just  like  the  Interstate  Commerce  Commission  ordering  the 
Luckenbach  Steamship  Co.  not  to  operate  a  steamer  between  the 
Atlantic  and  the  Pacific,  and  that  is  what  I  think  is  against  the  pub- 
lic interest.  Now,  Congress  thinks  that  is  in  the  public  interest,  evi- 
dently, and  the  commission  thinks  so.  I  am  here  with  a  new  propo- 
sition. If  you  want  the  boat  lines  you  can  not  turn  the  business  over 
to  the  railroads.    You  have  got  to  take  your  choice. 

Mr.  Webster.  May  we  not  be  able  to  devise  a  policy  that  w^ll  pre- 
serve to  the  public  the  benefit  of  both  systems  of  transportation  ? 

Mr.  Lyon.  Well,  that  it  what  the  commission  is  doing.  The  com- 
mission sits  up  there  and  says,  "  We  are  the  wise  men  who  decide  just 
how  far  business  shall  be  done  by  water  and  how  far  business  shall  be 
done  by  the  railroad."  I  say  I  do  not  think  that  power  ought  to 
rest  in  the  commission.  It  is  a  perfectly  clean-cut  issue.  I  do  not 
think  anybody  is  wise  enough  to  decide  it.  I  am  devoted  to  the  com- 
mission. I  think  is  is  one  of  the  greatest  bodies  we  have ;  but  I  do 
not  think  any  man  is  wise  enough  to  say  that- 


Mr.  Webster  (interposing).  Then,  as  I  gather  it 

Mr,  Lton  (continuing).  Except  Congress.  I  think  Congi-ess  is 
the  only  body  competent  to  decide  it,  because  it  is  a  question  of 
policy. 

Mr.  Webster.  I  gather,  then,  that  it  is  your  idea  that  transporta- 
tion by  water  should  not  be  regulated  at  all,  but  that  the  Intei'state 
Commerce  Commission  should  be  deprived  of  the  right  it  now  pos- 
sesses to  make  special  orders  for  the  purpose  of  enabling  carriers 
by  rail  to  compete  with  carriers  by  water. 

Mr.  Lyon.  That  is  exactly  my  position,  and  it  is  exactly  the  same 
as  I  am  against  the  commission  regulating  the  trucks  that  operate 
on  the  roads  in  my  county  where  I  live.  I  am  against  their  regulat- 
ing the  boat  lines  that  operate  on  the  creeks  and  rivers  in  my  State. 

Mr.  Webster,  Certainly,  your  position  as  you  have  outlined  it 
would  be  strengthened,  would  it  not,  if  the  Esch  bill  should  pass 
placing  water  carriers  under  the  jurisdiction  of  the  Interstate  Com- 
merce Commission  and  giving  the  Commission  authority  to  fix  min- 
imum as  well  as  maximum  rates. 

Mr.  Lyon.  I  do  not  see  how  it  could  without  some  amendments. 
I  have  reason  to  believe,  based  upon  experience,  and  that  is  all  we 
can  have,  that  they  would  treat  the  rail  and  the  water  lines  under 
this  bill  exactly  as  they  have  always  treated  them. 

Mr.  Webster.  I  say,  would  it  not  be  an  additional  reason  why 
such  an  amendment  as  you  propose  should  be  enacted,  to  have  the 
commission  clothed  with  other  powers  in  the  exercise  of  which  they 
could  regulate  competition  between  rail  and  water  carriers  at  water- 
competitive  points? 

Mr.  Lyon.  I  do  not  think  I  understand  your  question;  but  I  do 
not  see  why  they  should  regulate  this  competition  between  rail  and 
water  lines.    That  is  what  I  do  not  understand. 

Mr.  Webster.  When  Mr.  Clark  was  before  the  committee,  I  asked 
him  about  this  question  in  a  general  way : 

Mr.  Webster.  Mr.  Clark,  I  have  been  very  gi-eatly  interested  in  your  views 
relative  to  the  long-and-short-haul  clause.    If  the  bill  now  under  consideration 
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should  be  enacted,  substantially  in  its  present  form,  it  would  confer  upon  the 
Interstate  Commerce  Commission  power  to  fix  minimum  as  well  as  maximum 
rates  botb  as  to  carriers  by  rail  and  such  carriers  by  water  as  are  included 
within  the  operation  of  this  act,  would  it  not? 

Mr.  Ci^KK.  It  would. 

Mr.  AVebster.  Could  not  the  commission,  in  the  exercise  of  that  power,  pre- 
vent ruinous  or  cut-throat  competition  between  rail  and  water  carriers  at 
water-competitive  points? 

Mr.  Clakk.  That  is  one  of  the  principal  reasons  for  favoring  it. 

Mr.  Webster.  Would  there  be  any  objection,  therefore,  to  so  amending  the 
proviso  contained  in  the  fourth  section  of  the  commerce  act  as  to  withdraw 
from  the  commission  power  to  make  special  orders  as  to  water-competitive 
points  but  leaving  the  law  as  it  is  in  its  relation  to  rail-competitive  points? 

Mr.  Clark.  I  think  that  if  that  were  done  and  the  commission  were  given 
the  authority  here  proposed  as  to  maximum  and  minimum  rates  and  ttie  juris- 
diction here  proposed  over  water  carriers  that  the  competition  between  the 
rail  and  water  carriers  could  be  adjusted  on  a  relatively  fair  and  proper  basis, 
without  regard  to  the  long-and-short-haul  rule. 

Mr.  Webster.  And  would  not  that  tend  to  stabilize  the  rates?  I  have  in 
mind  this  thought :  During  your  statement  you  said  that  there  was  no  incon- 
venience or  burden  being  suffered  by  the  intermountain  country  because  of 
any  special  orders  now  in  existence.  So  far  as  my  information  goes,  that  is 
entirely  accurate ;  but  I  gathered  from  your  statement  that  that  came  about 
on  account  of  two  reasons — first,  the  disappearance  of  actual  competition- by 
water  and  the  modern  policy  of  the  commission  not  to  take-  into  consideration 
potential  competition — and  it  occurred  to  me  that  if  the  passing  of  competition 
by  water  was  the  cause  of  relief  that  when  normal  conditions  are  restoi-ed  and 
water  competition  returns  that  will  bring  about  a  withdrawal  of  the  relief. 

Mr.  Clark.  I  think  that  is  the  point  of  view  that  is  held  now  by  the  rep- 
resentatives of  the  intermountain  territory.  They  say  that  the.y  anticipate 
that  the  commission,  following  the  policy  that  it  has  followed  in  the  past,  would 
grant  relief  to  the  railroads  under  the  long-and-short-haul  rule  if  the  com- 
petition via  water  from  coast  to  coast  should  again  become  active. 

Mr.  Webster.  It  is  my  thought,  Mr.  Clark — and  I  do  not  know  how  far 
out  of  line  I  am  with  the  best  thought  on  the  question — that  it  is  infinitely 
more  important,  so  far  as  the  development  of  tlie  country  is  concerned,  that 
rates  be  relatively  just  and  equitable  than  it  is  that  they  be  inherently  rea- 
sonable ;  that,  of  course,  within  limits. 

Mr,  Clark.  I  agree  with  you  fully  on  that. 

Mr.  W'ebster.  And  also  bearing  upon  the  development  of  the  country,  that 
it  is  indispensable  that  there  be  an  element  of  permanency  in  the  rates,  to 
the  end  that  capital  may  go  to  that  section  and  seek  investment  in  permanent 
enterprises. 

Mr.  Clark.  I  think  that  is  true  also. 

Mr.  Webster.  Then,  would  it  not  be  not  only  proper  but  wise  legislation, 
having  clothed  the  commission  with  power  to  prevent  this  ruinous  compe- 
tition between  rail  and  water  carriers  at  water-competitive  points,  to  with- 
draw the  power  to  make  special  orders  in  cases  relating  to  points  where  there 
is  both  rail  and  water  competition? 

Mr.  Clark.  Well,  of  course,  there  would  be  wide  differences  of  opinion  on 
that,  depending  on  the  locality  and  the  interests  of  the  ones ''expressing  them- 
selves. There  is  an  irreconcilable  conflict  of  view  on  that  subject  as  between 
the  intermountain  cities  and  the  Pacific  coast  cities.  I  indicated  the  other 
day  my  personal  conviction  that  on  the  whole  it  is  much  more  important  that 
there  should  be  opportunity  to  permit  competition  of  longer  rail  lines  with 
the  more  direct  lines  under  the  long-and-short-haul  rule  than  it  should  apply 
to  competition  between  rail  and  water  carriers — 

Mr.  Lyon.  That  is  my  viev^. 
Mr.  Webster: 

I  still  feel  that  way,  and  I  feel,  under  the  circumstances  suggested  by  you, 
and  under  the  provisions  of  this  bill,  that  if  the  amendments  you  suggest 
were  made  to  the  fourth  section,  we  could  stilL  regulate  within  proper  limits 
the  competition  between  the  rail  and  water  carriers. 

Mr.  Webster.  And  still  establish  relatively  equitable  rates? 
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Mr.  Clark.  Yes;  it  would  undoubtedly  be  finally  done  by  the  establishment 
of  what  are  called,  in  technical  terms,  differentials,  just  as  they  have  well- 
recognized,  long-continued  differentials  in  the  rail  rates  to  and  from  the  North 
Atlantic  ports. 

I  say,  if  you  are  in  favor  of  leaving  the  water  carriers  as  they 
are  and  not  subject  to  the  jurisdiction  of  the  Interstate  Commerce 
Commission  at  all,  and  are  still  proposing  to  the  committee  that  it 
adopt  the  amendment  that  you  suggest,  withdrawing  from  the  com- 
mission the  power  to  make  special  orders  relating  to  cases  where  there 
is  rail  and  water  competition,  would  not  your  position  be  in- 
finitely fortified  if  that  provision  of  the  Esch  bill  was  enacted  and 
Congress  should  see  fit  to  place  water  caiTiers  under  the  jurisdiction 
of  the  Interstate  Commerce  Commission  and  clothe  that  commission 
with  the  power  to  fix  minimum  as  well  as  maximum  rates  ? 

Mr.  Lyon.  You  have  read  a  great  deal  of  testimony  and  are  asking 
a  long  question,  which  I  can  not  answer  yes  or  no.  I  would  prefer 
this  amendment,  whether  the  Esch  bill  be  adopted  or  not. 

Mr.  Webster.  Understand,  Mr.  Lyon,  that  I  am  not  taking  issue 
with  your  view. 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  I  am  merely  trying  to  make  it  clear  before  the 
committee, 

Mr.  Lyon.  You  have  asked  me  whether  I  did  not  think  this  would 
fortify  my  position  if  the  Esch  bill  became  a  law.  I  say  "  yes,"  In 
the  meanwhile  you  have  read  a  lot  of  questions  and  answers  which 
passed  between  you  and  Mr.  Clark.  There  are  a  lot  of  things  laid 
down  by  Mr.  Clark  that  I  do  not  agree  with.  I  do  not  think  that  Con- 
gress ought  to  ti'y  to  regulate  competition  between  the  water  and  rail 
lines.  I  think  it  is  fundamentally  unsound.  I  do  not  think  that  there 
should  be  a  combination  between  the  rail  and  water  lines,  which 
would  come  from  the  enactment  of  this  proposed  bill. 

The  Interstate  Commerce  Commission  would  sit  as  a  judge  and 
stabilize  the  rates.  It  would  stabilize  the  rates  much  higher  than 
they  will  be  if  the  people  are  allowed  to  sell  the  products  where  they 
choose,  charge  what  they  choose,  and  do  what  they  choose.  The 
proposition  here  is  to  take  all  the  coastwise  business  and  all  the  water 
business  hauled  8,000  miles  from  New  York  through  the  Panama 
Canal  to  San  Francisco,  and  transfer  to  the  Interstate  Commerce 
Commission  to  decide  what  the  rates  shall  be.  There  will  be  a  con- 
tention as  to  what  the  rate  should  be.  I  am  not  speaking  for  the 
Luckenbach  Steamship  Co.  now ;  I  am  speaking  as  a  citizen.  I  think 
it  is  all  a  mistake.  I  think  there  is  no  ruinous  competition,  whatever 
that  word  means.  I  have  been  informed  that  certain  parties  already 
have  bought  many  ships  from  the  Shipping  Board  to  put  in  the 
business  between  New  York  and  San  Francisco  to  compete  for  this 
transcontinental  business.  The  rates  via  all  these  ships  are  to  be 
fixed  by  the  Interstate  Commerce  Commission.  I  think  it  is  a  mis- 
take. If  you  want  the  water  lines  to  continue  and  to  grow  to  the 
maximum  extent,  3^ou  must  not  allow  the  commission  to  say  that  these 
railroads  may  charge  less  than  a  reasonable  rate  at  the  only  points 
that  the  water  lines  can  reach,  less  than  a  reasonable  rate  for  the 
sole  purpose  of  taking*  the  business  from  the  water  lines.  That  is 
its  only  function.  It  has  no  other  excuse  for  its  enactment.  If  you 
want  that  done,  do  it  as  you  have  done  it  for  40  years,  but  do  not 
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pretend  to  be  for  the  wat^r  lines.  There  has  been  considerable  talk 
about  si^ending-  six  or  seven  billion  dollars  of  the  public  money  in 
building  steamships  that  we  shall  have  a  great  merchant  marine, 
and  then  turn  over  to  the  Interstate  Commerce  Commission  whether 
the  decision  as  to  how  extensively  it  shall  be  used  between  New  York 
and  San  Francisco.    I  say  no,  that  ought  not  to  be  done. 

Mr.  Webster.  I  understand  definitely  from  you  that  you  are  op- 
posed to  extending  the  jurisdiction  of  the  Interstate  Commerce  Com- 
mission to  carriers  by  water  at  all  ? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  I  understand  that  to  be  your  position? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  Suppose  Congress  should  be  impressed  with  the 
wisdom  of  the  Esch  bill  in  this  respect 

Mr.  Lyon,   (interposing).  Yes,  sir. 

Mr.  Webster,  (continuing).  And  should  say  that  there  should  be 
lodged  in  one  body  the  power  to*  coordinate  rates  between  carriers, 
regardless  of  whether  carriers  by  rail  or  carriers  by  water,  and  sliould 
also  say  that  the  commission  in  the  discharge  of  that  task  should  have 
the  power  to  fix  minimum  as  well  as  maximum  rates — let  us  assume 
that  we  are  committed  to  that  doctrine 

Mr.  Lyon   (interposing).  Yes,  sir. 

Mr.  Webster  (continuing).  And  that  the  water  carriers  are  not 
going  to  be  left  as  free  lances  to  operate  as  they  please,  would  not 
the  adoption  of  those  provisions  lend  support  to  your  position  that 
the  proviso  in  the  fourth  section  should  be  amended  so  as  to  with- 
draw from  the  commission  the  power  to  make  special  rates  between 
rail  and  water  carriers,  since  it  would  have  the  power  to  regulate 
competition  under  the  provisions  of  the  Esch  law  to  which  I  have 
just  referred? 

Mr.  Lyon.  I  can  only  answer  that  you  would  be  confronted  with 
exactly  the  same  proposition.  If  the  Congress  wants  to  develop  the 
water  line  and  wants  to  regulate  the  rates  I  would  say  put  in  some 
such  amendment  as  I  have  suggested  here,  whether  minimum  or 
maximum,  whatever  that  means,  and  then  take  away  from  the  com- 
mission the  power  to  turn  the  business  over  to  the  railroads  as  against 
the  water  lines,  if  Congress  thinks  that  way.  I  submit  you  should  do 
the  thinking  and  the  determining.  Now,  it  is  left  with  the  Interstate 
Commerce  Commission  to  do  the  thinking  and  the  determining. 

Mr.  Webster.  Mr.  Lyon,  you  were  contending  that  the  principal 
reason  that  the  Interstate  Commerce  Commission  exercise  the  power 
conferred  upon  it  by  this  proviso  to  section  4  which  permits  de- 
partures from  the  long  and  short  haul  rule,  is  to  enable  carriers  by 
rail  to  meet  a  lower  transportation  rate  charged  by  carriers  on  the 
water? 

Mr.  Lyon.  Absolutely. 

Mr.  Webster.  If  the  Interstate  Commerce  Commission  is  given 
power  to  determine  the  rates  of  carriers  by  water  as  well  as  carriers 
by  rail  and  the  power  to  fix  a  minimum  rate  as  well  as  the  maximum 
rate,  would  not  that  be  the  strongest  kind  of  an  argument  to  sustain 
adding  an  amendment  to  the  proviso  withdrawing  from  the  com- 
mission the  power  to  make  special  orders  growing  out  of  rail  and 
water  competition? 
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Mr.  Lyon.  I  have  tried  to  answer  you  the  best  I  could.  I  do  not 
know  what  else  to  say.  I  have  said  that  I  am  in  favor  of  this  amend- 
ment whether  the  Esch  bill  be  passed  or  whether  it  be  not  passed. 
Whether  it  sustains  my  proposition  is  largely  a  question  of  argument. 

Mr.  Webster.  What  bearing  do  you  think  the  provision  of  the 
Esch  bill  bringing  water  carriers  under  the  Interstate  Commerce 
Commission  and  conferring  upon  the  commission  the  power  to  j5x 
minimum  as  well  as  maximum  rates  has  upon  the  long  and  short 
haul  law? 

Mr.  Lyon.  I  think  if  the  commission  fixes  the  maximum  and  mini- 
mum rates  that  it  is  just  a  shade  away  from  Government  ownership. 
As  a  matter  of  fact,  you  have  no  freedom  of  action  if  j^ou  can  not 
fix  any  rate,  either  below  or  above ;  you  are  tied  hand  and  foot. 

Mr.  Webster.  Your  position,  as  I  gather  it,  is  simply  this,  that 
the  water  carriers  should  not  be  placed  under. the  jurisdiction  of  the 
Interstate  Commerce  Commission  at  all? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  But  if  they  are  brought  under  the  commission  that 
then  there  should  be  an  amendment  of  the  fourth  section  to  the  effect 
that  the  commission  should  not  make  any  special  order  permitting  a 
railroad  to  violate  the  long  and  short  haul  rule  merely  because  it 
had  to  compete  with  a  carrier  by  water? 

Mr.  Lyon.  Yes,  sir.  I  think  that  would  be  in  the  interest  of  the 
water  line.  If  you  gentlemen  do  not  want  to  help  the  water  lines 
and  want  to  help  the  rails  I  would  not  do  that. 

Mr.  Webster.  The  situation  that  is  urged  always  against  the 
adoption  of  a  drastic  or  rigid  long-and-short-haul  law  is  the  argu- 
ment that  the  railroads  of  the  country  have  to  lay  their  tracks  down 
from  New  York  to  San  Francisco,  they  have  to  maintain  them, 
they  have  to  maintain  their  rolling  stock,  and  they  have  to  run 
their  trains,  and  if  they  are  permitted  to  charge  less  than  the  regu- 
lation rate,  even  to  the  point  of  getting  only  the  out-of-pocket  cost, 
that  it  is  in  the  interest  of  the  railroad  companies  and  the  public 
as  well  to  make  that  charge  in  order  to  get  that  traffic,  and  if  it 
can  not  make  that  departure  from  the  long-and-short-haul  rule, 
all  the  transportation  would  go  to  the  water  lines? 

Mr.  Lyon.  Yes,  sir.  I  am  here  advocating  the  interests  of  the 
water  lines. 

Mr.  Webster.  I  say  if  the  Interstate  Commerce  Commission,  under 
the  provisions  of  the  Esch  law,  was  clothed  with  power  to  regulate 
that  situation — do  not  argue  with  me  whether  it  ought  to  be  done 
or  not — let  us  assume  they  do  it,  would  not  that  be  an  additional 
reason  why  the  public  should  be  protected  in  the  exercises  of  those 
powers  and  do  away  with  the  power  granting  departures  from  the 
fourth  section  based  upon  water  competition,  either  actual  or 
potential? 

Mr.  Lyon.  I  can  not  answer  that  question  yes  or  no.  I  can  only 
say  that  if  you  have  faith  in  the  Interstate  Commerce  Commission 
to  do  justice  between  water  lines  and  rail  lines,  if  you  feel  that  that 
absolutely  meets  the  situation  and  that  no  transportation  company 
is  going  to  be  allowed  to  make  a  minimum  rate,  as  they  can  do  to-daj'-, 
then  you  must  assume  the  commission  will  do  the  right  thing.  In 
my  opinion,  such  power  ought  not  to  be  conferred  upon  any  body  of 
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men.  You  have  made  a  mistake,  in  my  judgment,  in  conferring 
that  power  upon  the  Interstate  Commerce  Commission  under  exist- 
ing law.  I  think  Congress  ought  to  decide  this  question  and  should 
determine  the  policy  as  to  water  transportation.  And  when  you 
talk  about  a  merchant  marine  you  should  pass  laws  that  would  en- 
courage the  upbuilding  of  a  merchant  marine  and  not  destroy  it. 
You  have  passed  laws  that  tend  to  destroy  it. 

Mr.  Webster.  You  are  not  asking  us  to  either  come  to  Govern- 
ment ownership  of  railroads  nor  are  you  asking  us  to  say  that  the 
Interstate  Commerce  Commission  shall  not  have  the  power  to  fix 
rates  for  carriage  by  railroad? 

Mr.  Lyon.  No,  sir. 

Mr.  Webster.  Your  position  is  that  the  carriers  by  rail  should 
have  their  transportation  charges  fixed  by  the  Interstate  Commerce 
Commission  and  that  in  every  instance,  regardless  of  circumstances, 
the  railroads  should  be  held  drastically  and  rigidly  to  the  rates  so 
fixed,  ancL,  to  wit,  the  carrier  by  water  should  be  a  free  lance,  sub- 
ject to  no  regulation  at  all,  to  fix  its  rates  as  it  pleases,  and  to  compete 
with  the  railroads? 

Mr.  Lyon.  I  agree  with  all  except  the  beginning.  I  am  not  ap- 
pearing here  in  regard  to  any  railroad  rates.  I  have  not  said 
a  word  about  them.  I  think  that  regulation  has  been  a  failure  both 
national  and  State. 

Mr.  Webster.  You  are  suggesting  a  remedy  for  the  so-called 
Government  ownership  of  railroads  and  not  that  Congress  should 
continue  the  present  policy  of  private  ownership  of  railroads  and 
withdraw  from  the  Interstate  Commerce  Commission  the  power  to 
fix  rates  on  the  railroads  ? 

Mr.  Lyon.  I  am  not  advocating  anything.  I  assume  that  Congress 
will  stand  for  the  regulation  of  railroads.  The  Esch  bill  is  entering 
upon  a  new  field,  the  regulation  of  water  lines. 

Wliether  or  not  Congress  takes  that  step,  I  say  that  if  it  wants  to 
develop  the  water  lines  it  must  not  allow  the  Interstate  Commerce 
Commission  to  say  when  the  water  lines  begin  to  get  a  part  of  the 
business ;  that  it  may  be  taken  from  them  by  the  method  of  allowing 
the  railroads  to  charge  less  for  the  longer  than  the  shorter  distance. 
That  is  from  a  selfish  interest.  I  represent  boat  lines.  I  believe'  that 
the  water  lines  are  good  for  the  country.  I  should  like  to  see  the 
Ohio  and  the  Mississippi  and  the  Great  Lakes  covered  with  inde- 
pendent lines  not  dominated  by  large  corporations.  I  do  not  think 
that  they  should  be  controlled  by  big  corporations  who  can  employ 
rate  lawyers  and  traffic  managers;  I  think  that  is  against  the  public 
interest.  If  you  regulate  the  boats  that  ply  between  Baltimore  and 
Washington,  then  you  ought  to  regulate  the  trucks  that  ply  between 
Baltimore  and  Washington.  I  think  that  is  unanswerable.  I  think 
to  regulate  either  would  be  a  great  mistake. 

Mr.  Webster.  Is  not  the  logic  of  your  position  this,  that  either  no 
regulation  should  be  imposed  upon  the  carriers  by  rail  or  water  or 
that  regulation  should  be  imposed  upon  both,  or  that  the  Government 
should  own  the  transportation  system? 

Mr.  Lyon.  No.  I  think  there  is  an  intermediate  system  which  I 
think  has  been  a  failure.    I  do  not  know  how  to  correct  it. 

Mr.  Webster.  I  am  asking  about  your  position. 
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Mr.  Lyon.  I  can  not  answer  your  question  yes  or  no.  I  think  it 
has  been  proved  by  exj^erience  that  regulation  has  not  accomplished 
the  results  hoped  for  it.  I  took  the  suggestions  of  Mr.  Cullom  in 
1886  as  to  14  or  15  difficulties  that  arose  under  private  ownership^ 
and  there  have  been  only  3  or  4  remedied  under  regulation. 

Mr.  Webster.  Permit  me  to  interrupt  you  there  a  moment? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Webster.  If  you  think  that  the  regulation  of  railroad  rates 
for  the  past  25  years  has  been  a  failure,  or  practically  that,  and  for 
that  reason  you  are  opposing  the  extension  of  the  regulation  to  water 
carriers,  is  not  the  logical  next  step  to  quit  regulating  the  railroads  ? 

Mr.  Lyon.  No.  As  I  said,  I  would  take  the  railroads  over  and 
operate  them  for  the  public.  That  is  my  belief,  because  I  think  that 
is  the  only  thing  that  I  can  see,  except  continued  failure.  The  bill 
you  have  here  would  take  about  a  million  employees  in  the  Inter- 
state Commerce  Commission  to  give  it  effect — that  is,  if  you  want  to 
see  what  they  do  with  the  money  after  the  bonds  and  .stocks  are 
issued,  and  if  you  do  not,  what  is  the  use  of  passing  upon  the  pro- 
priety of  the  issue  ?  My  own  personal  opinion  is  that  it  is  an  under- 
taking which  is  top-heavy. 

Mr.  Webster.  Just  a  moment  ago,  if  I  understood  you  correctly, 
you  said  that  you  were  here  in  the  selfish  interest  of  the  steamship 
lines  which  you  represent? 

Mr.  Lyon.  The  boat  lines  generally. 

Mr.  Webster.  All  right.  Of  course,  as  you  understand,  the  mem- 
bers of  this  committee  and  the  Members  of  Congress  are  not  here  in 
the  selfish  interest  of  any  line.  Is  it  your  bold,  broad  proposition 
that  just  because  to  bring  these  carriers  within  this  law  would  bring 
what  you  think  is  inconvenience  and  m.aybe  loss  to  your  company, 
that  that  should  be  all  controlling? 

Mr.  Lyon.  You  misunderstand  me  entirely. 

Mr.  Webster.  That  is  a  selfish  point  of  view  ? 

Mr.  Lyon.  No.  I  think  there  should  be  boat  lines  operating  on 
our  coasts  and  on  the  rivers  and  lakes.  Personally,  I  am  indifferent 
■whether  you  have  boat  lines  or  whether  you  do  not  have  them.  It 
will  not  affect  my  affairs  one  particle.  It  seems  to  me,  however,  that 
it  is  in  the  public  interest  to  have  them.  As  I  say,  you  have  to  decide 
whether  you  want  them.  You  can  not  decide  it  in  the  affirmative  by 
giving  the  Interstate  Commerce  Commission  or  any  other  body  the 
power  to  take  the  business  from  them. 

Mr.  Webster.  One  of  the  chief  arguments  that  the  advocates  of 
the  idea  expressed  in  the  Poindexter  amendment  is  that  it  will  con- 
serve carriage  by  water  and  that  it  is  in  the  interest  of  the  carriers 
by  water  that  tliis  measure  is  proposed. 

Mr.  Lyon.  I  am  in  favor  of  it. 

Mr.  Webster.  The  thought  is  to  hold  the  railroads  to  a  rigid  ob- 
servance of  the  regulation  in  all  cases  so  as  to  enable  the  boat  lines 
to  operate  and  hence  to  furnish  the  public  the  convenience  afforded 
by  both  means  of  transportation.  What  I  am  trying  to  get  from 
you  is  whether  it  meets  with  your  view  or  not,  if  the  Congi*ess  should 
see  fit  to  bring  them  under  the  regulation  of  the  Interstate  Com- 
merce Commission  and  should  clothe  the  commission  with  power  to 
fix  minimum  as  well  as  maximum  rates,  under  which  power  it  could 
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make  it  possible  for  the  boat  lines  to  operate,  if  that  would  not  be  the 
strongest  kind  of  argument  in  support  of  the  amendment  that  you 
ask  us  to  make  to  this  proviso  in  the  law  ? 

Mr.  Lyon.  I  think  this  amendment  [indicating]  would  do  that. 

Mr.  Sims.  The  question  of  a  commission  having  the  right  to  make 
maximum  and  minimum  rates  as  betAveen  competing  railway  car- 
riers, if  you  had  a  particular  point  like  two  railroads  terminating 
at  Memphis,  Tenn.,  that  is  one  thing.  If  you  say  that  neither  one 
shall  bring  freight  and  deliver  it  for  less  than  a  certain  amount  per 
hundred  pounds,  that  is  one  thing,  but  to  say  that  the  boat  lines  be- 
tween Memphis  and  St.  Louis  or  Memphis  and  New  Orleans  shall 
not  carry  freight  below  a  certain  charge,  because  if  they  do  the  rail- 
roads can  not  take  any  portion  of  that  freight,  is  another  thing  ? 

Competition  between  water  carriers  making  the  same  ports  as  be- 
tween themselves  is  very  different  from  competition  to  the  same  ports 
between  railroads  and  water  carriers  as  such  ? 

Mr.  Lyon.  A  different  means  of  transportation. 

Mr.  Sims.  And  a  different  use.  A  car  of  the  railroad  runs  upon  a 
physical  track  and  no  steamship  or  boat  can  ever  get  out  and  deliver 
or  receive  goods  along  the  line  of  the  railroad.  The  railroad  has 
an  absolute  monopoly  of  land  transportation. 

Mr.  Lyon.  Yes,  sir. 

Mr.  Sims.  And  a  steamship,  as  against  the  railroad,  has  an  abso- 
lute monopoly  of  water  transportation,  but  as  between  one  steamship 
company  and  another,  one  trying  to  run  the  other  out  of  the  San 
Francisco  business,  there  might  be  such  a  thing  as  ruinous  competi- 
tion between  two  strong  steamship  lines  ? 

Mr.  Lyon.  Ruinous  as  to  whom? 

Mr.  Sims.  Both  competing  for  freight  at  San  Francisco  and  one 
attempting  to  run  the  other  out  might  carry  freight  at  such  a  figure 
that  it  would  run  the  other  out. 

Mr.  Lyon.  That  is  what  competition  is. 

Mr.  Sims.  That  is  what  we  understand  to  be  cutthroat  competition. 

Mr.  Lyon.  Yes,  sir.  Any  competition  is  cutthroat  competition; 
any  other  competition  is  mere  words.     Competition  is  competition. 

Mr.  Sanders  of  Indiana.  It  is  the  survival  of  the  fittest? 

Mr.  Lyon.  Yes,  sir.  It  is  all  camouflage  about  this  competition 
under  the  Cummins  bill. 

Mr.  Sims.  It  seems  to  me  that  the  people  in  San  Francisco  or 
New  York  that  have  the  advantage  of  cheap  water  transportation, 
if  they  were  to  say,  while  we  have  got  this  ocean  carriage  and  it  is 
lower  than  any  railroad  should  carry  it,  we  want  the  Interstate  Com- 
merce Commission  to  order  the  railroad  companies  to  carry  the 
freight  for  us  at  a  rate  as  cheap  as  the  steamship  charges  or  the 
sailing  ship,  for  that  matter,  whether  the  railroad  can  make  anything 
out  of  it  or  not.    That  seems  to  be  the  contention  of  these  people. 

Mr.  Lyon.  They  do  not  contend.  The  railroads  apply  to  the  Inter- 
state Commerce  Commission  for  these  special  low  rates  in  order  to 
transport  traffic  to  the  Pacific  coast  and  at  the  same  time  they  appear 
before  the  commission  and  ask  for  a  25  per  cent  increase  in  their 
reasonable  rates  in  order  to  have  sufficient  revenues  to  operate  the 
railroads. 

Mr.  Sims.  You  know  where  Memphis  is  ? 
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Mr.  Lyon.  Yes,  sir. 

Mr.  Sims.  And  you  know  Avhere  Louisville,  Ky.,  is  ? 

Mr.  Lyon.  Yes,  sir. 

Mr.  Sims.  Between  Louisville  and  Memphis  there  is  actual  or 
potential  water  competition. 

Mr.  Lyon.  There  is  a  river  there. 

Mr.  Sims.  Boats  run  on  that  river  and  go  from  Louisville  to 
Memphis  or  go  to  Cairo  and  Memphis.  The  railroads  running  from 
Louisville  through  Kentucky  and  Tennessee  to  Memphis,  one  of 
them,  comes  by  Jackson,  Tenn.  Jackson  is  80  miles  east  of  Memphis 
and  a  little  nearer  geographically  to  Louisville  than  is  Memphis. 

Mr.  Lyon.  Yes,  sir. 

Mr.  Sims.  Any  shipment  going  to  Memphis  from  Louisville 
through  Jackson  is  80  miles  nearer,  but  because  there  is  water  com- 
petition at  Memphis  and  Louisville,  either  actual  or  potential,  the 
rate  on  flour  at  this  very  moment  from  Louisville  is  25  cents  to  Jack- 
son and  to  Memphis  14  cents.  Jackson  is  not  on  a  river.  How  would 
any  minimum  rate  charged  at  Memphis  on  flour  between  the  rail- 
roads running  betTveen  Louisville  and  Memphis  and  the  boats  run- 
ning between  Louisville  and  Memphis,  why  should  they  charge  Jack- 
son 25  cents  a  barrel  and  charge  Memphis  only  14  cents? 

Mr.  Lyon.  The  ajuendment  which  I  propose  would  not  affect  that. 

Mr.  Sims.  Why  should  not  Memphis  and  all  along  the  Ohio  and 
Mississippi  Rivers  have  a  rate  which  the  boat  can  afford  to  make 
and  live  ? 

Mr.  Lyon.  I  have  no  objection  to  it.  It  is  for  Congress  to  say 
T^^hether  the  boat  or  the  railroad  should  haul  it.  It  must  be  either 
the  railroads  or  the  boat  lines;  you  can  not  have  both,  except  by 
dividing  the  business. 

Mr.  Sims.  For  instance,  there  are  two  railroads  operating  fi^om 
I^ouisville  which  take  freight  to  Memphis.  Suppose  that  a  rate  of 
14  cents  from  Louisville  to  Memphis  by  rail  is  one  on  which  the 
railroads  can  live  and  one  on  which  the  boats  can  live  and  make  a 
profit,  how,  by  that  amendment,  which  I  am  heartily  in  favor  of, 
will  that  result  in  saying  that  they  shall  not  charge  Jackson  25  cents 
when  they  can  send  it  by  two  railroads,  and  Jackson  is  on  a  railroad 
which  is  different  from  the  one  competing  with  the  water  trans- 
portation to  Memphis.    I  am  after  something  that  will  help  Jackson. 

Mr.  Lyon.  Under  the  amendment  I  propose,  if  the  reasonable  rate 
to  Jackson  is  25  cents  from  Louisville,  and  it  is  80  miles  farther  on 
to  Memphis,  I  suppose  we  will  all  admit  that  a  reasonable  rate  to 
Memiphis  could  not  be  less  than  25  cents.  I  mean  if  the  rate  to 
Jackson  is  a  reasonable  rate  then  we  will  say  that  the  barest  possi- 
bility of  a  reasonable  rate  to  Memphis  is  something  not  less  than 
25  cents.  Then  I  say  that  if  a  boat  line  operating  from  Louisville 
to  Memphis  will  carry  that  business  for  10  cents,  that  if  you  want 
that  boat  line  to  continue  to  handle  that  business,  you  ought  not  to 
clothe  anybody  with  authority  to  say  that  the  railroad  may  take 
it  for  10  cents  or  11  cents  or  any  rate  less  than  a  reasonable  rato 
to  take  it  from  the  boat  line.  If  you  do  want  the  railroad  to  get 
the  business  and  you  do  want  the  boat  line  to  cease  to  operate, 
leave  the  law  like  it  is,  because  that  ife  just  what  is  done  today. 
You  have  no  boat  lines  of  any  consequence  and  the  commission  has 
been  there  since  1887,  32  years,  and  we  know  that  the  interior  water- 
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ways  have  practically  no  boats  on  them.  I  can  not  think  but  that 
men  would  operate  boats  on  these  waterways  if  it  were  not  for  the 
fact  that  railroads  always  have  at  hand  the  means  for  destroying 
water  lines. 

Mr.  Sims.  In  other  words,  the  railroads  are  carrying  a  great  deal 
of  freight  from  what  are  called  water-competing  points  without  any 
profit  to  them  at  all. 

Mr.  LroN.  I  do  not  know  about  that. 

Mr.  Sims.  And  if  that  is  not  done  for  the  purpose  of  keeping  the 
water  carriers  from  handling  the  business,  I  can  not  understand 
why  it  is. 

Mr.  Lyon.  Certainly. 

Mr.  Sims.  That  is  a  fact,  and  I  was  simply  speaking  about  a 
case  where  the  long  and  short  haul  would  not  apply.  They  would 
ship  by  another  railroad.  The  long  and  short  haul  applies  only 
over  the  same  railroad  going  in  the  same  direction. 

Mr.  Lyon.  As  I  said  in  my  opening  statement,  no  matter  what 
your  legislation  may  be,  as  long  as  there  is  Government  operation 
of  railix)ads  your  fourth  section  proviso  will  be  null,  because  who- 
ever operates  the  railroads  as  a  unit  is  undoubtedly  going  to  route 
the  freight  over  any  rails  he  sees  fit  to  route  it;  that  is,  if  he  is 
working  in  the  public  interest. 

Mr.  Sims.  It  seems  to  me  the  right  way  would  be  to  make  the 
rate  25  cents  by  rail  from  Louisville  to  Memphis,  or  from  Louis- 
ville to  Jackson,  and  not  let  the  railroads  cari*y  it  for  any  more  or 
any  less,  and  let  the  boats  carry  it  at  whatever  rate  they  have  a 
mind  to. 

Mr.  Lyon.  Of  course,  if  the  Government  is  going  to  regulate  the 
steamboat  rates  and  fix  the  minimum,  I  think  this  whole  thing  will 
be  settled  by  the  Interstate  Commerce  Commission.  Pardon  me, 
gentlemen,  for  occupying  so  much  of  your  time,  which  I  did  not 
intend  to  do,  although  I  am  more  than  glad  to  be  here,  but  I  know 
your  time  is  valuable. 

Mr.  DoREMus.  I  would  like  to  ask  you  a  question.  I  gather  from 
what  you  said,  Mr.  Lyon,  that  you  believe  fundamentally  in  the 
doctrine  of  free  and  imrestricted  competition  in  railroad  trans- 
portation. 

Mr.  Lton.  I  can  not  answer  it  quite  as  broadly  as  that.  Under 
private  ownership  I  would  believe  in  the  survival  of  the  fittest,  but 
you  have  undertaken  to  regulate  railroads 

Mr.  DoREMus  (interposing).  If  we  can  not  have  Government 
ownership,  you  believe  that  the  best  policy  would  be  to  have  no  regu- 
lation of  either  rail  or  water  carriers  but  leave  them  free  to  compete 
in  their  own  way? 

Mr.  Lyon.  No  ;  I  am  not  prepared  to  go  that  far. 

Mr.  DoREMus.  I  thought  you  were. 

Mr.  Lyon.  No;  I  think  that  regulation  is  a  failure,  but  I  think 
that  it  is  very  doubtful  whether  private  ownership  of  railroads,  un- 
regulated, would  not  be  a  worse  condition. 

Mr.  DoREMus.  You  are  opposed  to  Government  regulation  of  rail 
rates.    You  think  that  has  been  a  failure. 

Mr.  Lyon.  But  it  is  probably  better  than  private  ownership  of  rail- 
roads without  any  regulation.  A  thing  can  be  a  failure  and  yet  there 
might  be  something  worse. 
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Mr.  DoREMus.  I  understood  your  position  to  be  that  Government 
regulation  as  exercised  through  the  Interstate  Commerce  Commis- 
sion has  been  a  dead  failure.    I  think  you  so  stated. 

Mr.  Lyon.  I  said  it  was  a  failure. 

Mr.  DoREMus.  If  it  is  a  failure,  you  do  not  believe  in  it,  do  you  ? 

Mr.  Lton.  I  would  rather  see  that  than  see  the  railroads  go  back 
to  private  ownership  without  any  regulation;  but  I  think  that  the 
next  step  is — we  have  tried  private  ownership,  we  have  tried  regula- 
tion, and  I  think  the  next  step  is  Government  ownership — not  that  I 
want  Government  ownership.  I  think  it  is  a  very  unfortunate  thing, 
but  I  see  no  light  under  regulation;  that  is  all. 

The  Chairman.  The  committee  is  obliged  to  you  for  your  views, 
Mr.  Lyon. 

STATEMENT  OF  MR.  CHARLES  F.  HUNT,  1752  CHURCH  STREET, 

WASHINGTON,  D.  C. 

The  Chairman.  Mr.  Hunt,  state  your  name,  address,  and  whom 
you  represent. 

Mr.  Hunt,  Charles  F.  Hunt,  a  private  citizen,  residing  at  1752 
Church  Street,  Washington,  D.  C. 

I  am  here  for  the  purpose  of  submitting  an  outline,  which  has  been 
somewhat  revised,  but  practically  in  principle  the  same  as  was  sub- 
mitted to  the  Senate  committee  of  the  old  Congress.  I  represent 
nobody  except  the  interests  of  100,000,000  common  people. 

Mr.  Hamilton.  One  hundred  and  ten  million. 

Mr.  Hunt.  One  hundred  and  ten  million.  I  am  self-appointed  and 
self-paid. 

The  plan  I  have  is  called  "  Hunt's  14-point  plan."  I  have  those  14 
points  briefly  outlined  here  and  am  ready  to  stop  on  any  one  of  them 
to  explain  it  if  desired. 

Mr.  Win  SLOW.  You  do  not  mean  to  disregard  the  14  points  alto- 
gether, do  you? 

Mr.  Hunt.  No,  sir. 

First.  Eeturn  these  roads,  for  operation  imder  Government  con- 
trol, at  the  earliest  practical  date  to  the  various  railroad  companies 
now  holding  stock  and  certain  vested  rights  in  same. 

Second.  Increase  the  membership  of  the  present  Interstate  Com- 
merce Commission  to  15.  Enlarge  the  authority  of  such  commission 
and  more  clearly  define  its  duties  and  powers. 

I  believe  that  in  addition  to  the  present  membership  that  9  of  the 
15  members  of  the  commission  should  be  constituted  a  supreme  court, 
or  a  court  of  appeals,  to  reside  in  the  city  of  Washington ;  that  that 
supreme  court,  or  court  of  appeals  should  be  divided  into  three  sepa- 
rate courts  of  three  members  each,  one  to  have  charge  of  finance, 
one  rates,  and  the  other  wages,  and  as  a  court  of  appeals  these  three 
separate  courts  may  be  brought  together  and  constitute  a  supreme 
court  of  appeals  of  nine  members,  and  I  would  make  the  verdict  of 
two-thirds  of  such  court  final  and  binding.  For  the  other  six  mem- 
bers of  this  commission  I  would  divide  the  United  States  into  six 
regions  or  districts,  placing  one  commissioner  in  each  district  to 
cooperate  with  State  commissions,  to  hear  and  determine  a  number 
of  such  cases  as  have  clogged  up  the  machinery  here  in  Washing- 
ton, to  make  personal  investigations  and  reports,  and  perform  such 
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other  duties  as  may  be  required.  I  believe  this  is  essential  for  the 
expedition  of  the  business  of  the  people.  I  am  not  a  stickler  as  to 
the  number.  It  may  be  more  than  15,  I  am  insisting  upon  the  prin- 
ciple and  the  division  of  the  work. 

Third.  To  concentrate  authority  and  escape  confusion  of  National 
and  State  jurisdiction,  declare  all  roads — operating  in  two  States  or 
more — national  railroads,  and  as  such  require  each  of  them  to  take 
out  and  operate  under  a  new  national  charter  with  such  protection, 
benefits,  and  control  as  Congress  may  provide. 

I  think  this  is  essential  to  clear  up  the  twilight  zone  between  State 
and  National  authority  and  to  bring  all  these  roads  under  one  juris- 
diction. 

Fourth.  Allow  each  road  to  choose  its  own  officers  and  fix  salaries 
of  same,  subject  to  approval  of  the  Interstate  Commerce  Commis- 
sion. 

I  believe  that  is  essential  in  order  to  cut  off  $100,000  salaries  for 
men  who  do  not  do  any  more  work,  or  bring  any  more  ability,  than 
is  brought  to  the  United  States  Senate,  the  House  of  Representatives, 
or  the  Supreme  Court  of  the  United  States. 

Fifth.  Ascertain  and  establish  the  fair  cash  value  of  each  of  these 
roads  at  the  earliest  date  practicable,  in  such  manner  as  Congress  may 
j)rescribe,  and  as  this  may  require  two  or  five  years,  in  the  meantime 
let  the  Interstate  Commerce  Commission  or  other  duly  authorized 
body  ascertain  and  fix  a  conservative  temporary  value  on  each  such 
road — such  temporary  value  to  serve  until  final  values  are  estab- 
lished.   Such  temporary  values  to  be  found — 

(1)  By  ascertaining  as  nearly  as  possible  the  first  or  original  cost 
of  such  roads — making  due  allowance  for  wear  and  depreciation. 

(2)  Basing  such  road's  value  on  its  average  earnings  for  the  past 
10  years. 

(3)  By  estimating  cost  of  replacing  such  road  by  taking  the  aver- 
age cost  of  materials,  equipment,  and  labor  as  of  July  1,  1914,  1916, 
and  1919,  then  finding  the  average  of  these  three  costs,  and  when  so 
found,  establish  such  average  as  the  present  fair  cash  values  on  which 
to  take  over  and  transfer  such  roads  to  new  stockholders,  under  said 
new  national  charters;  and  let  a  4  per  cent  or  larger  annual  divi- 
dend be  paid  on  two-thirds  the  face  value  of  such  stock,  until  definite 
and  final  values  are  fixed,  at  which  time  full  adjustment  of  balance 
and  interest  should  be  made. 

Sixth.  Authorize  and  require  each  road  to  issue  to  the  president  of 
such  road,  as  trustee  for  its  stockholders,  a  single  certificate  of  stock, 
based  on  and  equal  to  the  temporary  fixed  value  thereof;  and  when 
so  issued,  make  it  the  duty  of  such  president  as  such  trustee  to  de- 
posit such  certificate  of  stock  with  the  Treasurer  of  the  United  States, 
who  shall  accept  and  receipt  for  same. 

Seventh.  When  such  stock  has  been  so  deposited  and  accepted, 
make  it  the  duty  of  the  Government  to  indorse  it,  to  guarantee  its 
full  face  value  to  future  purchasers  and  also  to  guarantee  such 
purchasers  a  net  annual  dividend  of  4  per  cent  on  same. 

I  do  not  know  how  much  time  this  committee  may  feel  like  grant- 
ing me,  but  either  now  or  later,  I  want  to  show  that  if  carried  out 
in  good  faith,  such  plan  of  Government  guaranty  will  obviate  the 
objection — ^v(hich   I   think   is    almost   iniiversal — to    a   Government 
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guaranty.  Why?  I  am  opposed  to  a  Government  guaranty  upon 
an  indefinite  amount  of  stock;  nobody  knowing  its  value;  but  when 
the  Government  appraises  a  piece  of  property  and  does  it  properly, 
I  think  it  is  the  duty  of  the  Government  to  say,  "  We  have  arrived 
at  an  honest  valuation  of  that  pi'operty  and  if  you  want  to  invest 
your  money,  we  will  guarantee  that  our  appraisement  is  worth  100 
cents  on  the  dollar."  When  the  Government  has  done  that,  if  the 
Government  is  going  to  use  my  money  as  it  would,  and  if  I  invest 
$100  in  this  share  of  stock,  I  do  not  believe  the  Government  has  any 
right  to  ask  me  to  put  my  money  in  and  take  a  chance  of  loss;  that 
it  should  guarantee  me  a  fair,  reasonable  return.  If  -1  per  cent  is 
too  much,  cut  it  down.  If  it  is  not  enough,  raise  it.  I  am  talking 
about  principle  and  not  percentages.  Then  if  this  new  stock  under 
such  national  charter  is  scattered,  as  I  propose  it  shall  be,  among  the 
common  people,  to  anybody  and  everybody  who  can  raise  $100, 
they  not  only  have  a  safe  investment,  they  have  a  perpetual  invest- 
ment, and  they  have  one  that  will  yield  them  not  less  than  a  Gov- 
ernment bond.  I  believe  that  is  in  the  interest  of  the  section  man, 
I  believe  it  is  in  the  interest  of  the  brakeman,  I  believe  it  is  in 
the  interest  of  a  clerk,  a  dressmaker,  or  a  widow  who  does  not  know 
just  where  to  take  her  little  $100  and  invest  it  and  know  she  w^ll 
have  it  in  a  safe  place. 

Mr.  Hamilton.  Is  it  your  suggestion  that  all  the  stock  of  each 
railroad  shall  be  deposited  with  the  Government?  I  did  not  quite 
catch  that. 

Mr.  Hunt.  Each  road  shall  deposit  a  certificate  of  this  appraised 
value  with  the  Government;  that  is,  each  road  operating  in  two 
States  or  more  that  has  been  declared  a  national  road. 

Mr.  Hamilton.  A  certificate  of  the  ascertained  value  of  the  road? 

Mr.  Hunt.  Of  its  temporary  value.  Suppose  it  is  $10,000,000; 
this  certificate  shall  be  made  to  the  president  of  that  road  as  trustee 
for  the  stockholders  of  that  road  to  the  amount  of  $10,000,000;  is 
that  plain? 

Mr.  Hamilton.  I  understood  that  a  certificate  should  be  filed  with 
the  Government,  and  I  did  not  cf^tch  just  what  that  certificate  was 
to  be. 

Mr.  Hunt.  It  is  to  be  based  upon  and  equal  to  this  temporary 
fixed  value  of  the  Interstate  Commerce  Commission  found  by  the 
three  plans  which  I  have  suggested  here. 

Mr.  Hamilton.  That  is,  a  certificate  of  the  present  value  of  the 
railroad. 

Mr.  Hunt.  No;  the  supposed  present  value  as  estimated  by  the 
Interstate  Commerce  Commission,  as  they  have  found  it  under  the 
three  plans  I  Ijave  suggested  here. 

Mr.  Hamilton.  I  think  I  understand  now. 

Mr.  Hltnt.  The  Interstate  Commerce  Commission  has  inquired, 
what  is  the  original  cost  of  this  road ;  they  have  inquired,  what  is 
the  average  earnings  of  this  road  for  the  past  10  years;  and  they 
have  inquired,  what  will  it  cost  to  replace  this  road  to-day,  basing 
the  cost  up  on  the  cost  of  materials,  labor,  and  equipment  in  1914, 
1916,  and  1919,  as  an  average.  Now,  we  have  arrived  at  three 
different  valuations.  We  will  take  the  average  of  the  three  valua- 
tions as  being  a  fair,  temporary  value,  and  the  Government  shall 
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pay — ^to  be  on  the  safe  side — interest  npon  or  guarantee  interest 
npon  two-thirds  of  such  vahie  until  such  time  as  final  valuation  is 
fixed.     I  think  that  is  plain. 

Mr.  Merritt.  What  is  going  to  happen  to  the  stock  and  bonds  of 
the  existing  railroad  corporations  meanwhile? 

Mr.  Hunt.  The  stockholders  share  pro  rata.  Suppose  the  road's 
value  is  $10,000,000  and  suppose  they  have  $15,000,000  out,  each 
fellow  would  share  two-thirds  of  the  face  value  of  his  stock,  what- 
ever it  is  worth.  I  do  not  care  whether  he  gets  more  or  less.  If  he 
has  stock  of  value,  he  will  not  suffer  by  it;  and  if  he  has  a  lot  of 
watered  stock,  he  is  not  entitled  to  pay  on  water. 

Mr.  Merritt  (interposing).  Suppose  the  Pennsylvania  Railroad 
has  out  $100,000,000  of  stock  and  the  stockholders  are  getting  G  per 
cent.  You  are  going  to  cut  them  down  to  4  per  cent  and  only  pay 
two-thirds  of  that ;  is  that  the  idea  ? 

Mr.  Hunt.  If  their  property  is  onlj^  worth  one-half  of  $100,000,- 
000,  honestly  invested,  then  pay  one-half  of  $100,000,000.  If  that  is 
too  low,  and  if  they  have  $100,000,000  worth  of  property  at  a  fair 
value,  pay  them  ever}-  dollar  it  is  worth — justice  to  all  and  injustice 
to  none. 

Mr.  Merriti\  But  they  are  getting  a  sure  6  per  cent  now,  and  you 
are  going  to  cut  them  down  to  4  per  cent  and  only  pay  two-thirds  of 
that. 

Mr.  Hunt.  I  am  not  through  with  that  yet.  I  have  something 
else  up  my  sleeve. 

Mr.  Merritt.  I  beg  your  pardon. 

Mr.  Hunt.  If  not  permitted  hereafter  to  file  an  argument  in  sup- 
port of  these  points,  I  want  to  say  this :  I  have  given  it  quite  a  good 
deal  of  thought  and  I  do  not  present  it  as  a  perfect  plan,  but  I  do 
believe,  in  the  interest  of  the  people — and  I  have  no  other  interest 
in  my  head  and  no  other  interest  to  serve  except  the  interest  of  the 
people — that  one  item  of  saving  under  this  plan,  if  I  am  not  wrong 
in  my  calculation,  would  save  the  peopje  of  this  country  about 
$400,000,000  a  year.  Now,  how  do  I  get  it?  I  get  it  on  the  suppo- 
sition that  if  the  Government  will  go  on  my  note  and  guarantee  that 
it  is  good  and  that  I  will  pay  it,  I  can  borrow  a  large  amount  of 
money  at  about  2  per  cent  per  annum  less  than  if  I  go  out  as  an  indi- 
vidual and  get  that  money. 

If  that  is  true,  and  if  these  roads  are  worth  $20,000,000,000,  as 
has  been  estimated,  2  per  cent  on  $20,000,000,000  is  $400,000,000,  an 
annual  saving  on  the  investment  account  alone.  I  think  I  will  be 
able  to  show  that  either  in  the  production  or  purchase  of  rails  the 
profits  to-day  are  excessive,  and  have  been  excessive,  although  not  as 
excessive  as  they  were  on  armor  plate,  and  that  it  is  reasonable  to 
suppose  that  if  we  would  either  purchase  or  produce  those  rails  as  a 
body  a  saving  of  $5  a  ton  might  be  accomplished  in  the  production 
or  purchase  of  these  rails;  and  if  that  is  true,  the  854  railroads  and 
terminal  companies,  according  to  the  statistics  of  1916,  showing 
about  400,000  miles  of  track,  and  if  the  life  of  an  80-pound  rail  is 
only  15  years  or  less,  as  has  been  claimed,  $175,000,000  more  may  be 
saved  annually  by  this  plan  in  the  interest  of  the  people,  and  there- 
fore require  lower  rates  than  if  we  were  paying  the  steel  producers 
a  high  price  for  such  rails. 
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Carrying  that  a  little  further,  if  in  the  production  of  fuel  and  in 
the  purchase  of  equipment  a  still  further  saving  could  be  made,  as 
I  will  not  take  the  time  to  itemize,  I  think  I  will  be  able  to  show 
consistently  that  there  is  a  possible  saving  of  more  than  one-half 
billion  dollars  a  year,  not  as  Government  ownership,  but  as  GoA'ern- 
ment  oversight,  controlling  the  joint  purchase  and  production  of 
the  things  that  the  railroads  need  in  the  interest  of  the  people, 
which,  of  course,  will  mean  lower  rates. 

Eighth.  Let  Congress  create  a  contingent  railroad  guaranty  fund 
through  which  to  receive  and  disburse  certain  funds,  and  of  suffi- 
cient size  to  promptly  care  for  and  pay  any  reasonable  deficit — 
should  any  such  deficit  occur  by  fault  of  the  Government  in  failing 
to  establish  rates  and  charges  sufficiently  high  to  properly  support 
and  operate  each  and  all  such  roads. 

I  say  a  contingent  railroad  fund.  If  the  Government  fails  to  es- 
tablish a  rate  sufficiently  high  to  support  these  roads,  if  the  Gov- 
ernment puts  in  a  fair  rate  and  charge  which  Avill  reasonably  sup- 
port these  roads,  this  guaranty  fund  will  never  be  called  upon  for 
a  single  dollar.  If  the  Government,  in  the  interest  of  the  people, 
makes  a  mistake  and  puts  a  rate  or  puts  in  a  scale  of  rates  that  is  so 
low  as  not  to  properly  support  these  roads,  then  the  people  have  got 
the  benefit  of  service  at  less  than  cost.  Then  the  people  ought  not 
to  complain  if  they  have  to  go  down  in  the  other  pocket  and  even  that 
up  by  paying  such  deficit  out  of  the  Public  Treasury. 

Ninth.  Eequire  all  roads,  making  over  4  per  cent  annual  net  earn- 
ings, to  pay  into  such  guaranty  fund  all  such  earnings  in  excess  of 
said  4  per  cent,  and  provide  for  use  and  distribution  of  any  part  or 
all  such  excess  earnings  over  4  per  cent  and  up  to  and 'including  10 
per  cent,  as  follows: 

First.  Return  to  the  holders  of  stock  in  each  road  contributing  to 
such  guaranty  fund  20  per  cent  of  the  amount  any  such  road  has  so 
contributed. 

Is  that  consistent?  Is  it  fair?  The  best  financiers  we  have  in  this 
country,  I  believe,  are  the  largest  ones.  They  are  bankers,  insurance 
men,  and  trust  company  men  who  make  a  business  of  handling 
finances.  If  we  are  going  to  invite  these  men  to  invest,  and  we  have 
got  to  go  to  men  of  large  affairs  if  we  handle  fifteen  or  twenty  billion 
dollars'  wortli  of  business,  and  if  we  ask  their  cooperation,  their 
guidance,  and  their  help,  each  of  them  helping  to  manage  and  direct 
the  affairs  of  a  particular  road  or  system  in  which  he  has  invested,  I 
do  not  believe  we  have  any  right  to  call  upon  such  men  to  perform 
the  service  of  formulating  a  policy  and  in  looking  after  the  welfare 
of  that  road  without  compensation.  Now,  what  does  this  compensa- 
tion mean?  It  means  that  if  that  system  or  that  road  under  the 
direction  of  these  men  is  economically  and  efficiently  managed,  that 
the  stock  in  that  road  will  net  them  5.20  instead  of  4  per  cent.  Is 
1^  per  cent  too  large  a  bonus  to  pay  men  for  efficient  and  economical 
service  ? 

I  am  not  quai'reling  about  percentAges.  If  it  is  too  much,  cut  it 
down ;  if  it  is  not  enough,  raise  it.  I  am  insisting  that  these  men,  or 
the  stockholders  of  a  road  efficiently  and  well  managed,  should  have 
and  enjoy  a  higher  rate  upon  their  stock  than  the  man  who  owns  a 
Government  bond  and  who  does  not  have  to  give  it  any  concern. 
That  is  what  becomes  of  20  per  cent  of  these  excess  returns.    They  are 
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turned  back  to   the  roads   that  have   earned   them   as   an   induce- 
ment. 

The  second  proposition  is:  Let  40  per  cent  or  any  part  of  it  so 
needed  go  to  the  relief  and  benefit  of  such  roads  as  may  not  have 
made  as  much  as  4  per  cent  net  annual  earnings. 

I  know  the  objection  has  been  raised  that  we  are  penalizing  the 
good  roads  in  the  interest  of  the  poor  roads.    I  deny  that  statement. 

These  roads  should  be  the  property  of  the  people,  and  the  people 
must  sustain  these  roads,  and  when  we  have  treated  the  Pennsylvania 
or  the  New  York  Central  system,  or  any  other  system,  liberally  and 
fairly — and  we  can  not  afford  to  do  anything  else — we  must  pay 
them  every  dollar  their  property  is  reasonably  worth,  and  we  must 
pay  them  a  reasonable  guarantee  upon  every  dollar  of  their  stock. 
In  addition  to  that,  if  under  this  plan  we  pay  them  a  premium  for 
efficiency  and  good  management,  the  New  York  Central  or  the  Penn- 
sylvania has  no  right  to  complain.  If  you  believe  out  of  this  guar- 
anty fund  that  you  can  help  out  a  weak  road  that  is  needed  to 
develop  the  country  down  here  that  has  insufficient  traffic,  and 
thereby  make  every  share  of  the  stock  of  that  road  worth  100  cents 
on  the  dollar  and  pay  4  per  cent,  you  ought  to  do  it. 

Devote  the  remaining  40  per  cent,  or  any  part  thereof,  to  such  an 
insurance  against  accident,  sickness,  and  death,  also  old-age  pensions 
for  protection  and  benefit  of  railroad  employees,  as  Congress  may 
provide. 

I  think  that  is  fair  to  labor.  I  am  not  quarreling  about  wages. 
I  think  labor  should  be  reasonably  and  fairly  paid.  In  addition  to 
that,  if  I  had  a  son  who  went  with  a  railroad  company  at  21  years 
of  age  and  stayed  there  until  he  was  59  or  70  years  of  age,  and 
devoted  his  entire  life  to  conscientious  service,  I  would  feel  that  he 
had  served  the  public,  and  that  the  public  owed  him  an  old-age 
pension,  so  that  he  should  not  want  when  he  is  old.  These  men  have 
operated  properties  in  the  interst  of  the  public,  and  the  public  will 
not  comjjlain  of  it. 

My  tenth  point  is  this :  Authorize  the  Interstate  Commerce  Com- 
mission, in  their  discretion,  to  classify  and  divide  such  railroads — 
based  on  their  average  earnings  for  the  past  10  years — into  roads 
of  the  first,  second,  and  third  class,  and  establish  a  different  scale 
of  rates,  charges,  salaries,  and  wages  on  same  as  said  commission 
may  deem  best.  I  know  that  I  am  getting  into  deep  water,  but  I 
think  that  position  can  be  defended.  I  think  that  a  man  on  the 
Pennsylvania,  on  the  Pittsburgh,  Fort  Wayne  &  Chicago,  from 
Chicago  to  New  York,  that  is  capable  of  taking  a  fast  train  with  a 
thousand  or  fifteen  hundred  people  in  his  hands  has  greater  respon- 
sibility and  should  have  a  higher  gi-ade  as  an  engineer  than  some 
fellow  on  a  little  jerkwater  road  that  only  hauls  two  slow  coaches 
on  a  run  of  150  miles.  Being  a  man  of  greater  responsibility  and 
more  efficiency  and  more  ability  to  fill  his  position,  I  think  he  should 
have  higher  pay.  I  would  not" make  that  compulsory;  I  would  leave 
that  discretionary  with  the  commission,  and  allow  it  to  provide  a 
scale  of  rates  for  the  three  different  classes.  I  would  establish  the 
merit  system.  I  would  both  promote  and  demote  fellows  upon  their 
merits. 

Eleventh.  To  provide  capital  for  construction  of  new  road,  ex- 
tensions, making  important  improvements  and  purchases  of  addi- 


2100       EETURlSr  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP. 

tional  equipment,  require  tlie  authority  and  approval  of  the  (jovern- 
ment,  and  when  so  authorized  and  approved  let  the  Government 
indorse  and  guarantee  such  authorized  new  stocks  or  bonds,  principal, 
and  interest.  That  needs  no  argument.  One  reason  for  the  high 
salaries  of  railroad  presidents  has  been  because  of  their  ability  and 
their  influence  in  financial  circles  to  get  money  when  the  road  needed 
it.  This  would  relieve  the  officials  of  that  great  responsibility.  They 
would  not  need  to  lay  awake  at  night  thinking  about  financing  their 
road.  The  Government  will  do  it  when  necessary,  and  will  say  if 
it  is  needed  and  that  it  shall  be  paid. 

Twelfth.  Under  the  plan  proposed  the  stock  of  many  roads  would 
doubtless  sell  at  a  premium.  I  do  not  think  there  is  any  question 
about  the  guaranty  of  5.2  per  cent  stock  selling  at  a  premium. 
Therefore  that  the  banks  and  trust  companies  throughout  the  differ- 
ent States  shall  receive  sealed  bids  for  all  stock,  the  Government 
giving  preference  to  small  investors  of  $1,000  or  less  by  such  rules 
as  Congress  may  prescribe,  any  and  all  premiums  so  paid  to  be 
deposited  in  such  guaranty  fund. 

Thirteenth.  Repeal  or  modify  existing  laws  so  as  to  authorize 
and  require  absorption  of  short  line  or  weaker  roads  by  stronger 
ones  when  found  desirable.  Provide  for  pooling;  joint  use  of  tracks 
and  terminals;  leasing  or  exchange  of  engines,  cars,  and  coaches; 
also  joint  production  or  purchases  of  rails,  fuel,  and  equipment 
when  found  in  the  interest  of  efficiency,  economy,  and  the  public. 

Fourteenth.  Declare  railroad  lockouts  and  strikes  against  public 
policy,  and  as  such  unlawful  and  punishable.  Compel  disputes  to 
be  settled  by  fair  arbitration. 

I  expect  I  am  getting  in  hot  water  again,  but  a  man  who  believes 

he  is  right  can  afford  to  be  in  hot  water  if  he  can  fight  his  way  out. 

Mr.  Chairman,  I  think  perhaps  I  have  taken  all  the  time  that  you 

care  to  give  me.    I  should  like  to  file  this  outline  with  the  committee. 

The  Chairman.  It  will  be  made  a  part  of  the  record. 

Mr.  Hunt.  I  should  like  to  have  the  privilege,  Mr.  Chairman,  of 

filing  with  the  committee  an  argument  sustaining  the  outline  that 

I  have  submitted. 

The  Chairman.  You  can  do  that  when  you  get  your  minutes. 
We  are  much  obliged  to  you  for  coming  before  us. 
Mr.  Hunt.  I  thank  you  for  the  opportunity. 

The  Chairman.  The  committee  will  now  take  a  recess  until  10 
o'clock  to-morrow  morning. 

(Thereupon  the  committee  took  a  recess  until  to-morrow,  Tuesday, 
September  9,  1919,  at  10  o'clock  a.  m.) 


Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representati\t:s, 
Wednesday^  September  10^  1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man) presiding. 

The  Chairman.  Senator  Lenroot  is  here,  but  Mr.  Luhrsen,  who 
represents  the  train  dispatchers,  is  here  also  and  wishes  to  occupy  a 
few  moments,  and  that  is  agreeable  to  Senator  Lenroot.    • 


KETUKN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP.       2101 

STATEMENT  OF  MR.  J.  G.  LUHRSEN,  REPRESENTING  THE  AMERI- 
CAN  TRAIN  DISPATCHERS'  ASSOCIATION,  SPOKANE,  WASH. 

The  Chairman.  Give  your  name  and  address  and  whom  you 
represent. 

Mr.  LuHRSEN.  My  name  is  J.  G.  Luhrsen,  Spokane,  Wash.  Do 
you  want  whom  I  represent? 

The  Chairman.  Yes. 
■    Mr.  Luhrsen.  The  American  Train  Dispatchers'  Association. 

Mr.  Chairman  and  gentlemen,  before  reading  this  brief  I  want  to 
say  to  you  that  I  have  attended  practically  all  the  hearings,  listened 
to  the  arguments  that  have  been  so  far  presented,  and  among  all  of 
them  I  have  failed  to  find  where  any  argument  has  been  presented 
in  behalf  of  the  retention  of  general  order  No.  8,  which  was  issued 
immediately  after  the  Government  took  control  of  the  railroads  by 
Director  General  McAdoo,  and,  while  I  may  digress,  the  point  I 
want  to  bring  out  is  simply  to  illustrate  why  I  think  this  is  a  very 
important  measure  that  I  hope  this  Congress  will  consider.  I  am 
not  presenting  any  definite  plan  that  I  think  or  want  to  propose 
for  you  gentlemen  to  adopt,  but  I  believe  Congress  is  going  to  take 
the  points  from  all  of  the  arguments  that  have  been  submitted  and 
get  the  best  from  all  of  them,  and  I  simply  want  to  present  this 
brief  to  show  why  general  order  No.  8  should  not  be  retained. 

In  opposition  to  the  return  of  the  railroads  to  private  control 
under  the  same  conditions  obtaining  prior  to  Government  control, 
we  make  the  following  presentation  of  the  partial  results  of  such 
return,  unless  proper  legislation  is  enacted  to  cover  the  situation : 

We  believe  that  Congress  is  going  to  exercise  its  very  best  judg- 
ment by  taking  care  of  the  public  interest  before  returning  the  rail- 
roads to  private  ownership.  The  control  of  such  private  ownership 
must  permit  of  equal  opportunity  individually  or  collectively,  and 
the  weak  should  not  be  made  to  suffer  unjust  burdens  forced  upon 
them  through  threat,  strength,  or  coercion. 

In  dealing  with  this  problem  you  have  two  interests  to  consider. 
One  is  the  public  interest,  the  other  is  a  private  and  selfish  interest, 
and  our  duty  is  to  consider  every  other  interest  subservient  to  the 
public  interest. 

Irrespective  of  the  obstacles  said  to  have  been  placed  in  the  way  of 
successful  railroad  operation  by  the  manipulations  of  Wall  Street 
operator's,  and  aside  from  the  impediment  of  unfair  competition,  the 
greatest  single  factor  to  which  may  be  attributed  the  deficiency  of 
the  existing  scheme  of  railroad  operation  is  lack  of  understanding  and 
cooperation  between  the  management  and  the  employees.  The  lack 
of  cooperation  is  directly  the  result  of  dissatisfaction. 

If  the  railroads  are  returned  to  private  ownership  without  the 
enactment  of  safeguarding  laws,  the  officers  directing  the  energies  of 
railroad  labor  will  immediately  reassume  the  position  that  if  there 
is  a  duty,  it  is  the  duty  to  develop  oneself,  to  live  for  oneself,  to  pro- 
duce revenue  without  regard  to  the  rights  of  the  toiler  or  the  misery 
their  callousness  to  humanity  brings  about,  and  the  resulting  in- 
justices will  create  resentment — and  resentment  and  dissatisfaction 
are  synonomous. 
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As  a  concrete  example  of  how  dissatisfaction  is  created  under  ex- 
isting conditions,  we  wish  to  digress  for  a  moment  and  treat  with 
the  history  of  the  train  dispatchers.  I  deem  it  unnecessary  to  de- 
scribe the  duties  of  a  dispatcher  to  this  committee,  as  I  feel  you  are 
fully  familiar  with  the  responsibilities  and  the  tense  condition  of 
employment  to  which  a  dispatcher  is  subject. 

Despite  the  acknowledgment  by  the  Director  General  of  Railroads 
that  "  economical  transportation  is  dependent  as  much  on  the  train 
dispatchers  as  upon  any  subordinate  officials,"  train  dispatchers 
never  shared  in  any  of  the  betterments  as  to  wages  and  working 
conditions  until  they  enjoyed  an  organization  through  which  they 
were  able  to  bring  their  complaints  before  the  men  who  had  authority 
to  adjust  them,  and  an  organization  of  train  dispatchers  to  treat  for 
better  wages  and  working  conditions  is  something  that  was  never 
permitted  prior  to  1917. 

In  1908  a  dispatchers'  association  was  attempted,  but  failed  in  a 
very  short  time,  due  to  the  bitter  opposition  of  the  railroads.  One 
or  two  years  later  a  movement  was  inaugurated  to  have  train  dis- 
patchers join  the  conductors'  association.  The  rumor  of  this  move- 
ment had  no  more  than  reached  the  ears  of  the  officers  of  the  rail- 
roads when  the  superintendents  personally  canvassed  their  divisions, 
and  every  dispatcher  was  confronted  with  the  alternative  of  either 
withdrawing  from  the  conductors'  organizations  or  being  discharged. 
The  same  attitude  on  the  part  of  the  majority  of  subordinate  officials 
still  prevails  to-day  as  far  as  a  dispatchers'  organization  is  concerned. 

Such  prejudice  is  uncalled-for,  especially  in  view  of  the  fact  that 
the  American  Train  Dispatchers'  Association,  which  represents  4,900 
dispatchers  out  of  a  possible  5,100  membership  in  the  United  States, 
has  in  no  instance  resorted  to  radicalism  in  its  demands  or  its  deal- 
ings with  the  employer. 

Increases  granted  dispatchers  from  1908  until  the  Government 
took  control  of  the  railroads  was  less  than  12  per  cent,  yet  the  dis- 
patchers handled  the  60  per  cent  increase  of  business  during  the 
war  with  .less  than  5  per  cent  increase  in  force.  Only  since  ac- 
knowledgment of  the  right  of  dispatchers  to  bargain  collectively 
have  they  shared  in  any  of  the  betterments  as  to  wages  and  working- 
conditions.  Prior  to  operation  of  the  railroads  by  the  Government 
the  dispatchers  took  what  was  left  after  other  railroad  employees 
had  been  cared  for,  with  the  result  that  the  average  dispatcher's 
salary  to-day  is  only  $199.  • 

Dispatchers  have  always  been  and  are  still  classified  by  the  Inter- 
state Commerce  Commission  as  employees.  Railroad  officials  have 
contended  that  dispatchers  are  officers,  and  objection  on  the  part  of 
train  dispatchers  has  been  brought  about  only  through  the  pseudo- 
nym when  used  as  a  subterfuge  to  technicall}'  evade  concessions  re- 
quested. 

Denied  recourse  to  the  usual  methods  of  obtaining  relief  on  the 
theory  that  the  grievances  of  officers  could  not  be  equitably  handled 
by  the  board  of  railroad  wages  and  working  conditions,  and  similar 
courts  of  appeal,  and  denied  the  support  of  the  great  labor  organi- 
zations in  obtaining  relief  from  the  injustices  constantly  heaped  upon 
them,  these  semiofficials  found  it  necessary  to  organize  for  mutual 
protection  from  the  wrongs  imposed  upon  them  by  capital  and  labor 
alike. 
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Speaking  of  the  impositions  practiced  upon  these  semiofficials, 
President  and  Federal  Manager  Calvin,  of  the  Union  Pacific,  said 
to  the  subordinate  officers  under  his  direction : 

Reports  indicate  that  purely  technical  interpretations  of  relief  *  *  * 
rules  are  heing  applied  hy  zealous  trainmasters  and  superintendents  to  a  degree 
that  the  entire  purpose  of  the  adjustments  will  soon  be  destroyed. 

The  result  .is  that  organizations  are  being  formed  to  handle  grievances  for 
these  orticers     *     *     *     these  men  should  be  handled  with  greater  liberality. 

And  the  Director  General  summed  up  the  situation  in  these  words : 

I  believe  the  situation  which  has  existed  in  the  past  has  resulted  in  the  pos- 
sibility of  a  train  dispatcher  suffering  the  disadvantages  attaching  both  to 
officers  and  employees  without  enjoying  the  advantages  attaching  to  either 
class. 

Classification  as  officials  leaves  absolutely  no  court  for  organiza- 
tions such  as  the  dispatchers  and  yardmasters  maintain,  to  whom 
appeal  may  be  made  for  the  correction  of  injustices  and  the  ad- 
justment of  differences,  except  a  court  wherein  the  prosecutor,  the 
jury,  and  the  judge  is  composed  of  a  solitary  human. 

Confronted  with  such  present  hardships,  the  future  is  even  more 
dubious,  for  already  the  executives  of  this  organization  are  receiving 
from  various  sources  information  of  threats  as  to  the  action  that  will 
be  taken  immediately  upon  the  railroads  being  returned  to  private 
control ;  one  of  which  is  that  the  roads  will  be  canvassed  and  the  dis- 
patchers who  are  members  of  the  American  Train  Dispatchers'  As- 
sociation will  be  given  their  choice  of  withdrawing  from  the  asso- 
ciation or  being  discharged,  and  I  am  informed  other  organizations 
of  semiofficials  are  receiving  similar  reports  of  threat. 

When  superintendents  dismiss  from  five  to  eight  men,  each  with 
from  15  to  20  years'  experience,  upon  the  slightest  provocation  and 
replace  them  with  nonmembers  and  inexperienced  men,  the  actuality 
of  the  threat  is  revealed.  Even  now  this  is  being  done,  regardless 
of  the  expense  of  labor  turnover,  which,  in  the  case  of  dispatchers, 
has  been  estimated  by  prominent  railroad  officials  as  amounting  to 
approximately  $400  per  month  for  a  period  of  two  years. 

Messrs.  Franklin  K.  Lane,  Charles  C.  McChord,  J.  Harry  Coving- 
ton, and  William  H.  Willcox,  composing  the  Eailroad  Wage  Com- 
mission, have  said : 

*  *  *  The  railroad  service  may  be  improved  and  at  the  same  time  fuller 
opportunity  be  given  for  lifting  a  burden  that  falls  disproportionately  upon 
some  of  the  less  favored  of  the  railroad  workers. 

The  semiofficials  are  distinctly  the  "  less  favored  of  the  railroad 
workers."  Caught  between  the  upper  and  nether  millstones,  they 
suffer  the  disadvantages  attaching  both  to  officers  and  employees, 
without  enjoying  the  advantages  attaching  to  either  class.  They 
receive  no  consideration,  because  the  larger  and  stronger  organiza- 
tions demand  that  their  requirements  shall  be  first  satisfied,  and 
their  requirements  generally  consume  the  dish.  These  semiofficials, 
because  of  their  weakness,  are  not  in  a  position  to  cope  with  the  un- 
fair treatment  accorded  them  by  the  railroad  executives. 

I  spoke  in  the  first  part  of  this  brief  of  equal  opportunity.  While 
here  I  believe  there  were  some  of  the  Congressmen  asked  what  we 
meant  by  equal  opportunity.  I  would  like  to  illustrate  that  by  con- 
trast and  let  you  draw  your  own  conclusions  as  to  whether  train 
dispatchers  have  had  equal  opportunity. 
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On  the  Gulf  Coast  &  Santa  Fe  Railroad  a  train  ran  ahead  of 
its  schedule,  and  discipline  in  the  form  of  dismissal  was  adminis- 
tered to  the  train  crew  and  the  dispatcher.  Because  of  the  organized 
strength  behind  it,  the  train  crew,  more  responsible  than  the  dis- 
patcher for  the  violation,  was  reinstated  in  the  company's  service, 
but  the  dispatcher  has  not  been  reinstated,  and  the  railroad  manage- 
ment refuses  to  even  consider  the  pleas  of  our  organization  for  his 
reinstatement. 

The  Chairman.  Do  you  mean  the  Railroad  Administration,  or 
was  this  before  the  Government  took  control  of  the  railroads? 

Mr.  LuHRSEN.  I  mean  the  Federal  managers,  who  are  part  of  the 
Railroad  Administration.  I  wired  the  Federal  manager  and  sent 
our  representative  down  there,  and  he  refused  to  see  him. 

Mr.  Cooper.  May  I  ask  you  a  question?  Did  the  dispatcher  give 
this  train  crew  an  order  to  run  ahead  of  his  schedule  ? 

Mr.  LuHRSEN.  No ;  they  were  proceeding  on  their  time-card  sched- 
ule, which  specifies  the  time  at  each  station.  The  train  and  engine 
crew  had  overlooked  their  hand,  and  the  dispatcher  was  about  90 
or  100  miles  away,  in  his  office,  from  the  train.  They  proceeded  in 
advance  of  that  schedule  and  arrived  at  the  terminal  50  minutes 
ahead  of  time,  simply  by  overlooking  their  time  card.  There  was 
no  accident  of  any  kind.  There  were  no  opposing  trains,  so  that  no 
trouble  resulted,  but  when  the  investigation  was  held  and  it  was 
admitted  they  had  overlooked  their  hand,  in  order  to  mete  out  dis- 
cipline, the  dispatcher  gets  it  along  with  the  rest,  and  possibly  he 
was  to  some  extent  responsible,  inasmuch  as  he  did  have  one  office 
intermediate  where  he  could  have  told  the  operator  to  put  the  board 
on  them  and  stop  them.  That  was  the  only  responsibility  in  which 
he  shared. 

Mr.  Dewalt.  Did  they  have  the  block  system  on  that  road? 
Mr.  LuHRSEN.  No,  sir ;  no  block  system. 

Mr.  Cooper,  That  is  what  I  was  wondering  about — whether  the 
dispatcher  had  loiowledge  of  this  train  running  aliead  of  its  schedule 
and  could  have  had  an  operator  hold  the  block  on  him. 

Mr.  Luhrsen.  He  claimed  he  did  not  discover  it — a  report  of  a 
train  at  every  station  is  not  always  given  immediately  upon  the 
time  it  passes.  Frequently,  a  dispatcher  is  busy,  and  I  Iniow  myself 
from  my  own  experience  that  I  have  been  behind  on  keeping  up 
reports  on  trains  passing  stations  as  high  as  one  hour,  simply  be- 
cause there  were  orders  to  put  out  continually,  so  that  you  could  not 
get  to  it,  but  the  operator  knows  that  if  there  is  no  accident  or  no  hot 
box  or  pulling  out  of  drawbar,  the  dispatcher  usually  knows  about 
where  the  train  should  foe,  irrespective  of  having  a  report  right  up 
to  date. 

Mr.  Cooper.  The  operator  is  supposed  to  report, 
Mr,  Luhrsen.  Yes;  he  is  supposed  to. 

Mr.  Dewalt,  Let  me  ask  you  another  question.  Did  this  train 
stop  anywhere  between  the  points  where  he  got  .50  minutes  ahead 
of  time? 

Mr.  Luhrsen,  No;  they  proceeded  without  any  stop  at  all. 
The  Chairman.  But  there  Avas  one  intervening  station  Avhere  the 
train  dispatcher  could  have  checked  up  the  progress  of  that  train, 
3'^ou  say. 
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Mr.  LuiTRSEN.  Yes;  I  will  admit,  or  we  will  admit — I  am  going 
to  put  it  this  way:  We  are  willing  to  admit  the  responsibility  of 
the  train  dispatcher  to  the  same  extent  as  the  train  crew,  but  the 
point  is  that  if  the  rest  of  the  men  who  were  as  seriously  implicated 
in  this  offense,  which  caused  dismissal,  were  reinstated,  we  feel  the 
same  thing  should  pertain  to  our  men.  That  is  not  an  isolated 
case.  I  will  quote  you  one  even  more  serious  than  that.  Down  at 
Birmingham,  Ala.,  a  train  dispatcher  issued  an  order,  and  the 
superior  train  was  restricted.  Of  course,  that  operator  has  to 
repeat  the  order  first  after  the  order  was  placed  for  the  inferior 
train.  There  was  an  operator  working  there  who  had  been  on  a 
farm  for  seven  years  and  had  had  no  railroad  experience  chiring 
that  time.  He  admits,  in  the  investigation  Avhich  was  held  by  a 
Government  official,  that  he  had  filled  in  the  order,  which  would 
prove  then  that  he  evidently  did  not  repeat  from  the  original  mani- 
fold. When  the  investigation  was  held  with  our  man  who  was  ac- 
cused, our  chief  dispatcher  present  and  with  the  two  operators  and 
with  the  general  superintendent  and  trainmaster  and  superintendent, 
the  Government  administration  man  rendered  his  verdict  right  there 
and  said,  "  You  are  discriminating  if  you  do  not  reinstate  that  dis- 
patcher and  pay  him  for  all  time  lost."  A  few  minutes  lafer  our 
men  were  dimissed  from  there  and  another  investigation  or  talking 
over  of  this  proposition  was  held,  and  the  verdict  was  rendered  that 
the  man  was  too  old  to  be  retained  in  the  service,  and  he  has  yet  to 
be  reinstated.  That  man  has  since  then  held  a  position  on  the  Frisco 
Eailroad  at  Birmingham,  Ala.,  Amory,  and  Memphis,  Tenn.,  three 
of  the  heaviest  dispatching  offices  clown  there,  and  he  has  been  com- 
mended for  his  successful  handling  of  trains  all  the  time  he  has 
worked  there.  We  feel  there  is  an  injustice  placed  upon  that  man 
by  not  giving  him  equal  opportunity  when  they  do  not  dismiss  the 
others,  and  to  be  frank  with  you  gentlemen,  I  do  not  believe  that 
dismissal  as  a  punishment  is  the  right  thing  to  do  on  any  railroad. 

You  are  simply  increasing  the  labor  turnover,  and  it  is  like  a 
man  signing  a  note.  I  believe  after  he  has  been  stung  once  he 
will  be  very  careful  the  next  time  before  he  will  sign  another  note, 
and  that  is  so  in  railroad  operation,  and  I  think  the  train  and 
engine  crew  who  were  reinstated  in  this  case  and  the  operators 
M'ho  were  reinstated  were  absolutely  fair.  I  do  not  believe  in  dis- 
missal for  a  man's  fallibility  or  his  mistakes,  because  there  is  no 
man  who  is  infallible.  We  have  general  managers,  I  presume,  who 
have  made  a  mistake  once  in  their  lives,  and  I  do  not  believe  in 
their  being  dismissed  for  such  things  as  that.  I  believe  in  disci- 
pline. I  believe  in  telling  them  why  they  should  be  more  careful,j 
and  warning  them.  I  believe  in  dismissal  if  it  is  for  drinking  or  if 
it  is  for  a  continual  way  of  misrepresenting  the  truth.  I  say  dis- 
charge the  man,  and  I  would  think  they  were  doing  the  right  thing; 
but  for  mistakes  that  we  are  all  liable  to  make,  I  believe  there  is 
a  better  way  than  dismissal, 

Mr.  WiNSLOw.  Wliat  way  would  you  suggest? 

Mr.  LuHRSEN.  I  would  beelieve  in  suspension  for  sa.y,  30,  60,  or 
90  days,  according  to  the  offense.  If  it  had  been  negligence  on  his 
part,   absolute   negligence   or  carelessness,    I   think   the   discipline 
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should  be  more  severe  than  if  the  man  can  prove  conchisively  that 
it  was  an  oversight  or  a  mistake  that  we  are  all  liable  to  make. 

Mr.  WiNSLOw.  How  many  mistakes  would  you  have  a  locomotive 
engineer  make  before  you  would  think  that  he  was  unfit  to  be 
retained  ? 

Mr.  LuHRSEN.  I  believe  we  should  exercise  proj^er  reasoning 
power  and  use  your  judgment  behind  that,  based  upon  his  perform- 
ance generally,  wliich  I  believe  railroad  companies  would  do; 
but  when  it  comes  to  saying  how  many  cases,  I  don't  believe  I  can 
answer  that. 

Mr.  WiNSLOW.  I  am  taking  you  on  your  own  proposition  that 
he  should  not  be  dismissed  for  an  offense  other  than  certain  specific 
offenses  which  you  indicate.  Now,  how  long  would  you  continue 
that? 

Mr.  LuHRSEN.  I  would  not  continue  it  after,  say,  the  second  or 
third  offense.    I  think  the  man  could  be  dismissed  then. 

Mr.  WiNSLOW.  Suppose  as  a  result  of  such  continuance  after  the 
second  offense  he  killed  a  trainload  of  people  on  his  third  offense; 
where  would  the  management  come  out  ? 

Mr.  LuHRSEN.  I  do  not  believe.  Congressman,  that  that  would  be 
the  result. 

Mr.  WiNSLOW.  But,  presume  that  it  would. 

Mr.  LuHRSEN.  Well,  I  would  be  willing  to  face  the  responsibility 
of  it  before  any  court  or  jury. 

Mr.  Win  SLOW.  Would  you  be  willing  to  have  the  management  of 
the  road  face  the  responsibility  before  the  people? 

Mr.  LuHRSEN.  Yes. 

Mr.  WiNSLOw  (continuing).  Of  retaining  a  man  who  twice 
had  overrun  his  schedule  and  the  third  time  got  in  trouble  by 
doing  it  ? 

Mr.  LuHRSEN.  I  am  saying  to  you  that  I  do  not  believe  that  I 
would  try  to  keep  a  man  after  he  had  committed  the  same  offense, 
say,  the  second  time;  but  I  do  not  believe  that  the  very  first  time 
he  should  be  dismissed.    I  do  not  think  it  is  right. 

Mr.  WiNSLOW.  You  believe  in  justice  tempered  with  mercy? 

Mr.  LuHRSEN.  I  do.  I  believe  in  justice.  I  have  made  mistakes 
myself.  Congressman,  and  I  have  had  out  lap  orders  but  did  not 
get  caught  at  it,  and  I  have  never  yet  been  dismissed  from  the 
service  anywhere,  and  I  feel  that  any  man  who  is  really  giving  the 
best  that  there  is  in  him  to  any  railroad  company  will  never  make 
that  second  mistake  after  he  has  once  gone  through  the  ordeal  of 
facing  a  situation  where  he  knows  his  mistake  is  going  to  cause,  or 
might  have  caused,  loss  of  lives  if  an  accident  had  really  material- 
ized. He  js  turning  gray  mighty  fast  during  those  few  moments. 
I  do  not  believe  he  will  ever  commit  that  same  offense  again.  There 
may  be  exceptions,  I  will  agree  to  that;  but  I  do  not  believe  he 
will  repeat. 

Mr.  WiNSLOW.  I  do  not  want  to  embarrass  you,  but  I  would  like 
to  get  your  idea,  as  a  practical  man,  of  a  situation  like  this :  Suppose 
a  man  overran  his  signal  and  as  a  result  came  into  a  head-on  collision 
on  a  single-track  road  and  killed  all  the  people,  or  a  lot  of  them, 
and  injured  othei's,  how  would  you  handle  that  case  in  justice  to 
the  people? 
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Mr.  LuiiRSEN.  I  will  say  to  you  frankly  that  if  I  was  of  the  man- 
agement and  it  was  proved  to  me  conclusively  that  it  was  negli- 
gence on  his  part  I  would  favor  dismissal. 

Mr.  Win  SLOW.  Suppose  he  overran  the  same  signal  and  nothing 
happened. 

Mr.  LuHRSEN.  I  think  the  offense  is  just  as  severe.  The  possibil- 
ity was  there.  I  am  not  speaking  of  a  criminal  offense  when  I  say 
that  you  should  go  ahead  and  simply  mete  out  a  30-day  suspension 
or  GO-day  suspension.  I  say  mete  out  your  discipline  of  dismissal 
according  to  the  offense  that  he  has  been  guilty  of,  but  in  this  par- 
ticular case  it  is  a  very  trivial  affair.  There  were  no  trains  op- 
posing, and  I  presume  that  that  was  one  of  the  reasons  why  the 
dispatcher  was  not  right  up  to  date  on  what  we  call  his  "  O.  S."  re- 
port. I  will  illustrate  to  you  an  actual  example  I  had  on  a  certain 
railroad — perhaps  I  am  digressing  too  much. 

The  Chaiuman.  I  was  simply  going  to  suggest  that  Senator  Len- 
root  had  been  assigned  the  morning,  and  while  I  do  not  want  to  hurry 
you,  if  it  is  possible  I  would  like  to  have  you  conclude  shortly. 

Mr.  LuHRSEN.  I  will  not  read  the  illustrations  further,  but  will 
let  them  stand,  that  the}^  may  appear  in  the  record. 

On  Augiist  21,  1919,  Dispatcher  T.  F.  Custer,  employed  at  Dunsmuir.  Calif., 
on  the  Southern  Pacific  Railway  was  disuiissed  from  service  account  the 
issuance  of  a  wait  order  which  gave  the  inferior  train  less  time,  by  one  minute, 
than  the  time  required  by  the  time-card  speed  restrictions.  The  order  when 
issued  and  completed  was  a  proper  order,  and  the  proper  execution  of  the  same 
rested  with  the  train  and  engine  crews  only.  The  engine  and  train  crews  im- 
properly executed  the  order,  and  the  dispatcher  was  discharged  on  alleged 
grounds  of  contributory  responsibility,  the  decision  as  to  the  contrilnitory 
responsibility  being  rendered  by  a  board  consisting  of  the  division  superintend- 
ent, a  superintendent  of  mails,  a  shoe  merchant,  and  a  butcher,  constituting  a 
coiirt  but  one  member  of  which  was  presumably  qualified  to  render  decision  as 
to  correctness  of  train  movement.  This  superintendent,  supposedly  qualified 
member  of  the  court,  is  responsible  for  the  issuance  of  a  time  card  now  in  use 
under  his  direction  requiring  five  violations  of  the  speed  regulations  to  comply 
with  the  schedules.     This  time  card  was  in  effect  at  the  time  of  the  accident. 

In  August,  1918,  Dispatcher  L.  H.  Hale,  employed  at  Sapulpa.  Okla.,  on  the 
Frisco  Railroad,  was  dismissed  from  service  account  clearing  a  train  crew  after 
it  was  on  dead  schedule.  The  train  crew,  upon  whom  greater  responsibility 
for  the  occurrence  rested  than  upon  Dispatcher  Hale,  were  I'einstated  in  the 
company's  service  on  December  22,  1918,  but  when  Mr  Hale  applied  for  rein- 
statement he  was  advised  that  "  the  company  has  a  full  set  of  dispatchers 
working,"  in  addition  to  which  his  claim  for  back  pay  under  the  award  of 
October  .3,  1918,  retroactive  to  June  1,  1918,  was  denied  on  the  ground  that  he 
had  left  the  service. 

About  April  24,  1919,  Chief  Dispatcher  C.  E.  Molander,  of  Maiden,  Wash., 
Clucago.  Milwaukee  &  St.  Paul  Railway,  was  given  notice  of  dismissal  account 
inefficiency  wdiile  on  vacation.  No  prior  complaint  had  been  made  to  Mr. 
Molander  as  to  enefficiency  on  his  part,  and  since  dismissal  of  Mr.  Molander 
the  Maiden  dispatching  force  has  been  increased  by  the  addition  of  one  night 
chief  dispatcher,  two  clerks  woi-king  eight  hours  each,  and  a  third  clerk  working 
from  two  to  five  hours  daily.  The  fact  that  this  additional  force  is  now  re- 
quired to  handle  the  same  work  that  Mr.  Molander  handled  alone  is  sufficient 
evidence  to  refute  the  claim  that  Mr.  IMolander  was  incompetent.  Tlie  dis- 
missal followed  upon  Mr.  Molander's  refusal  to  make  a  report  showing  that  he 
was  on  duty  only  eight  hours  per  day,  despite  the  fact  that  he  oi-dinarily 
worked  12  to  14  hours  daily  and  was  subject  to  call  at  all  times  when  not  in 
the  office.  We  have  been  unable  to  secure  reinstatement  for  Mr.  INIolander, 
nor  an  investigation  to  determine  the  correctness  of  the  charge  of  inefficiency. 

On  July  18,  1918,  G.  L.  Byers,  employed  as  dispatcher  on  the  St.  Joseph  & 
Grand  Island,  at  St.  Joseph,  Mo.,  was  discharged  account  insubordination  upon 
making  protest   against   the  violent   language   the   superintendent   was   using 
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towjirfl  him.  Mr.  Byers  was  instructed  to  resign  or  be  discharged.  He  refused 
to  resign  and  was  discharged.  We  liave  been  luiable  to  obtain  investigation 
to  determine  the  correctness  of  the  cliarge  of  insubordination  against  Mr. 
Byers,  and  the  raih'oad  company  refuses  to  consider  reinstatement  of  Mr. 
Byers  or  tlie  issuance  of  a  service  letter  showing  the  true  facts  with  reference 
to  his  discharge. 

On  August  31,  1919,  J.  O.  Lorton,  employed  as  chief  dispatcher  at  Heavener, 
Okla.,  office  of  Kansas  City  Southei-n  Railway,  was  dismissed  from  service 
account  incompetency.  Request  for  resignation  on  August  17,  1919,  was  first 
intimation  Mr.  Lorton  had  that  his  services  were  not  satisfactory.  Lorton 
refused  to  resign,  and  requested  investigation  to  determine  correctness  of 
the  charge.  This  investigation  was  refused  until  after  Lorton  was  relieved, 
and  when  granted  was  held  before  the  superintendent  who  had  discharged 
Lorton  for  incompetency.  We  have  so  far  been  luiable  to  secure  investigation 
before  unbiased  authorities,  reinstatement  has  been  denied  Lorton,  and  the 
superintendent  discharging  Lorton  merely  reaffirmed  his  decision  at  the  so- 
called  investigation  held  before  him,  at  which  no  evidence  was  offered  to  sub- 
stantiate the  charge  of  incompetency  against  Lorton.  The  same  superintendent 
has  dismissed  no  less  thau  six  chief  dispatchers  and  five  trick  dispatchers  since 
June  4,  1915. 

On  July  19,  1919,  Dispatcher  W.  H.  Walsh,  employed  at  Tucson  office.  South- 
ern Pacific  Railway,  was  dismissed  from  service  on  charges  of  playing  poker 
and  drirdving.  After  discharge  an  investigation  was  held  before  the  siiperin- 
tendent  who  dismissed  Walsh  to  determine  correctness  of  charges.  At  the 
so-called  investigation.  W^alsh  denied  di'inking.  denied  playing  poker,  but  ad- 
mitted playing  cards  on  the  day  specified  in  the  charges  (a  day  on  which  Walsh 
was  off  duty),  and  in  response  to  demand  that  the  superintendent  furnish 
proof  of  the  correctness  of  his  charges  the  statement  was  made  that  the  sole 
evidence  upon  which  the  charges  could  be  substantiated  would  have  to  be 
produced  by  the  discharged  dispatcher.  Despite  this  reinstatement  was  refused, 
and  to  this  date  investigation  before  unbiased  authorities  of  the  Southern 
Pacific  has  not  been  granted. 

On  October  3,  1918,  the  regional  directors  met  at  Chicago,  111.,  and  as  the 
result  of  such  conference  granted  to  dispatchers,  among  other  concessions,  two 
days  off  each  month,  with  pay,  as  a  rest  period. 

The  regional  directors,  in  granting  this  concession,  did  not  contemplate  that 
in  order  to  be  relieved  from  duty  for  two  days  a  dispatcher  had  to  do  double 
duty  for  a  like  period  either  before  or  after  taking  the  two  days  off,  nor  that 
the  burden  of  extra  work  caused  by  relieving  a  dispatcher  for  two  days  should 
be  shifted  to  the  remaining  dispatching  force.  It  was  the  expressed  intention  of 
the  award  that  relief  be  furnished  to  care  for  the  work  of  the  dispatcher  during 
his  days  off. 

As  an  illustration  of  how  this  award  was  carried  out.  I  quote  below  letter 
signed  "  E.  Flynn,"  directed  to  the  dispatchers  of  the  ('hieago,  Burlington  & 
Quincy  Railway,  wherein  Mr.  Flynn  quotes  a  letter  written  by  General  Manager 
Bracken,  of  the  Chicago,  Burlington  &  Quincy  Railway  : 

"  Gentlemen  :  I  am  attaching  copies  of  letters  as  well  as  statement  showing 
the  application  of  increase  of  pay  of  yardmasters,  chief  and  trick  dispatchers, 
which  are  effective  June  1,  19] 8,  with  particular  reference  to  these  men  receiv- 
ing two  days  off  per  month,  effective  November  1.  Mr.  Bracken  writes  as 
follows :  '  I  "hope  you  will  be  able  to  arrange  this  generally  without  putting  a 
man  in  each  one  of  these  positions  when  the  regular  employee  is  off  duty  by 
doubling  up,  permitting  them  to  be  off  duty  when  Ituslness  is  the  lightest,  etc. 
Wish  you  would  urge  the  superintendents  to  do  this  as  far  as  possible  and 
let  us  have  a  report  of  December  15  showing  what  they  have  been  able  to 
accomplish  in  the  way  of  taking  care  of  this  arrangement  without  adding 
additional  force.'     Please  arrange  accordingly  and  acknowledge  receipt." 

We  wish  to  bring  to  your  attention  the  matter  of  improper  classification 
and  consequent  improper  rate  of  pay  for  three  men  employed  nt  Randolph 
Street  Station,  Chicago.  111.,  on  tlie  Illinois  Central  Railroad. 

The  positions  have  been  in  existence  for  a  numl)er  of  years,  and  the  men 
filling  them  have  been  classified'  as  dispatchers  until  recent  months.  The 
tranportation  furnished  these  employees  classified  them  as  dispatchers,  they 
were  shown  on  the  pay  i-oUs  as  dispatchers,  the  time  cards  referred  to  them 
as  dispatchers,  as  did  the  train  sheets. 

These  employees  perform  all  the  duties  pertaining  to  a  dispatcher's  office, 
keep   track  of  all   trains   except  suburban,   issue  orders  for   train  movement 
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on   single   track   both   by    telephone  and   telegraph,   and   in   emergencies   issue 
orders  for  reverse  movement  of  trains  without  prior  consultation  with  anyone. 

These  employees  have  been  denied  representation  l)y  the  Order  of  Railwaj 
Trainmen  on  the  ground  that  they  were  dispatchers,  but  since  the  award 
of  October  3.  1918,  granting  increases  in  salary  to  train  dispatchers,  the 
Illinois  Central  Railway  has  advanced  the  claim  that  these  men  are  not 
dispatchers,  and,  therefore,  are  not  entitled  to  pay  at  dispatchers'  rates. 

It  is  clearly  to  be  seen  that  the  advancement  of  such  a  claim  on  the  part 
of  the  Illinois  Railway  Is  but  an  attempt,  in  the  interest  of  economy, 
to  escape  the  payment  of  dispatchers'  rates  to  these  employees. 

On  August  20  and  21,  this  year,  these  employees  were  examined  on  the 
new  book  of  rules,  and  the  cards  presented  to  them  bear  in  the  space  "  Occu- 
pation "  the  word  "  Dispatcher,"  and  yet  we  have  been  unable  to  obtain  for 
them  dispatchers'  rate  of  pay. 

Dodge  City,  Ivans.  (A.  T.  &  S.  F.  Ry.),  has  six  trick  dispatchers,  a  chief 
dispatcher,  and  assistant  chief  dispatcher.  After  the  granting  of  the  two  days 
off  per  month,  the  railroad  company  ruled  that  while  men  were  taking  their 
two  days,  one  dispatcher  would  handle  two  districts.  In  so  doing  it  added 
296  miles  to  the  district  of  240  miles  already  worked  by  one  dispatcher.  This 
compelled  one  man  to  handle  six  train  sheets,  one  telegraph  circuit,  and  two 
telegraph  wires  over  which  trains  are  handled  by  telegraph  (this  is  absolutely 
hazardous  from  a  safety  standpoint),  and  certainly  increased  the  hazard  to 
overlook  vital  matters  pertaining  to  the  safety  of  train  operation. 

Rather  than  work  such  excessive  territory  every  dispatcher  in  that  office, 
eight  in  number,  wrote  the  superintendent  that  they  would  rather  do  without 
the  two  days  off  than  work  under  such  condition  to  gain  the  relief  day  granted 
by  the  Government.  Such  economy  usually  results  hi  accidents  similar  to  that 
on  the  Frisco  at  Marshalfield,  Mo.,  which  resulted  in  15  deaths  and  40  injuries. 
In  this  particular  case  the  investigation  showed  that  the  dispatcher  on  duty 
had  already  issued  order  No.  127  at  7.43  p.  m.,  handling  120  miles,  and  that 
there  was  a  total  of  27  eastbound  and  27  westbound  trains  over  that  district. 
•  Again  in  reference  to  Dodge  City  office,  after  men  were  given  their  two  days 
rest  in  early  part  of  month,  and  then  later  in  month,  through  misfortune  were 
sick  two  days,  the  company  not  only  deducted  the  two  days  off  sick,  but  also 
the  two  days  rest  granted  early  in  the  month,  upon  the  principle  that  they  had 
not  performed  a  full  month's  work  and  were  therefore  entitled  to  no  rest.  In 
this  particular  instance  the  dispatcher  had  worked  for  the  company  17  years 
without  a  single  day  off  on  account  of  sickne.ss  in  all  that  time. 

The  train  dispatchers  on  this  railroad  are  required  to  protect  all  freight 
trains  from  rear  with  train  orders,  something  not  practiced  on  any  other  road, 
and  the  State  laws  force  protection  by  flag,  making  the  dispatcher  place  hold- 
ing orders,  puts  the  responsibility  on  the  dispatcher,  and  discourages  proper 
flagging  by  the  train  crew,  as  they  rely  on  the  orders  to  a  great  extent. 

Mr.  LuHRSEN.  This  is  not  an  isolated  case  of  injustice.  I  can  cite 
such  cases,  and  worse,  by  the  dozen.  No  nation  will  dare  attack  us 
while  we  remain  a  solid  unit,  and  only  when  we  are  at  conflict  among 
ourselves  will  we  be  assailed.  Relief  from  such  injustices  is  neces- 
sary if  we  are  not  to  make  Bolsheviks  of  our  good  citizens,  and  thus 
bring  about  internal  strife. 

Men  on  the  ground  are  better  able  to  pass  judgment  than  men 
miles  away,  and  semiofficial  employees  through  their  organizations 
could  bring  to  attention  many  inefficient  methods  of  operation  that 
would  be  corrected,  with  great  gain  to  the  public,  whereas  individual 
recommendations  in  the  interests  of  efficiency  would  be  unrecognized. 

The  selfish  interest  is  the  natural  one  and  too  frequently  the 
thought  uppermost  in  the  minds  of  railroad  officials  is  the  further- 
ance of  their  own  ends.  For  instance,  blocking  terminals  at  the  sac- 
rifice of  the  efficiency  of  the  adjoining  division,  and  to  the  detriment 
of  public  service,  is  a  common  practice.  Such  conditions  brought  to 
the  attention  of  proper  authority  would  be  corrected.    The  burden  of 
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such  wrongful  practices  falling  heaviest  upon  the  yardmaster  and  dis- 
patcher, they  are  the  logical  employees  to  call  attention  to  such  a 
situation,  but  to  do  so  as  individuals  would  jeopardize  their  positions. 
If  the  dispatcher  or  yardmaster  made  report  through  his  organiza- 
tion, his  i^osition  would  not  be  jeopardized,  and  proper  remedy  would 
be  immediately  applied. 

The  old  method  was  to  deny  recognition  and  representation  and 
this  led  to  demands  on  the  part  of  organizations.  A  better  way 
would  be  to  grant  recognition  and  representation,  and  thus  obviate 
the  necessity  of  demands  and  eliminate  the  possible  spirit  of  revenge. 

Gentlemen,  I  am  a  member  of  a  conference  board  maintained  in 
the  city  of  Spokane,  composed  of  10  of  the  leading  employers  and 
business  men  and  10  representatives  of  labor  organizations,  whose 
sole  purpose  is  to  bring  capital  and  labor  together  for  amicable  dis- 
cussion at  frequent  intervals.  While  in  its  infancy,  admirable  re- 
sults have  been  derived  from  this  board,  and  it  has  proven  that  there 
is  no  better  plan  for  the  adjustment  of  the  differences  between  capital 
and  labor  than  an  amicable  exchange  of  views  and  debate  on  matters 
of  mutual  concern. 

We  see  the  prudent  forethought  of  Director  General  McAdoo  in 
his  prediction  as  to  the  morale  of  the  railroad  organizations,  when 
he  said: 

*  *  *  Each  month  that  passes  brings  the  officers  and  men  under  Federal 
control  nearer  *  *  *  to  the  time  when  a  change  must  be  made ;  and  if  they 
have  got  to  go  back  to  private  control,  thej'  do  not  know  what  their  status  will 
be,  and  I  think  that  would  be  a  source  of  continual  ferment  and  anxiety  to 
officers  and  employees  alike  *  *  *_  jf  there  is  a  lowering  of  the  morale  of 
the  railroad  workers  throughout  the  country,  it  will  work  not  only  for  ineffi- 
ciency in  operation,  but  it  will  also,  because  of  that  inefficiency,  produce  serious 
risks  in  the  safety  of  operation,  not  only  to  those  who  travel,  but  also  to  the 
commerce  and  industry  of  the  country. 

This  prediction  has  become  a  reality.  We  are  confronted  with 
such  a  condition  now.  The  employees  are  adrift  and  confidence  in 
the  retention  of  their  positions  and  better  conditions  granted  by  the 
Government  administration  is  entirely  lacking,  due  to  the  run- 
blings  of  threat  which,  while  veiled,  are  apparent. 

Until  such  time  as  the  railroad  managers  are  willing  to  adapt 
themselves  to  the  new  conditions,  to  be  fair  to  both  employer  and 
employees.  Congress  must  restrict  the  dominating  and  autocratic 
attitude  of  those  in  power  and  authority  with  legislation  eliminat- 
ing discrimination  against  employees  who  are  members  of  organiza- 
tions. 

However  beneficial  it  might  be  it  is  not  a  necessity  that  Congress 
enact  laws  for  the  protection  of  the  mighty  labor  organizations,  but 
for  the  lawmakers  of  a  nation  which  has  waged  and  won  a  mighty 
war  to  make  the  world  safe  for  democracy  and  uphold  equality  for 
all  to  maintain  the  policy  of  "the  survival  of  the  fittest"  by  failure 
to  enact  laws  to  protect  the  weak  would  be  the  height  of  inconsist- 
ency. 

Correction  of  the  existing  inequities  may  be  brought  about  by 
(1)  provision  bj'^  Congress  of  a  tribunal  before  which  any  organiza- 
tion shall  have  a  right  to  appeal  for  justice;  (2)  legislation  main- 
taining that  particular  concession  granted  by  Director  General  Mc- 
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Adoo  as  one  of  the  first  necessities  to  successful  railroad  operation 
by  the  Government,  namely : 

No  discrimination  will  be  made  in  tlie  employment,  retention,  or  conditions 
of  employment  of  employees  because  of  membership  or  nonmembership  in 
labor  organizations. 

This  clause  is  found  in  General  Order  No.  8,  herewith  submitted. 

Geneeal  Oedeb  No.  8. 

Washington,  February  21,  1918. 
To  correct  wrong  impressions  that  may  exist  regarding  the  employment  and 
conditions  of  labor  in  railway  service,  it  is,  until  further  order,  directed  that : 

1.  All  acts  of  Congress  to  promote  the  safety  of  employees  and  travelers  upon 
railroads,  including  acts  requiring  investigations  of  accidents  on  railroads,  and 
orders  of  the  Interstate  Commerce  Commission  made  in  accordance  herewith, 
must  be  fully  complied  with.  These  acts  and  orders  refer  to  hours  of  service, 
safety  appliances,  and  inspection. 

Now  that  the  railroads  are  iu  possession  and  control  of  the  Government,  it 
would  be  futile  to  impose  fines  for  violations  of  said  laws  and  orders  upon  the 
Government,  therefore  it  will  become  the  duty  of  the  Director  General,  in  the 
enforcement  of  said  laws  and  orders,  to  impose  punishment  for  willful  and 
inexcusable  violations  thereof  upon  the  person  or  persons  responsible  therefor, 
such  punishment  to  be  determined  by  the  facts  in  each  case. 

2.  When  the  exigencies  of  the  service  require  it,  or  when  a  sufficient  number 
of  employees  in  any  department  are  not  available  to  render  the  public  prompt 
transportation  service,  employees  will  be  required  to  work  a  reasonable  amount 
of  overtime.  So  far  as  efficient  and  economic  operation  will  permit,  excessive 
hours  of  employment  will  not  be  required  of  employees. 

3.  The  broad  questions  of  wages  and  hours  will  be  passed  upon  and  reported 
to  the  Director  General  as  promptly  as  possible  by  the  present  Railroad  Wage 
Commission.  Pending  a  disposition  of  these  matters  by  the  Director  General, 
all  requests  of  employees  involving  revisions  of  schedules  or  general  changes 
in  conditions  affecting  wages  and  hours,  will  be  held  iu  abeyance  by  both  the 
managers  and  employees.  Wages,  when  determined  upon,  will  be  made  retro- 
active to  January  1,  1918,  and  adjusted  accordingly.  Matters  of  controversy 
arising  under  interpretations  of  existing  wage  agreements  and  other  matters 
not  relating  to  wages  and  hours,  will  take  their  usual  course  and  in  the  event 
of  inability  to  reach  a  settlement,  will  be  referred  to  the  Director  General. 

4.  In  Order  No.  1,  issued  December  29,  1917,  the  following  appeared:  "All 
officers,  agents,  and  employees  of  such  transportation  system  may  continue  in 
the  performance  of  their  present  regular  duties,  reporting  to  the  same  officers 
as  heretofore  and  on  the  same  terms  of  employment." 

The  impression  seems  to  exist  on  some  railroads  that  the  said  order  was  in- 
tended to  prevent  any  change  in  the  terms  of  employment  during  governmental 
operation.  The  purpose  of  the  order  was  to  confirm  all  terms  of  employment 
existing  upon  that  date,  but  subject  to  subsequent  modifications  deemed  advisa- 
ble for  the  requirements  of  the  service.  Any  contrary  impression  of  construc- 
tion is  erroneous.  Oflicers  and  employees  will  be  governed  by  the  construction 
here  given. 

5.  No  discrimination  will  be  made  in  the  employment,  retention,  or  conditions 
of  employment  of  employees  because  of  membership  or  nonmembership  in  labor 
organizations. 

The  Government  now  being  in  control  of  the  railroads,  the  officers  and  em- 
ployees of  the  various  companies  no  longer  serve  a  private  interest.  All  now 
serve  the  Government  and  the  public  interests  only.  I  want  the  officers  and 
employees  to  get  the  spirit  of  this  new  era.  Supreme  devotion  to  country,  an 
invincible  determination  to  perform  the  imperative  duties  of  the  hour  while 
the  life  of  the  Nation  is  imperiled  by  war  must  obliterate  old  enmities  and  make 
friends  and  comrades  of  us  all.  There  must  be  cooperation,  not  antagonism ; 
confidence,  not  suspicion ;  mutual  helpfulness,  not  grudging  performance ;  just 
consideration,  not  arbitrary  disregard  of  each  others  rights  and  feelings ;  a 
fine  discipline  based  on  mutual  i"espect  and  sympathy ;  and  an  earnest  desire  to 
serve  the  great  public  faithfully  and  efficiently.     This  is  the  new  spirit  and 
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purpose  that  must  pervade  every  part  and  branch  of  the  national  railroad 
service. 

America's  safety,  America's  ideals,  America's  rights  are  at  stake.  Democracy 
and  liberty  throughout  the  world  depend  upon  America's  valor,  America's 
strength,  America's  fighting  power.  We  can  win  and  save  the  world  from 
despotism  and  bondage  only  if  we  pull  together.  We  can  not  pull  apart  without 
ditching  the  train. 

Let  us  go  forward  with  unshakable  purpose  to  do  our  part  superlatively. 
Then  we  shall  save  America,  restore  peace  to  a  distracted  world,  and  gain  for 
ourselves  the  coveted  distinction  and  just  reward  of  patriotic  service  nobly  done. 

Mr.  LuHRSEN.  The  above-quoted  clause  must  be  maintained  under 
private  ownership  or  the  old  tactics  will  be  resorted  to,  the  resump- 
tion of  Avhich  will  be  the  largest  single  item  in  the  creation  of  dis- 
satisfaction and  the  consequent  decreased  efficiency  and  cooperation. 

The  truth  of  the -entire  matter  is  that  when  men  are  made  subject 
to  an  injustice  their  perceptions  of  right  and  wrong  are  wonderfully 
quickened  and  weaving  webs  of  technicalities  will  never  guarantee 
simple  justice  to  each  and  all.  We  are  not  so  rash  as  to  wish  that  our 
sole  opinion  should  be  preferred  to  that  of  all  other  men  nor  so 
senseless  as  to  be  willing  that  the  decisions  of  Congress  should  be 
made  to  give  place  to  fables  devised  by  unjust  reason,  but  we  do 
intend  to  stand  firm  for  rights  because  right,  as  much  so  as  the 
obstinate,  whether  right  or  wrong. 

Mr.  J.  L,  Cone,  president  of  the  Railroad  Yardmasters'  Associa- 
tion, was  called  out  of  the  city.  I  read  this  brief  to  him  and  he  wants 
me  to  say  to  this  committee  that  the  same  conditions  prevail,  that 
he  indorses  it  in  its  entirety  for  his  organization,  representing  5„000 
men,  although  there  are  11,000  yardmasters  in  the  United  States. 
They  are  also  in  the  semiofficial  class. 

This  has  been  indorsed  by  the  New  York  Assembly — I  have  the 
resolution  here,  which  I  will  not  read — of  132  members  in  the  city  of 
New  York.    That  is  all,  Mr.  Chairman. 

Mr.  Cooper.  Mr.  Chairman,  I  would  like  to  ask  a  question  if  it 
will  not  delay  Senator  Lenroot  too  much.  Mr.  Luhrsen,  jon  made 
a  statement  a  short  time  ago  that  I  was  very  much  interested  in. 
I  believe  you  stated  that  threats  had  already  been  made  by  the  man- 
agements of  the  railroads  that  if  the  train  dispatchers'  union — ^liave 
you  such  a  union  of  your  own? 

Mr.  Luhrsen.  Yes;  we  have.  We  are  not  affiliated  with  anyone. 
We  are  an  organization  started  just  three  months  before  the  Govern- 
ment took  control  of  the  railroads. 

Mr.  Cooper  (continuing).  That  the  threat  had  already  been  made 
that  they  would  have  to  choose  between  the  union  and  their  jobs 
if  the  railroads  went  back  into  private  management. 

Mr.  Luhrsen.  That  word  has  been  passed  on.  Mind  you,  this  is 
not  in  writing.  This  is  in  verbal  conversation.  I  have  the  letter 
up  in  my  office  and  I  have  several  others  from  other  places  which 
indicate  the  attitude.  When  I  make  that  statement  you  might  say 
you  would  like  to  see  the  evidence  of  that.  I  do  not  care  to  submit 
that  to  be  read  into  the  record,  because  of  the  fact  that  I  believe  that 
that  man  is  jeopardizing  his  position,  if  I  should  give  it  out,  but  I 
will  gladly  give  it  to  the  committee  for  their  own  private  informa- 
tion, if  they  so  desire. 

Mr.  Cooper.  It  is  a  very  interesting  and  broad  statement  for  you 
to  make  before  this  committee  which  is  now  considering  railroad 
legislation. 
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Mr.  LuHRSEN.  Yes;  and  I  will  herewith  submit  a  copy  without 
giving  the  names. 
(The  copy  follows:) 

(a)  Six  months  ago  this  division  was  100  per  cent  strong,  and  at  the  present 
time  we  have  the  record  of  7  nonmembers  out  of  a  possible  14.  By  putting 
two  and  two  together  I  nialve  out  that  this  condition  exists  on  account  of  an 
insidious,  intimidating  propaganda  instituted  by  an  official  whose  club  was  that 
"  the  railroads  are  going  back  into  the  hands  of  private  control  shortly  and 
the  dispatchers'  list  will  be  scrutinized  closely,  and  those  who  belong  to  this 
association  will  be  gotten  rid  of."  Of  course  these  things  went  on  behind  closed 
doors  and  could  not  be  proven,  nevertheless  the  proof  of  the  pudding  lies  in 
the  eating. 

(6)   I  have  been  told  just  recently  that  the  railroads,  in  particular, 

expect  to  put  the  concessions  in  effect  immediately.  In  almost  the  same  breath 
they  are  making  the  assertion  that  as  soon  as  Government  control  has  been 
abolished  they  expect  to  canvass  the  system  and  make  it  a  point  question 
as  to  whether  they  (the  train  dispatchers)  will  retain  their  membership  in 
the  association  or  relinquish  this  right  for  the  railroad. 

This  same  subject  may  have  been  given  your  consideration  some  time  ago, 
but  it  was  given  me  as  a  personal  favor  and  I  thought  it  best  to  advise 
you  of  the  fact. 

Mr.  Cooper.  And  as  one  member  of  the  committee  I  would  like 
to  know  if  such  action  as  that  is  being  contemplated  by  the  manage- 
ments of  the  railroads. 

Mr.  LuHRSEN.  Well,  I  think  you  would  be  interested  in  it  and  I 
am  saying  that  I  will  be  glad  to  give  it  to  the  committee.  I  do  not 
care  to  read  it  into  the  record  and  disclose  the  name  of  the  places, 
the  points,  and  the  men  from  whom  I  have  received  it. 

Mr.  Cooper.  Because  I  want  to  say  that  I  believe  this  committee, 
and  I  might  say  this  Congress,  is  going  to  use  its  best  efforts  to  try 
to  bring  the  managements  and  their  employees  into  closer  and  more 
friendly  relations. 

Mr.  LuHRSEN.  I  hope  so,  and  that  is  the  only  thing  I  wanted  to  do. 
I  wanted  to  see  if  we  could  not  do  that.  I  am  not  accusing  the  Rail- 
road Administration  when  I  speak  of  the  officers  here  in  Washing- 
ton, the  Director  General  or  his  director  of  operations,  and  that 
class  of  men.  I  am  not  accusing  them  of  doing  anything  of  the  kind. 
It  is  caused  further  down,  the  general  superintendents,  the  Federal 
managers,  that  is  the  class  of  men  who  are  still  holding  that  private 
interest  in  their  hearts  in  case  they  go  back — where  will  we  be  if  they 
still  maintain  the  old  policies  which  did  maintain?    ' 

The  Chairman.  Will  you  print  order  No.  8  as  a  part  of  your  testi- 
mony ? 

Mr.  LuHRSEN.  It  is  in  the  statement  I  have  submitted. 

The  Chairman.  Mr.  Luhrsen,  Col.  Winslow  would  like  to  ask  you 
some  questions  after  Senator  Lenroot  has  concluded  his  statement. 

Mr.  WiNSLOAv.  Are  you  going  to  be  here  for  some  little  time,  and 
can  you  be  here  conveniently  after  Senator  Lenroot  is  through  ? 

Mr.  Luhrsen.  Yes ;  I  will  be  very  glad  to. 

The  Chairman.  The  committee  will  now  be  glad  to  hear  Senator 
Lenroot. 

Senator  Lenroot,  do  you  desire  first  to  make  a  statement  without 
interruption  ? 

Senator  Lenroot.  I  should  like  to  make  a  statement  without  inter- 
ruption, Mr.  Chairman,  and  then  answer  any  questions  that  may  be 
proposed. 

The  Chairman.  Very  well,  Senator,  you  may  proceed. 
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STATEMENT  OF  HON.  IRVINE  L.  LENROOT,  A  SENATOR  FROM  THE 
STATE  OF  WISCONSIN. 

Senator  Lenroot.  Mr,  Chairman  and  gentlemen  of  the  committee, 
I  very  greatly  appreciate  the  opportunity  of  appearing  before  you 
and  explaining  the  bill  that  I  have  introduced  in  the  Senate  pro- 
posing a  solution  of  the  railway  problem. 

I  may  say  that  for  nearly  20  5  ears  I  have  been  active  as  a  legisla- 
tor both  in  the  State  legislature  and  here,  although  I  have  never  had 
the  honor  of  being  a  member  of  your  committee  in  raihvay  legisla- 
tion, my  first  experience  being  in  the  State  Legislature  of  Wisconsin 
where  I  was  one  of  the  authors  of  the  railway  commission  law  of  that 
State  which  proved  so  successful  and  which  was  copied  by  many 
States  as  a  model. 

In  the  consideration  of  the  solution  of  the  railway  problem  it  so 
happened  that  Mr.  Nathan  L,  Amster,  of  Boston,  who  has  already 
appeared  before  your  committee,  and  I,  unknown  to  each  other, 
came  to  almost  the  same  conclusions  with  respect  to  what  would  be, 
in  our  judgment,  a  proper  solution  of  this  great  problem.  That 
being  true,  we  collaborated  u])on  the  bill  which  I  have  introduced  in 
the  Senate. 

I  wish  to  say  in  the  beginning  that  this  bill  is  not  intended  in 
any  sense  as  a  substitute  for  the  bill  introduced  by  the  chairman  of 
the  committee,  Mr.  Esch,  or  the  bill  introduced  by  Senator  Pomerene 
in  the  Senate  which,  as  I  understand,  has  the  indorsement  of  the 
Interstate  Commerce  Commission.  This  is  rather  supplemental  to 
that  or  possibly  may  be  considered  as  an  entirely  independent  propo- 
sition, but  there  is  nothing  in  this  bill  that  conflicts  in  any  way  with 
any  of  the  provisions  of  that  bill.  This  bill  that  I  am  going  to 
speak  upon  does  not  purport  to  deal  with  the  immediate  situation; 
it  offers  rather  a  permanent  solution  which  will  take  some  years  to 
work  out,  and  temporary  legislation  of  some  kind  would  be  neces- 
sary in  any  event  if  this  plan  should  be  adopted  by  Congress. 

Of  course,  we  all  realize  that  there  are  two  primary  objects  to  be 
sought  in  all  railway  legislation- — efficiency  in  operation  and  reason- 
able rates.  The  bill  which  I  have  introduced  proposes  a  unification 
of  all  of  the  railroads  of  the  country.  It  is  true  that  if  this  plan 
should  be  adopted  there  would  be  no  competition.  I  am  not  going 
to  argue  this  morning  the  advantages  of  competition  because  I  do 
not  think  it  is  material  to  the  situation  that  confronts  us.  We  can 
not,  in  my  judgment,  have  competition  that  is  efficient  and  that  will 
afford  the  necessary  transportation  facilities  to  this  country  unless, 
first,  there  be  an  incentive  furnished  to  all  who  are  responsible  for 
efficiency  to  be  efficient,  and,  secondly,  we  can  not  have  reasonable 
rates  unless  there  be  that  efficiency  and,  in  addition,  security  to  the 
investors  in  the  railways.  Any  of  the  plans  or  all  of  the  plans,  I 
may  say,  that  contemplate  turning  the  roads  back  to  their  former 
owners  permanently  with  no  other  solution,  in  my  judgment,  will 
result  in  practically  all  of  them  being  forced  into  bankruptcy  unless 
rates  are  made  so  high  as  to  be  absolutely  unreasonable  to  the 
public. 

Now,  we  have  all  heard  the  complaint  upon  the  part  of  the  rail- 
way owners,  the  executives,  that  the  loss  of  credit  on  the  part  of 
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the  railroads  prior  to  their  being  taken  over  by  the  Federal  Govern- 
ment was  due  to  the  action  of  the  Interstate  Commerce  Commission. 
I  absolutel}^  and  unqualifiedly  deny  the  truth  of  that  statement,  and 
I  think  that  vour  committee,  in  the  very  full  investigation  they 
have  made,  have  also  come  to  that  conclusion,  because  subsequent 
results  have  shown  in  everj^  instance  where  the  Interstate  Com- 
merce Commission  refused  to  grant  the  increase  in  rates  asked  by 
the  railroads  that  thej'  were  justified  in  that  refusal  because  the 
earnings  of  the  railroads,  the  net  earnings  subsequent  to  that  re- 
fusal were  greater  than  at  any  period  in  the  history  of  the  rail- 
roads of  this  country. 

It  is  true  that  because  of  loss  of  credit  of  the  railroads  they  were 
unable  to  get  money  for  necessary  additions,  betterments,  improve- 
ments, and  extensions,  but,  in  my  judgment,  that  was  due  almost 
wholly  to  the  fact  of  the  reckless  management  upon  the  part  of 
some  of  the  railroads  of  this  country.  For  instance,  when  the  New 
Haven  was  wrecked,  which  was  always  supposed  to  be  one  of  the  gilt 
edge  railroads  of  this  country,  the  stock  of  which  was  presumed 
to  be  indeed  as  secure  as  a  Government  bond,  when  that  was  wrecked, 
is  it  any  wonder  that  railroad  investors  throughout  the  country  be- 
came afraid  to  invest  in  any  kind  of  railroad  property?  That, 
gentlemen,  is  bound  to  be  true  so  long  as  the  railroads  of  this  coun- 
try can  be  made  the  subject  of  financial  manipulation  and  specula- 
tion. That  is  bound  to  be  true  so  long  as  those  who  control  the 
railroads  can  regard  them  primarily  as  a  means  of  gaining  fortunes 
for  themselves  through  speculation  rather  than  to  regard  them  as 
a  business  proposition,  rendering  service  to  the  public  for  a  fair 
return  to  those  who  have  invested  their  money  in  them. 

So  I  sa}^  I  do  not  believe  it  is  possible  under  any  plan  of  legisla- 
tion, removing  all  the  restrictive  laws  that  hitherto  bound  them,  I 
do  not  believe  it  possible  for  the  railroads  to  secure  the  necessary 
credit  for  betterments  and  extensions  and  efficient  operation  unless 
there  be  furnished  to  those  railroads  through  the  Government  a 
guarantee  or  direct  financial  aid  from  the  Government.  That,  gen- 
tlemen, I  do  not  believe  that  this  Congi'ess  or  any  Congress  will  or 
should  give  to  the  railroads  permanently  so  long  as  the  present 
system  of  management  prevails.  So,  I  repeat,  that  it  is  not  a  ques- 
tion of  the  benefits  of  competition.  It  is  rather  a  question  of  whether 
we  can  have  efficient  service  through  competition  at  all,  and  if  we 
can  not,  unless  we  have  a  Government  guaranty,  it  seems  to  me  that 
we  are  compelled  to  look  to  some  other  solution  and  I  believe  that 
that  solution  must  be  the  unification  of  all  of  the  railroads  of  the 
country. 

The  bill  that  I  have  introduced  I  shall  not  go  into  details  of 
this  morning.  I  shall  only  attempt  to  give  you  a  general  outline 
of  the  plan  of  this  bill,  and  should  the  committee  decide  to  take  it 
up  in  its  detail  later  I  shall  be  very  glad  to  come  before  the  com- 
mittee again  if  desired.  I  desire  to  say,  of  course,  that  I  do  not 
pretend  that  so  far  as  the  details  of  the  bill  are  concerned  that 
they  like  any  other  bill  can  not  be  very  much  improved. 

The  bill  provides  for  the  creation  of  a  corporation  to  be  Imown 
as  the  National  Railway  Corporation  with  authority  to  acquire, 
in  the  method  that  I  shall  hereafter  speak  of,  all  the  railroads  of 
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the  country,  with  a  capital  stock  sufficient  for  that  purpose.  The 
corporation  is  to  be  controlled  by  a  board  of  11  directors,  all  ap- 
pointed by  the  President  and  confirmed  by  the  Senate,  but  selected 
in  the  following  manner:  One  of  the  members  of  tl^  board  of  di- 
rectors shall  be  a  member  of  the  Interstate  Commerce  Commission 
and  shall  remain  a  member  of  such  board  so  long  as  he  is  such 
member  of  the  commission;  1  of  the  board  of  directors  shnll  be 
a  member  of  some  State  board  of  railroad  commissioners,  to  be  se- 
lected by  the  President  out  of  5  proposed  by  the  National  Associa- 
tion of  Railway  and  Utilities  Commissioners;  3  of  the  directors 
shall  represent  the  stockholders  of  the  corporation  to  be  selected 
by  the  President  out  of  9  proposed  by  the  stockholders;  2  of  the 
directors  representing  the  manufacturing  and  business  interests 
of  the  country  shall  be  selected  out  of  6  proposed  by  the  United 
States  Chamber  of  Commerce;  2  shall  represent  the  farming  and 
agricultural  interests  of  the  country  out  of  6  proposed  by  farm 
organizations,  and  2  shall  represent  the  employees  of  the  cor- 
poration, the  President  to  select  2  out  of  6  proposed  by  the  em- 
ployees acting  through  their  unions  and  brotherhoods.  This  board 
of  directors,  consisting  of  11  members,  will  therefore  represent  every 
side  of  the  public  interest,  the  stockholders  will  have  3  directors, 
the  business  and  manufacturing  interests  2  directors,  the  farming 
organizations  2  directors,  the  employees  2  directors,  and  what  may 
be  said  to  be  the  ultimate  consumer  will  be  represented  by  the  mem- 
ber of  the  Interstate  Commerce  Commission  and  the  member  of 
the  State  Railway  Commission,  these  directors  to  have  full  control, 
subject  at  all  times  to  the  approval  of  the  Interstate  Connnerce 
Commission.  It  will  be  its  duty  under  the  bill  to  select  a  general 
manager,  that  general  manager  to  be  charged  directly  with  the 
operation  of  the  railroads,  subject  to  the  approval  of  the  directors. 
Regional  operating  commissions  throughout  the  country  are  pro- 
vided for. 

The  stock  of  the  corporation,  as  I  have  stated,  is  limited  only  by 
the  value  of  the  roads  that  it  may  acquire,  subject  to  the  approval  of 
the  Interstate  Commerce  Commission.  That  stock  will  be  either  sold 
to  the  public  or  exchanged  with  the  present  owners  of  the  railroads 
for  their  property,  either  through  acquiring  a  majority  control  of 
the  stock  or  acquiring  the  physical  properties  and  utilities. 

The  Government  guarantees  a  minimum  return  of  4  per  cent  on 
all  stock  issued  by  it,  and  the  stock  may  receive  a  maximmn  return  of 
not  more  than  6  per  cent,  but  it  may  be  less  than  6  per  cent  if  the 
stock  can  be  sold  at  par  for  a  less  maximum  return.  AVhatever  the 
maximum  return  is  must  be  printed  upon  the  face  of  the  shares  of  the 
stock  issued. 

The  powers  of  the  corporation  are  the  usual  powers  necessary  to  be 
exercised  by  any  railway  corporation.  No  stock,  however,  can  be 
issued  or  sold  without  the  approval  of  the  Interstate  Commerce  Com- 
mission. No  stock  can  be  sold  at  less  than  par.  No  stock  can  be 
issued  in  excess  of  the  value  of  the  properties  sought  to  be  acquired 
as  found  by  the  Interstate  Commerce  Connnission  except  that  not 
exceeding  1  per  cent  of  the  capital  stock  outstanding  or  proposed  to 
be  issued  may  be  used  as  a  fund  for  working  capital,  and  that  must 
be  kept  intact  as  a  pait  of  the  capital  account  or  rather  re]5laced 
from  earnings  subsequently  whenever  it  is  used. 
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All  antitrust  laws,  so  far  as  this  corporation  is  concerned,  are  re- 
pealed. As  I  said,  the  dividends  are  not  to  exceed  6  per  cent ;  but,  in 
addition  to  that,  provision  is  made  that  the  Interstate  Connnerce 
Commission  may  permit  earnings  of  not  more  than  2  per  cent  in 
excess  of  the  maximum,  whatever  that  maximum  may  be.  The  excess 
over  the  maxmium,  which  would  be  2  per  cent  or  possibly  more,  is 
to  be  divided  into  three  ways — 30  per  cent  to  go  to  the  stockholders 
of  the  corporation  as  extra  dividends,  40  per  cent  to  go  to  the  em- 
ployees of  the  corporation,  and  30  per  cent  to  the  Government.  The 
Go^■ernment's  share  is  to  he.  utilized,  first,  to  reimburse  it  for  any 
moneys  that  it  may  have  been  called  upon  to  pay  in  fulfillment  of 
the  minimum  guaranty  of  4  per  cent.  Any  portion  not  required  for 
that  purpose  is  to  be  loaned  to  the  corporation  without  interest,  and 
may  be  utilized  by  the  corporation  for  three  purposes.  It  may  be 
utilized,  first,  to  build  up  a  reserve  fund  for  working  capital ;  it  may 
be  utilized  to  pay  dividends;  and  whenever  that  fund  exceeds  $500,- 
000,000,  it  may  be  utilized  for  no  other  purpose  than  the  building  of 
extensions  and  improvements;  but  in  no  case  can  any  of  this  excess 
fund  that  is  used  for  extensions,  improvements,  or  in  any  way  used 
as  a  capital  account  by  the  railroads,  in  no  case  can  that  sum  be  used 
as  the  basis  of  rate  making.  In  other  words,  this  fund,  whatever  it 
may  be,  is  furnished  by  the  shippers  of  the  country ;  and  it  would  be 
most  unfair  to  permit  that  fund  to  be  capitalized,  as  is  the  case  under 
the  existing  system,  to  be  utilized  by  the  roads  to  further  increase 
their  rates  or  their  return  upon  it. 

The  Interstate  Commerce  Commission  is  also  required  to  permit 
such  rates  as  will  pay  this  maximum  return,  and  in  its  discretion, 
as  I  have  said,  it  may  permit  rates  not  more  than  2  per  cent  in 
excess  of  that  maximum  return.  It  is  this  ratio  between  the  maxi- 
mum return  and  what  the  company  may  be  permitted  to  earn  that 
will  furnish  the  efficiency  in  the  operation  of  the  roads.  Forty  per 
cent  goes  to  the  employees.  Every  employee  upon  the  railroads  will 
know"  that  whether  or  not  he  is  to  receive  any  dividends  at  the  end 
of  the  year  in  addition  to  his  ordinary  wages,  will  be  dependent 
upon  the  efficient  conduct  of  the  road,  and  the  more  efficient  the 
transportation  business  is  conducted  the  greater  dividends  to  every- 
one concerned,  greater  dividends  to  the  stockholders,  greater  divi- 
dends to  the  employees,  and  greater  returns  to  the  public. 

I  wish  to  say  that,  as  you  will  at  once  see,  there  is  no  element  of 
Government  ownership  or  operation  in  this  bill.  There  is  no  pos- 
sibility of  political  control  over  the  directors  of  this  corporation.  The 
Presiclent  is  restricted  in  all  his  selections  by  the  recommendations 
of  nonpolitical  bodies.  Not  one  political  director  could  be  ap- 
pointed, unless  you  say  that  the  member  of  the  Interstate  Commerce 
Commission  that  is  to  be  selected  might  be  a  political  appointee,  no 
other  director  out  of  the  entire  11  can  be  subject  to  political  influence, 
unless  you  will  grant  that  the  United  States  Chamber  of  Commerce 
that  will  propose  2  of  the  11  is  subject  to  political  influence,  or 
the  National  Association  of  Railway  Utilities  Commissioners,  or 
the  farm  organizations.  It  seems  very  clear  that  the  dominant  and 
the  only  motive  upon  the  part  of  these  different  businesses,  manu- 
facturing and  farm  organizations  in  making  recommendations  to 
the  President  for  the  selection  of  these  directors  will  be  but  one 
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motive,  and  that  is  to  secure  the  very  best  men  possible,  to  secure 
the  most  efficient  administration  possible  of  the  affairs  of  this  cor- 
poration. 

Now,  of  course,  if  this  was  a  Government  ownership  proposition, 
if  these  officers  were  to  be  officers  of  the  Government  we  could  not, 
under  the  Constitution,  restrict  the  President  in  any  such  way  as 
this  in  his  selections,  but  you  will  see  that  none  of  these  directors 
is  to  be  a  public  official  as  such.  The  only  one  that  is  to  be  a  public 
official  in  any  sense  is  the  member  of  the  Interstate  Commerce  Com- 
mission and  lie  is  to  remain  a  member  of  the  Interstate  Commerce 
Commission,  but  none  of  the  other  10  has  any  relation  whatever  to 
the  Government  of  the  United  States  as  such,  and  later  on  there  is 
a  provision  of  the  bill  making  it  a  criminal  offense  for  any  Federal 
official,  either  legislative  or  administrative,  to  attempt  to  influence 
in  any  way  the  appointment  of  any  employee  or  officer  of  this  cor- 
poration, except,  of  course,  the  matter  of  the  directors,  as  the  Senate 
itself  will  have  to  confirm  such  appointments. 

Another  provision  in  the  bill  is  that  this  stock  that  is  issued  with 
this  guarantee  of  the  minimum  and  direction  to  the  Interstate  Com- 
merce Commission  to  permit  such  rates  as  will  pay  the  maximum, 
this  stock  can  be  repurchased  at  any  time  by  the  corporation  at  par, 
with  direction  to  the  Interstate  Conunerce  Commission  that  in  re- 
purchasing such  stock  that  it  shall  always  purchase  first  the  stock 
guaranteeing  the  highest  maximum  dividend.  The  object  of  that 
is  that  inasmuch  as  there  is  absolute  security  to  the  investor,  and 
inasmuch  as  the  Government  of  the  United  States  stands  beliind 
the  minimum  of  4  per  cent  and  the  Interstate  Commerce  Commis- 
sion is  required  to  permit  rates  that  will  pay  the  maximum,  that 
there  ought  not  to  be  any  opportunity  to  utilize  this  stock  for  the 
purpose  merely  of  speculative  control,  and  if  the  corporation  is  per- 
mitted to  repurchase  this  stock  at  par  there  would  be  but  very 
small  margin  indeed  with  reference  to  the  price  of  the  stock ;  there 
can  be  either  no  large  increase  over  the  par  value,  and  there  will  be 
no  large  decrease  in  its  market  value  below  par;  indeed,  there  will 
be  no  decrease  at  all,  as,  I  think,  is  very  plain  to  all  of  the  mem- 
bers of  this  committee. 

The  corporation  is  not  permitted  to  issue  any  bonds.  It  is  per- 
mitted to  assmne  bonds  of  existing  corporations  that  it  acquires.  I 
am  opposed  to  the  corporation  issuing  bonds  because  we  ought  not 
with  the  Government  guarantee  have  a  bonded  indebteduass  whereby 
the  bonds  may  become  due  and  the  control  of  the  road  might  be 
secured  by  financial  interests  through  a  foreclosure  of  the  bonds. 
There  can  be  no  occasion  for  the  issuing  of  any  bonds,  with  the  Gov- 
ernment guarantee  of  a  minimum  of  4  per  cent  and  a  maximum  pro- 
vided. There  will  be  absolute  security  to  every  stockholder.  The 
stock  will  be,  in  my  judgment,  even  better  than  a  Government  bond, 
because  a  Government  bond  has  a  fixed  return,  and  this  stock  will 
have  a  minimum  return  of  4  per  cent  with  possibilities  of  dividends 
as  high  as  7  per  cent. 

The  acquisition  of  the  railroads  may  be  accomplished  in  three 
ways:. First,  by  the  purchase  of  the  ph^^sical  properties  outright, 
second,  by  the  purchase  of  not  less  than  a  majority  of  the  outstanding 
stock  or  stocks  and  bonds  of  the  roads,  and  third,  by  the  exercise  of 
the  right  of  eminent  domain.    In  case,  however,  the  majority  of  the 
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stock  and  bonds  is  purchased  toy  the  corporation  they  are  required 
within  two  years  to  complete  the  acquirement  of  the  entire  physical 
property  of  the  roacl  that  is  purchased.  The  Interstate  Commerce 
Commission  is  given  full  jurisdiction  over  intrastate  rates  as  well  as 
interstate  rates.  In  all  other  respects  the  powers  of  the  Interstate 
Commerce  Commission  and  the  State  commissions  remain  as  they 
are,  the  police  powers,  the  power  of  taxation,  ettc.,  are  left  intact.  As 
to  intrastate  rates,  it  is  provided  in  the  bill  that  any  railroad  commis- 
sion shall  have  the  right,  with  reference  to  any  rates,  to  make  recom- 
mendations to  the  Interstate  Commerce  Commission  and  the  cor- 
poration and  that  they  are  required  to  take  into  consideration  those 
recommendations  in  the  fixing  of  any  rates. 

The  price  to  be  paid  for  those  roads  is,  of  course,  in  any  plan  of 
reorganization,  whatever  it  may  be,  one  of  the  most  difficult  problems 
that  we  have.  The  method  provided  in  this  bill  provides  a  combina- 
tion of  three  elements :  One,  the  cost  of  the  road,  less  depreciation ;  two, 
the  reproduction  value  on  March  1,  1913,  less  depreciation ;  and  those 
two  are  added  together  to  secure  the  average  of  those  two  elements. 
Then,  there  are  added  whatever  additions  the  commission  finds  there 
have  been  made  for  any  new  improvements  or  betterments  subsequent 
to  that  time,  then,  the  earnings  of  the  road  for  the  period  of  10 
years  previous  to  the  time  of  acquisition,  the  average  annual  earn- 
ings are  capitalized  at  5  per  cent,  and  then  that  sum  is  added  to  the 
other  sum,  which  is  the  average  of  the  reproduction  value,  and  the 
original  value,  less  depreciation,  and  the  average  of  those  two  will 
give  the  value  of  the  road.  I  might  say  in  passing  that  I  had  a  com- 
putation made  as  to  what  the  capitalization  of  the  earnings  would 
amount  to  at  5  per  cent,  and  I  find  it  would  amount  to,  putting  them 
upon  that  basis  alone,  the  capitalization  of  the  10-year  earning 
at  5  per  cent,  would  value  the  roads  at  $10,500,000,000.  I  think  we 
all  agree  that  the  property  value  of  the  railroads  of  this  country  lies 
somewhere  between  fifteen  and  twenty  billion  dollars. 

Then,  there  is  provided  an  economy  and  efficiency  board  of  five 
persons,  one  from  three  persons  proposed  by  the  American  Railway 
Engineering  Association,  one  from  three  persons  proposed  by  the 
American  Society  of  Mechanical  Engineers,  one  from  three  persons 
proposed  by  the  American  Institute  of  Electrical  Engineers,  one 
from  three  persons  proposed  by  the  American  Society  of  Civil  Engi- 
neers, and  one  from  three  persons  proposed  by  the  employees  of  the 
corporation,  rej^resented  by  their  brotherhoods. 

It  would  be  the  duty  of  this  economy  and  efficiency  board  to  make 
full  investigation  and  studies  with  reference  to  securing  greater 
economies  in  operation.  There  is  also  provided  wage  boards  for  the 
adjustment  of  wage  disputes  of  which  the  directors  shall  appoint 
half  of  the  members  of  the  board  and  the  railroad  employees  shall 
appoint  the  other  half. 

The  right  of  collective  bargaining  and  the  right  of  organization  by 
the  employees  of  the  corporation  is  expressly  reserved. 

That,  gentlemen  of  the  committee,  is  an  outline  of  the  plan  of  the 
bill.  Of  course  there  are  very  many  details  that  I  would  go  into  if 
any  such  plan  should  be  adopted.  1  believe  that  this  plan  will  come 
nearer  to  offering  a  permanent  solution  of  the  railway  question  than 
any  of  the  plans  that  have  been  proposed. 
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I  am  sure  it  is  unnecessary  for  me  to  argue  to  tlie  committee  that 
the  Plumb  plan  is  absolutely  impossible  from  the  public  standpoint, 
and  it  docs  seem  to  me  that  none  of  the  other  plans  that  have  been 
proposed,  including  the  plan  proposed  by  the  subcommittee  of  the 
Senate  which  was  introduced  the  other  day,  will  not  accomplish  the 
purpose.  I  do  believe,  gentlemen,  it  is  possible  under  existing  condi- 
tions to  secure  an  efficient  railway  transportation  system  through  the 
competitive  system,  with  the  board  of  directors  representing  the 
stockholders  only,  or  even  if  there  be  a  minority  upon  such  boards  rep- 
resenting the  public  or  the  employees.  I  do  not  believe  it  will  be 
possible  to  secure  an  efficient  transportation  system  at  reasonable  rates 
unless  there  be  a  Government  guaranty  back  of  it,  and  I  sincerely  hope 
that  neither  the  House  of  Representatives  nor  the  Senate  will  ever 
give  permanently  a  Government  guaranty,  guaranteeing  returns  out  of 
the  United  States  Treasury  so  long  as  the  railroads  may  either  be  con- 
trolled by  their  stockholders,  a  majority  control,  subject  to  speculative 
and  financial  manipulation,  or  controlled  by  their  employees.  The 
Government  can  only  afford  to  have  its  Treasury  stand  back  of  the 
railroads  if  there  is  a  control  in  the  public  interest.  That  we  would 
have  under  this  system,  and  it  is  bound  to  be  conservative,  as  you  will 
see.  Stockholders  would  have  three  directors.  Their  incentive  is, 
of  course,  to  secure  the  highest  returns  possible  to  the  stockholders, 
and  it  would  naturally  follow  that  they  would  like  to  have  the  highest 
rates  possible. 

The  two  directors  proposed  by  the  United  States  Chamber  of  .Com- 
merce could  have  but  one  motive,  and  that  is  to  secure  the  most 
efficient  transportation  system  possible,  and  their  motives,  too,  neces- 
sarily would  be  to  save  the  Government  Treasury  from  paying  any 
deficits  or  being  called  upon  to  fulfill  its  guaranty.  They  would  be 
interested,  too,  of  course,  in  securing  as  well  as  an  efficient  operation 
as  low  rates  as  was  consistent  with  such  efficient  operation.  The  two 
directors  proposed  or  recommended  by  the  farm  organizations  of  this 
country  would  have  the  same  motive  exactly.  The  two  directors  pro- 
posed by  the  employees,  we  will  grant,  would  be  interested,  and  I 
believe  would  be  primarily  interested,  in  securing  the  highest  wages 
possible  for  the  employees  of  the  roads;  but,  offsetting  that,  there 
would  be  the  directors  representing  the  stockholders,  and  as  between 
the  two  we  would  have  the  two  of  the  Chamber  of  Commerce,  the  two 
of  the  farm  organizations,  and  the  two  representing  the  public,  who 
would  be  interested,  in  order  to  secure  efficiency,  in  giving  to  the 
railway  employees  absolute  justice,  both  in  the  wages  they  should 
receive  and  in  attempting  to  secure  for  them  dividends  through  this 
excess  earning. 

Gentlemen,  I  have  now  stated  very  roughly  and  in  a  very  general 
outline  the  provisions  of  the  bill.  I  would  be  very  glad  to  answer  any 
questions, 

Mr.  Sims.  Mr.  Chairman,  I  would  like  to  ask  Senator  Lenroot  a 
question  or  two  right  in  connection  with  something  he  has  just  stated, 
but  I  do  not  want  to  be  considered  as  trying  to  be  first  in  interrogating 
the  Senator. 

The  Chairman.  Very  well;  proceed. 

Mr.  Sims.  I  suppose  it  is  not  giving  away  family  secrets,  Mr. 
Chairman,  to  say  that  I  have  talked  with  Senator  Lenroot  frequently 
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about  some  plan  by  which  the  best  service  may  be  given  to  the  whole 
country,  looking  to  future  development  as  well  as  to  continuing  the 
present  development,  and  I  sincerely  believe  that  as  a  plan  of  perma- 
nent private  ownership  and  permanent  private  operation,  the 
plan  the  Senator  has  now  presented  is  so  far  superior  to  any  possible 
(competitive  private  ownership  plan,  through  competing  private  com- 
panies, that  we  now  have  or  that  has  been  proposed,  that  there  can 
not  be  two  sides  to  it,  but  there  are  one  or  two  points,  Senator, 
that  I  would  like  to  ask  you  about.  First,  as  to  the  stock  that  is 
bought  in  by  the  corporation  at  par,  I  did  not  catch  from  your 
remarks  whether  that  is  to  be  cancelled  and  permanently  retired 
and  to  that  extent  constitute  an  amortization. 

Senator  Lenroot.  To  that  extent  it  is  an  amortization.  It  is 
permanently  retired  except  that  where  the  stock  that  is  bought  in 
out  of  the  30  per  cent  fund  that  belongs  to  the  Government  and  is 
loaned  to  the  corporation  without  interest — if  that  money  is  utilized 
for  the  purchase  of  this  stock  it  is  retired  for  all  purposes  except 
the  lien  of  (he  Government.  If  it  is  desired  to  have  that  loan  re- 
paid, it  is  provided  in  the  bill  that  the  Government  may  order  that 
stock  sold  again  to  the  public  in  order  to  get  its  money  back,  but 
it  can  never  be  capitalized,  and  for  all  other  purposes  it  is  re- 
tired. 

Mr.  Sims.  That  is,  where  it  is  purchased  for  the  Government 
itself  and  not  the  corporation.  It  is  practically  an  amortization 
so  far  as  costs  of  operation,  rate  making,  or  burden  bearing  is  con- 
cerned. 

Senator  Lenroot.  It  is,  absolutely. 

Mr.  Sims.  Now.  if  a  railroad  has  what  I  regard  as  an  over  bond 
issue,  possibly  beyond  the  actual  and  reasonable  value  of  the  prop- 
erty, what  does  your  plan  contemplate  toward  securing  possession 
and  control  of  such  a  railroad? 

•Senator  Lexroot.  Wliere  there  was  a  bond  issue  greater  than  the 
value  of  the  road  as  found  by  the  Interstate  Commerce  Commission, 
the  corporation  would  not  be  permitted  to  pay  more  than  the  value 
found  by  the  Interstat-e  Commerce  Commission.  If  the  bondholders 
in  such  case  were  not  willing  to  scale  down  their  bonds  to  the 
amount  of  the  value  as  found,  the  only  way  it  could  be  secured 
would  be  throitgh  the  right  of  eminent  domain,  and  the  bill  gives 
the  right  to  condemn  bonds  as  well  as  stocks. 

Mr.  Sims.  And  pay  for  the  bonds  and  the  stocks  at  what  they 
are  actually  worth  rather  tlian  the  physical  property. 

Senator  Lenroot.  It  would  be  based  upon  the  value  of  the  phys- 
ical property? 

Mr.  Sims.  That  was  my  idea,  but  I  wanted  to  be  sure  that  I  un- 
derstood it. 

Senator  Lenroot.  Yes ;  that  is  expressly  provided  in  the  bill. 

Mr.  Sims.  Then  the  next  thing  which  I  think  would  help  your  plan 
to  work  out  successfully,  or  help  any  plan  along  the  same  lines, 
would  be  that  this  stock  guaranteed  by  the  government  to  provide  a 
return  of  4  per  cent  and  practically  an  operating  guaranty,  if  the 
physical  property  that  is  owned  by  the  corporation  remains  subject 
to  national,  state  and  municipal  taxes,  ought  not  this  stock  to  be  free 
from  all  taxes  inasmuch  as  it  can  not  become  specidative  and  can  not 
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be  used  for  any  other  j)urpose  and  is  merely  the  title  papers  to  the 
property. 

Senator  Lenroot.  Well,  that  presents  a  very  difficult  question.  I 
have  given  it  a  good  deal  of  thought. 

Mr.  Sims.  I  did  not  know  whether  you  had  given  it  thought  or 
not. 

Senator  Lenroot.  Yes,  I  have ;  and  I  am  very  frank  to  say  that  I 
do  not  like  the  idea  of  any  exemption  from  taxation  that  would  per- 
mit the  wealthiest  men  of  this  country  to  escape  all  Federal  taxes. 

Mr.  Sims.  And  you  think  there  might  be  too  much  of  the  stock 
bought  up  in  that  way  and  for  that  purpose  ? 

Senator  Lenroot.  Certainly;  and  I  believe  that  under  this  plan 
the  stock  would  readily  find  sale  to  the  public  without  exemption. 

Mr.  Sims.  And  if  it  did,  it  has  accomplished  its  purpose? 

Senator  Lenroot.  Yes. 

Mr.  Sims.  That  is  exactly  what  I  wanted  your  thought  on;  be- 
cause. Senator,  it  is  evident  that  there  are  going  to  be  more  and 
more  nontaxable  bonds  issued. 

Senator  Lenroot.  That  is  true. 

Mr.  Sims  (continuing).  And  put  upon  the  public  markets  by  the 
States  and  cities,  and  the  purchase  price  of  all  kinds  of  bonds  and 
stocks  is  going  to  be  relatively  lower  in  proportion  to  the  returns. 

Senator  Lenroot.  That  is  true. 

Mr.  Sims.  If  your  ideas  about  it  are  correct,  and  there  is  no  use 
in  exempting  them  from  taxation,  althought  it  looks  to  me  like 
double  taxation 

Senator  Lenroot  (interposing).  I  say  that  for  this  reason:  The 
railway  executives  themselves  have  only  proposed  a  maximum  re- 
turn of  6  per  cent,  which  the  Interstate  Commerce  Commission  is 
to  be  directed  to  permit  in  the  way  of  rates,  and  all  of  that  stock  is 
subject  to  taxation. 

Mr.  Sanders  of  Indiana.  That  is  the  proposal  of  the  security 
holders  rather  than  of  the  raihvay  executives. 

Senator  Lenroot.  No;  the  executives  themselves  proposed  a  max- 
imum. 

Mr.  Sanders  of  Indiana.     They  do  not  propose  a  definite  rate. 

Senator  Lenroot.  I  thought  they  proposed  a  6  per  cent  rate. 
Am  I  mistaken? 

Mr.  Dewalt.  Not  less  than  6  per  cent. 

Mr.  Sanders  of  Indiana.  That  is  the  proposal  of  the  railway  se- 
curity holders. 

Seiaator  Lenroot.  No;  the  Warfield,  railway  security  holders 
propose  a  6  per  cent  return  with  the  excess  to  be  divided. 

The  Chairman.  They  advocate  a  level  of  rates  which  will  de- 
velop a  6  per  cent  return. 

Senator  Lenroot.  Yes.  In  passing,  while  it  is  not  in  this  bill, 
I  might  say  that  it  seems  to  me,  and  I  am  very  clear  about  it,  that 
this  proposition  of  grouping  systems  for  rate  purposes  and  then 
taking  the  average  rate  for  the  group,  while  that  kind  of  a  rate 
might  be  sustained  in  some  cases  I  am  very  sure  that  in  given 
cases  it  would  not  be  sustained  by  the  courts.  For  instance,  in  the 
discussion  in  the  Senate  the  other  day  on  the  bill  introduced  by 
Senator  Cummins  which  embodies  that  plan  he  stated  very  frankly 
that  that  plan  would  furnish  inadequate  rates  to  some  roads  and 
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an  excess  to  others,  and  then  the  Government  proposed  to  take  that 
excess  and  divide  it,  I  asked  him  on  the  floor  as  to  our  power  to 
adopt  that  system,  which  confessedly  would  give  inadequate  rates 
to  some  of  the  roads.  He  replied  that  he  had  no  doubt  of  the 
power.  Now,  that  would  be  true  in  many  cases,  but  wherever  there 
is  a  road  that  is  performing  a  real  service  that  is  necessary  for  the 
transportation  interest,  that  is  well  and  efficiently  managed,  but  it 
so  happens  that  there  is  not  traffic  between  the  terminii  of  that  road 
sufficient  to  pay  a  return  equal  to  or  anything  like,  the  return  that  is 
paid  to  a  road  50  miles  on  either  side  of  it  that  has  a  very  large  traffic 
development,  I  contend  that  we  can  not  say  to  that  road  that  is  well 
managed,  that  is  performing  a  public  service,  that  we  can  take  a  level 
of  rates  and  require  you  to  perform  that  public  service  for  any- 
thing less  than  a  fair  return  upon  the  value  of  your  property  that 
you  have  devoted  to  the  public  interest. 

Mr.  Sims.  Senator,  how  do  you  provide  for  the  necessary,  primary 
operating  capital  for  j^our  holding  company? 

Senator  Lenroot.  I  provide  that  they  may  at  once  issue  not  ex- 
ceeding $500,000  of  stock  simply  for  the  purpose  of  organization, 
and  then  they  may  issue  in  addition  to  the  amount  of  the  value  of 
the  properties  that  they  require  plus  not  exceeding  1  per  cent,  at  any 
time,  of  that  stock  for  a  working  capital. 

Mr.  DeWalt.  Senator,  you  provide  here  for  an  arbitration  board 
in  regard  to  labor  disputes. 

Senator  Lenroot.  Yes. 

Mr.  Deavalt.  Half  of  which  are  to  be  chosen  by  the  employees 
and  the  other  half  by  the  directors.     Suppose  they  divide  up  50-50. 

Senator  Lenroot.  The  directors  then  determine  it. 

Mr.  Dewalt.  Without  further  appeal? 

Senator  Lenroot.  Without  further  appeal;  and  I  might  say  in 
this  connection  that  I  did  consider  at  a  great  deal  of  length  the 
question  of  making  the  wages  so  fixed  mandatory;  in  other  words, 
prohibiting  the  right  to  strike,  and  that  is  in  the  provisions  of  the 
Cummins  bill.  I  simply  throw  this  out  for  the  consideration  of 
the  committee  in  comiection  with  any  bill  that  may  be  introduced: 
I  believe  that  it  would  be  very  much  better  instead  of  putting  a 
prohibition  of  any  kind  upon  the  right  to  strike  to  provide  that 
the  wages  whenever  fixed  by  any  tribunal  that  you  may  designate, 
that  if  anyone  quits  the  service  of  the  company  he  shall  not  there-' 
after  be  restored  to  that  service  at  any  wages  greater  than  that 
fixed  by  the  board,  within  a  given  time,  perhaps  three  months. 

The  Chairman.  The  bill  which  I  introduced  has  no  reference  to 
the  wage  question,  but  this  committee  has  devoted  a  good  deal  of 
time  to  that  subject  matter,  and  we  have  heard  many  representativ^es 
propounding  various  plans.     Your  plan  does  not  prohibit  strikes. 

Senator  Lenroot.  It  does  not. 

The  Chairman.  And  your  adjustment  board  is  equally  divided  as 
to  the  interests  involved. 

Senator  Lenroot.  Yes. 

The  Chairman.  And  you  do  not  have  an  umpire? 

Senator  Lenroot.  No. 

The  Chairman.  Your  idea  is  that  by  not  having  an  umpire  you 
really  compel  the  board  to  come  to  an  agreement? 

Senator  Lenroot.  Hardly  that. 
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The  Chairman.  It  does,  in  a  way,  force  them  to  come  to  an  agree- 
ment. 

Senator  Lenroot.  We  do  have  an  umpire.  You  must  remember 
that  under  all  these  other  plans  the  stockholders  themselves  who  are 
antagonistic  to  the  employees  have  the  controlling  voice  unless  you 
provide  an  umpire;  but  under  this  plan,  when  you  have  a  board  of 
directors  having  the  controlling  voice,  the  stockholders  are  only 
3  out  of  11,  and  you  have  presumably  got  a  board  of  directors  that 
will  take  into  consideration  both  the  interests  of  the  employees  and 
the  interests  of  the  stockholders. 

The  Chairman.  But  half  of  your  board  would  be  appointed  by 
the  directors. 

Senator  Lenroot.  Yes ;  half  of  the  board  will  be  appointed  by  the 
directors. 

The  Chairman.  In  case  of  an  appeal,  the  appeal  goes  to  the  body 
which  created  half  of  the  lower  body. 

Senator  Lenroot.  Yes. 

The  Chairman.  Might  not  that  indicate  a  leaning  toward  the  side 
represented  by  the  members  appointed  by  the  board  of  directors  ? 

Senator  Lenroot.  No. 

The  Chairman.  Being  their  creatures,  naturally  they  would  sym- 
pathize with  the  recommendations  of  their  creatures,  would  they  not  ? 

Senator  L'enroot.  That  contemplates  that  in  the  first  instance  the 
directors  have  passed  upon  the  demand  for  wages  and  have  declined 
it,  and  then  this  board  is  created.  This  bill  does  not  contemplate 
that.  This  bill  contemplates  that  the  question  of  wages,  in  the  first 
instance,  would  come  to  this  board  before  it  comes  to  the  directors 
at  all,  and  the  recommendations  of  this  board  would  be  the  first 
notice  the  board  of  directors  would  have,  so,  presumably,  they  would 
not  have  any  leaning  or  prejudices  one  way  or  the  other. 

Dr.  Dewalt.  May  I  interrupt  a  moment,  Mr.  Chairman  ? 

The  Chairman.  Yes. 

Mr.  Dewalt.  But  on  your  final  board,  which  would  be  the  board 
of  directors,  the  employees  would  only  have  a  representation  of  two. 

Senator  Lenroot.  Certainly. 

Mr.  Dewalt.  And  the  other  in  interests  would  stand  in  the  relation 
of  9  to  2. 

Senator  Lenroot.  That  is  true.  Under  the  present  situation,  it 
is  all  to  nothing. 

The  Chairman.  There  is  an  intermediate  stage,  or  an  intermediate 
proposition,  based  largely  upon  the  Canadian  arbitration  act  which 
prohibits  lockouts  and  strikes,  as  you  know,  pending  an  inquiry  as 
to  the  claims  of  the  contending  factions. 

Senator  Lenroot.  Yes. 

The  Chairman.  Does  that  appeal  to  you  ? 

Senator  Lenroot.  Yes ;  pending  an  inquiry,  certainly. 

The  Chairman.  The  result  of  that  would  be  to  give  publicity  to 
the  respective  claims  and  the  conclusion  is  to  be  arrived  at  by  the 
force  of  public  opinion.  Do  you  think  the  force  of  public  opinion 
would  be  a  persuasive  force  in  the  adjustment  of  these  wage  dis- 
putes on  the  railroads? 

Senator  Lenroot.  I  think  it  would,  to  a  very  large  degree.  I 
might  just  take  a  moment  to  give  this  committee  a  little  incident. 
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I  think  it  was  eight  years  ago  when  there  was  a  threatened  strike 
in  eastern  classification  territory  of  raih'oad  employees,  the  railway 
executives  said  that  they  would  be  glad  to  grant  them  their  demands 
but  their  revenues  were  not  sufficient  to  meet  them  and  therefore  they 
refused  them.  I  conceived  the  idea  of  offering  what  I  thought 
might  be  a  partial  solution,  and  I  introduced  a  bill  in  the  House 
providing  that  in  the  case  of  wage  disputes  between  railroads  and 
their  employees,  upon  failure  to  agree,  upon  petition  of  the  em- 
ployees— but  not  upon  the  position  of  the  railroads — the  Interstate 
Commerce  Commission  should  take  jurisdiction  of  that  dispute  and 
be  authorized  to  make  a  finding  and  an  order,  and  if  the  commission 
found  that  the  increase  in  wages  was  justified  but  that  the  revenues 
were  not  sufficient  to  meet  it,  they  could  at  the  same  time  make  an 
order  increasing  revenues  without  further  hearings,  sufficient  to  meet 
that  increase. 

I  did  not  prohibit  the  right  to  strike  even  after  the  award.  The 
award  was  binding  upon  the  railroads,  in  other  words,  but  not  upon 
the  employees.  I  supposed,  of  course,  that  that  bill  would  meet  with 
the  approval  of  the  brotherhoods.  I  sent  the  bill  to  all  the  brother- 
hoods and  ever^^  one  of  them  came  back  with  a  protest.  The  head  of 
one  of  the  brotherhoods  came  to  Washington  to  see  me,  and  said  he 
would  have  to  oppose  the  bill  before  this  conunittee  in  every  way 
within  his  power.  I  asked  him  if  he  thoroughly  understood  that 
while  the  provisions  of  the  bill  were  binding  upon  the  railroads,  it 
was  entirely  optional  with  the  employees.  He  said  he  fully  under- 
stood that,  but  to  use  his  language,  "  Public  sentiment,  if  your  bill 
passes,  would  compel  us  to  resort  to  this  remedy  in  every  case,  and  we 
would  rather  use  the  weapons  that  we  now  have." 

The  Chairman.  They  have  stated  to  us,  not  only  on  this  bill,  but 
while  we  were  considering  the  Newlands  arbitration  act,  that  they 
would  not  under  "any  circumstances  deny  themselves  the  right  to 
strike — that  that  was  their  ultimate  weapon. 

Senator  Lenroot.  That  is  the  same  thing. 

The  Chairman.  Do  you  believe  the  time  has  come  when  they 
should  be  denied  that  ultimate  weapon  ? 

Senator  Lenroot.  Well,  there  is  such  a  twilight  zone  in  the  term 
"  the  right  to  strike  " — I  do  not  believe  we  should  ever  prohibit  men 
from  quitting  work  singly  or  in  a  body,  if  they  choose  to  do  so,  and 
in  any  legislation  we  may  frame  it  is  difficult  to  avoid  the  possible 
construction  of  a  denial  of  that  rig;ht.  I  think  the  suggestion  I  made 
giving  them  the  freest  right  to  strike,  but  if  they  do,  that  they  shall 
not  be  reemployed  for  a  given  time  at  an  increased  wage,  would  ac- 
complish the  same  purpose  without  any  denial  of  any  right. 

Mr.  Cooper.  Senator,  it  has  been  said  that  the  railroads  ^f  this 
country  are  the  very  lifeblood  of  this  Nation,  and  I  believe  that  is 
true.  I  do  not  know  just  how  many  people  the  railroad  employees 
represent  in  this  country,  but  I  would  say  approximately  10,000,000, 
counting  their  families.  We  have  110,000,000  in  our  country.  Do 
you  not  think  the  time  has  come  when  the  general  public  are  inter- 
ested in  these  disputes  that  are  originating  day  by  day.  Do  you  not 
think  that  the  time  has  come  when  they  have  a  right  to  step  in  and 
say,  "If  the  managers  and  the  employees  can  not  settle  their  dis- 
putes we  have  the  right  to  call  upon  some  Government  tribunal  to 
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try  to  adjust  these  questions,  and  pending  the  decision  of  this  tribu- 
nal it  shall  be  unlawful  for  the  employees  to  strike  as  a  body."  It 
is  a  serious  question,  Senator,  and  it  is  a  question  about  which  the 
people  are  very  much  concerned. 

Senator  Lenroot.  The  way  you  state  it,  I  think  that  would  be 
entirely  proper,  but  what  would  you  say  after  final  decision  by  that 
tribunal  ? 

Mr.  Cooper.  The  Canadian  act,  I  believe,  provides  that  after  the 
final  decision  of  the  tribunal  is  submitted  to  the  public,  and  the 
public  knows  the  full  facts  in  the  case  and  after  it  is  submitted  to 
the  managements  and  the  employees,  then  it  is  optional  with  the 
management  and  the  employees  whether  they  accept  the  decision  of 
that  tribunal  or  not.  I  believe  if  we  had  such  a  plan  as  that,  it  would 
eliminate  95  per  cent  of  the  strikes  because  we  have  had  some  ex- 
perience under  Government  control,  as  was  stated  here  before  this 
committee.  These  wage-adjustment  boards  composed  in  part  of  the 
management  and  in  part  of  the  employees — I  think  it  was  stated 
by  one  of  the  representatives  of  the  brotherhoods  that  there  had  only 
been  three  cases,  and  they  were  of  minor  importance,  that  that  board 
had  not  been  able  to  settle  in  a  very  satisfactory  manner. 

Senator  Lenroot.  Of  course,  I  quite  agree  with  what  you  say,  Mr, 
Cooper,  at  the  same  time  we  can  not  lose  sight  of  the  fact  that  while 
we  may  make  it  a  criminal  offense  to  quit  work  for  the  purpose  of 
coercing  the  railroad  owners  or  the  Government,  under  Government 
control,  doing  a  certain  thing,  we  have  no  right  to  compel  any  man 
to  remain  at  work  against  his  will, 

Mr.  Cooper,  Senator,  I  would  not  approve  of  depriving  a  man  of 
the  right,  as  an  individual,  to  leave  his  employment,  pending  this 
decision,  but  I  mean  as  a  collective  body  to  decide  that  they,  as  a 
body,  will  refuse  to  work  pending  the  decision  of  this  tribunal. 

Senator  Lenroot.  Well,  very  frankly,  Mr.  Coopei*,  I  think  you 
could  require  that  as  a  matter  of  contract,  but  unless  the  strike  is  for 
the  purpose  of  coercing  the  owners  of  the  roads  into  doing  something, 

I  do  not  believe  we  would  have  any  right  under  the  Constitution  to 
make  it  a  criminal  offense.  In  other  words,  if  men  either  singly  or 
in  a  body  conclude  to  quit  work  and  remain  out  of  the  service  of  the 
employer,  I  do  not  think  we  have  any  right  to  compel  him  to  re- 
main. 

Mr.  Cooper.  I  have  a  very  friendly  feeling,  for  the  railway  em- 
ployees and  I  want  to  be  fair  to  the  management,  but  I  believe  the 
time  has  come  when  both  the  management  and  the  employees  of  the 
great  transportation  systems  of  our  country  have  got  to  consider  the 
rights  of  the  third  party,  and  that  is  the  other  100,000,000  people  in 
our  land. 

Senator  Lenroot.  I  quite  agree  with  you,  and  if  you  remove  any 
incentive  to  gaining  their  objects  by  striking,  you  have  removed  the 
strikes. 

Mr.  WiNSLOw.  Senator,  I  am  going  to  ask  you  to  kindly  repeat 
what  you  said  about  the  formation  of  the  original  company,  if  you 
will. 

Senator  Lenroot.  Yes.    The  original  company  is  formed  first  by 

II  incorporators,  selected  by  the  President,  and  the  incorporators 
become  directors  as  soon  as  it  is  formed.    One  is  a  member  of  the  In- 
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terstate  Commerce  Commission.  The  President  may  select  any  one 
of  the  existing  members  of  the  Interstate  Commerce  Commission  to 
become  a  director.  The  National  Association  of  Public  Utilities  Com- 
missions and  State  boards  of  railroad  commissions  recommend  five. 

Mr.  WiNSLow.  I  can  save  you  the  trouble  of  repeating  that.  I 
have  that  listed.  The  President  would  get  his  power  to  nominate 
or  appoint  the  incorporators  by  virtue  of  the  act  itself. 

Senator  Lenroot.  By  virtue  of  the  act;   yes,  sir. 

Mr.  WiNSLOw.  Wliat  have  you  to  say  about  the  elimination  of  all 
capitalization  upon  which  dividends  have  been  paid  and  might  be 
paid,  as  a  matter  of  earning  power,  regardless  of  the  physical  value 
of  the  property? 

Senator  Lenroot.  In  other  words,  to  make  the  valuation  based 
wholly  upon  capitalization  of  earning  power. 

Mr.  Win  SLOW.     Yes. 

Senator  Leneoot.  I  do  not  believe,  Mr.  Winslow,  it  would  be  at 
all  just.  I  think — in  fact,  I  know — we  must  have  some  railroads  in 
this  country  where,  by  reason  either  of  lack  of  exercise  of  power  by 
the  State  railway  commission — I  have  one  case  in  particular  in 
mind — or  where  for  other  reasons,  some  railroads,  if  you  capitalized 
their  earnings,  would  be  paid  three  or  four  times  what  their  property 
is  worth,  and  whereas  if  the  commission  could  deal  with  that  property 
singly  it  would  at  once  reduce  their  rates  very  materially,  so  I  do 
not  think  it  would  be  at  all  fair,  because,  through  special  circum- 
stances, a  railroad  has  been  permitted  to  make  exorbitant  earnings, 
that  it  should  capitalize  those  earnings  and  regard  tliat  as  the  value 
of  the  property,  but  that  is  one  element.  There  are  three  elements 
that  are  taken  into  consideration  in  my  bill. 

Mr.  Winslow.  You  oppose,  though,  the  capitalization? 

Senator  Lenroot.  I  do  capitalization  alone. 

Mr.  Winslow.  Value  upon  which  you  did  not  issue  capital  stock, 
purely  the  physical  valuation  of  the  property  taken  by  the  Interstate 
Commerce  Commission  ? 

Senator  Lenroot.  The  average  of  the  physical  valuation  and  the 
earning  power  capitalized. 

The  Chairman.  Spread  over  a  period  of  10  years? 

Senator  Lenroot.  Yes,  sir.  I  will  restate  that.  There  are  three 
elements  that  the  Interstate  Commerce  Commission  will  be  required 
to  find  and  apply  in  the  case  of  the  fixing  of  the  value  of  the  prop- 
erty upon  which  this  capital  stock  may  be  issued.  First,  the  original 
cost,  less  depreciation;  second,  the  reproduction  cost,  as  of  March  1, 
1913,  less  depreciation.  To  those  will  be  added  the  actual  cost  of 
improvements,  additions,  and  betterments  made  subsequent  to  March, 
1913.  Those  two  sums  are  added  together,  and  the  average  taken 
between  them.     Do  I  make  mj^self  clear? 

Mr.  Winslow.  So  far,  yes,  sir. 

Senator  Lenroot.  Then  the  next  factor  is  that  we  take  the  earn- 
ings over  a  period  of  10  years,  the  net  earnings,  and  capitalize  the 
earnings  at  5  per  cent,  as  I  said  before,  and  then  we  add  the  other 
amount  derived  from  the  physical  valuation,  and  the  average  of 
the  two  becomes  the  final  one. 

The  Chairman.  In  that  connection,  you  say  the  cost  of  reproduc- 
tion less  depreciation  as  of  March  1,  1913? 
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Senator  Lekroot.  Yes,  sir. 

The  Chairman.  And  it  would  be  sucli  cost,  plus  the  present 
figures? 

Senator  Lenroot.  Yes,  sir;  that  is  why  it  is  on  that  basis. 

Mr.  WiNSLOw.  Senator  Lenroot,  how  would  you  arrive  at  the 
physical  valuation  of  March  1,  1913? 

Senator  Lenroot.  The  Interstate  Commerce  Commission  has  it. 

The  Chairmax.  As  of  June  30,  1914.  The  act  was  passed  in 
1913,  but  the  date  of  the  valuation  is,  I  think,  June  30,  1914? 

Senator  Lenroot.  Then,  I  would  have  to  change  that  date. 

Mr.  WiNSLOW.  How  would  you  arrive  at  this  physical  valuation? 

Senator  Lenroot.  It  would  have  been  finally  arrived  at. 

The  Chairman.  But  they  would  have  to  extend  the  unit  to  these 
items  of  cost? 

Senator  Lenroot.  Yes,  sir ;  I  understand. 

Mr.  WiNSLOW.  That  would  delay  the  full  operation  of  the  max- 
imum, etc.,  until  those  findings  have  been  brought  together? 

Senator  Lenroot.  Yes,  sir;  but  they  would  not  have  to  make  all 
the  findings  of  all  the  railroads  as  a  whole.  WheneA^er  they  had 
one  system  complete  they  could  begin  to  operate. 

Mr.  WiNSLOW.  What  will  become  of  the  railroads  which  are  not 
taken  in  at  the  outset  ? 

Senator  Lenroot.  Well,  those  which  are  not  taken  in,  if  they 
are  necessary  for  an  adequate  transportation  system,  would  be  taken 
over  under  this  plan.  If  they  are  on  the  verge  of  bankruptcy  we 
would  pay  a  bankruptcy  price.  I  want  to  emphasize  this :  The 
commission  is  not  required  to  pay  the  full  value  if  they  can  buy 
a  road  for  less  by  agreement. 

Mr.  WiNSLOw.  We  are  confronted  with  the  necessity  of  turning 
the  railroads  which  have  been  taken  under  Federal  control  back  to 
the  same  owners? 

Senator  Lenroot.  Yes,  sir;  this  bill  does  not  touch  that. 

Mr.  WiNSLOW.  That  is  what  you  mean  by  your  bill  being  supple- 
mental ? 

Senator  Lenroot.  Yes,  sir. 

Mr.  WiNSLOW.  Wlien  we  work  out  the  awful  condition  which 
confronts  us  now,  we  will  then  pick  up  these  ideas  of  yours  and 
apply  them? 

Senator  Lenroot.  Suppose  this  committee  should  determine  to 
pass  the  bill  of  the  chairman ;  there  is  no  word  in  the  Esch  bill  that 
could  not  go  right  along  with  this  bill. 

Mr.  WiNSLOW.  Perhaps  they  could  be  worked  in  together? 

Senator  Lenroot.  Yes;  but  they  are  entirely  independent  propo- 
sitions. 

Mr.  WiNSLOW.  Suppose  that  your  system  got  to  work  and  some- 
body wanted  to  build  a  new  railroad  in  the  country,  how  could  they 
do  that? 

Senator  Lenroot.  In  the  first  place,  I  will  say  that  it  would  not  be 
done.  If  you  wanted  to  build  a  new  road  you  would  apply  to  this 
railroad  corporation  and  that  in  turn  would  apply  to  the  Interstate 
Commerce  Commission.  I  would  say  that  it  would  be  just  like  the 
law  that  we  have  in  my  State,  which  has  worked  splendidly.  No  one 
can  build  a  new  road  in  the  State  of  Wisconsin  without  first  getting 
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a  certijBcate  of  convenience  and  necessity  from  the  commission.  That 
plan  of  procedure  would  be  followed  here  in  connection  with  the 
Federal  corporation  building  the  road. 

Mr.  WiNSLow.  The  Federal  corporation  would  build  the  road? 

Senator  Leneoot.  Yes,  sir. 

Mr.  WiNSLOw.  How  would  it  get  the  securities  out  to  cover  the 
new  road  ? 

Senator  Leneoot.  It  would  carry  the  4  per  cent  guaranty  when- 
ever the  Interstate  Commerce  Commission  authorized  it. 

Mr.  WINSL0W^  So  they  would  be  general  securities,  applying  to 
whatever  might  be  acquired? 

Senator  Leneoot.  Yes,  sir. 

Mr.  WiNSLOw.  With  no  preference  at  any  stage? 

Senator  Leneoot.  Except  that  the  maximum  return  might  be  dif- 
ferent on  different  issues  of  stock. 

Mr.  WiNSLow.  Yes. 

Now,  Senator  Lenroot,  about  one  phase  of  the  labor  situation.  The 
Government  in  the  case  of  the  building  trades  made  a  fair,  square, 
and  outright  contract  with  labor  by  which  each  one  agreed  to  take  a 
stipulated  and  agreed  upon  sum  and  work  until  some  time  in  the 
future,  87^  cents  an  hour,  if  I  am  not  mistaken,  for  the  class  of 
workmen  employed.  They  now  demand  $1.35,  and  tell  the  Govern- 
ment that  they  can  go  any  old  place,  wherever  they  care,  and  that  the 
contract  is  of  no  effect.  It  seems  to  me  that  we  must  meet  this  situa- 
tion in  the  country  in  the  interest  of  commerce  and  the  integrity  of 
contracts.  How  would  you  meet  that  situation  in  connection  with 
the  railroads? 

Senator  Leneoot.  Well,  of  course,  it  must  be  met  in  private  in- 
dustries. We  had  that  situation  with  reference  to  the  strike  at 
the  Seattle  shipyards  last  spring.  I  happened  to  be  a  member  of 
the  Committee  on  Commerce  of  the  Senate.  Mr.  Piez,  who  was 
the  general  manager  of  the  Emergency  Fleet  Corporation,  con- 
sulted some  of  us  as  to  what  we  thought  the  Emergency'  Fleet  Cor- 
poration should  do  in  that  case,  where  they  had  a  contract,  exactly 
the  case  that  you  suggest.  We  all  advised  Mr.  Piez  to  inform  those 
men  that  every  shipyard  where  a  strike  had  occurred  would  shut 
down  and  remain  closed  until  they  were  willing  to  comply  with 
their  contract.  We  could  not  do  that  with  the  railroads;  I  appre- 
ciate that.  I  think  that  we  ought  to  go  to  the  furthest  limits 
possible  to  secure  the  operation  of  the  railroads  under  all  circum- 
stances. I  myself  think,  as  I  have  already  stated,  that  if  you 
remove  the  incentive  to  strike  you  have  accomplished  the  purpose. 
In  other  words,  to  deprive  them  of  any  benefits  from  a  strike.  1 
do  not  think  that  we  can  by  law  compel  a  man  to  work  against 
his  will.  We  can  by  law,  of  course,  punish  criminal  conspiracy  in 
restraint  of  interstate  commerce,  and  we  probably  could  by  law 
punish  as  a  criminal  offense  the  quitting  of  work  for  the  purpose 
of  coercing  an  employer,  but  we  can  not,  in  my  judgment,  by  law 
prevent  men,  either  singly  or  in  a  body,  from  merely  quitting  work 
without  any  intention  to  return  to  the  service. 

Mr.  WiNSLOw.  Assuming  that  we  have  no  prejudice  at  all  toward 
organized  labor,  would  it  seem  to  you  that  the  development  of 
labor  unions  might  become  so  important  an  element  in  our  com- 
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mercial  life  and  play  so  big  a  part  in  the  business  of  the  country  that 
we  ought  to  insist  upon  there  being  some  sort  of  legal  recognition 
of  such  unions  in  order  that  the  people  might  control  their  actions 
in  order  to  secure  redress  in  cases  which  bring  about  an  injustice 
to  those  with  whom  they  are  dealing?  In  other  words,  has  the 
time  come,  in  your  judgment,  to  insist  upon  some  incorporation  of 
labor  unions  so  that  if  they  work  a  hardship  on  the  persons  they 
are  dealing  with  there  can  be  a  financial  redress  insisted  upon  and 
enforced  by  law  ? 

Senator  Lenroot.  Well,  that  is  a  question  of  tremendous  conse- 
quences that  I  would  not  like  to  express  an  opinion. 

Mr.  WiNSLOw.  Why  would  it  not  help  to  allay  the  desire  to  strike  if 
they  knew  if  they  were  beaten  that  it  would  mean  money  out  of 
their  jeans? 

Senator  Lenroot.  As  I  say,  any  legislation  to  control  the  labor 
unions  must  make  them  answerable  only  for  wrongs  done,  such  as 
in  the  Danbury  Hat  case,  where  that  principle  was  applied,  without 
saying  that  that  was  a  wrong  or  not,  but  we  ought  not  to  frame 
legislation  whereby  the  remedy  that  would  be  given  to  the  employer 
might  be  used  to  most  grossly  oppress  an  employe. 

Mr.  WiNSLOw.  We  ought  not  to  do  that,  of  course. 

Senator  Lenroot.  No. 

Mr.  WiNSLOw.  But  if  they  both  have  resort  to  the  courts,  why  do 
they  not  have  just  as  much  show?  If  you  and  I  enter  into  a  con- 
tract and  one  breaks  it  by  malice  or  otherwise,  we  are  liable? 

Senator  Lenroot.  I  would  have  no  hesitation  in  saying  that  if  a 
labor  organization,  through  collective  bargaining,  makes  a  contract 
and  that  organization  itself  breaks  it,  it  should  be  made  to  respond  in 
damages  to  whoever  is  injured  thereby. 

Mr.  WiNSLOw.  Here  is  a  committee  considering  with  great  inter- 
est and  persistency  this  bill  which  may  involve  the  labor  troubles. 
I  do  not  think  that  it  is  assumed  by  anyone  that  we  are  sitting  here 
as  the  enemy  of  labor  or  the  friend  of  capital.  I  do  not  think  that 
any  man  has  that  in  mind  particularly.  We  never  get  in  touch 
with  the  body  of  those  represented  by  the  labor  leaders.  It  is  always 
through  the  officials  of  organizations,  and  they  come  here  and  insist 
on  what  their  demands  shall  be,  and  they  do  not  hesitate  at  times,  if 
they  are  not  accorded,  to  say  that  they  will  use  some  bad  thing  or 
another,  and  we  do  not  have  any  redress,  we  do  not  have 
any  law  to  protect  against  that,  and  yet  we  may  find  that  the  ma- 
jority of  the  membership  of  these  brotherhoods  are  not  in  sympathy 
with  the  views  represented  by  the  labor  leaders — to  wit,  I  made  a 
recent  trip  home,  and  I  was  on  the  train  two  nights  and  one  day,  and 
I  put  in  part  of  my  time  asking  some  of  the  men  about  these  ques- 
tions which  are  now  before  us. 

A  majority  of  them  said  that  they  did  not  know  anything  about 
them.  Three  out  of  four  who  expressed  a  definite  opinion  said  that 
they  wished  they  were  eliminated,  because  it  was  interfering  with 
their  business,  and  the  fourth  one  presented  a  grievance  which  was 
unmistakable.  He  was  the  superintendent  of  the  dining  car.  Every 
man,  including  the  under  cooks  and  every  waiter,  including  his  tips, 
were  getting  from  60  to  100  per  cent  more  than  he  made,  but  thati 
he  could  not  get  any  redress.    It  seems  to  me  that  if  we  are  going  to 
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meet  this  in  the  interest  of  one  we  have  got  to  meet  it  in  the  interest 
of  all,  and  it  was  with  that  in  view  that  I  asked  these  questions. 

Senator  Lenroot.  Certainly. 

Mr.  Win  SLOW.  It  seems  to  me  that  the  public,  as  Mr.  Cooper  has 
stated,  has  a  right,  and  while  this  thing  is  all  chaos  that  we  ought 
to  take  the  subject  up  in  every  detail  and  go  the  full  limit  and  try 
to  straighten  out  all  of  these  things  which  have  occurred  in  the  last 
20  years. 

Senator  Lenroot.  I  think  the  committee  has  my  view  of  it.  As 
I  said,  in  response  to  Mr.  Cooper,  if  you  provide  a  fair  tribunal  with 
the  right  to  fix  wages  and  then  deny  to  the  employees  the  benefit 
of  any  increased  wages  through  a  strike,  you  will  not  have  any 
strikes. 

Mr.  Win  SLOW.  Wliy  could  we  not  go  one  step  farther  and  instead 
of  having  them  all  tied  up,  why  could  we  not  have  one  or  two  legal 
reasons  which  would  make  it  perhaps  more  effective  if  there  is  a 
proper  channel  through  which  to  work  out  such  a  remedy  ? 

Senator  Lenroot.  I  made  myself  clear,  I  think.  I  feel  with  abso- 
lute certainty  that  we  have  no  power  to  compel  men,  either  singly  or 
in  a  body,  to  work  against  their  will. 

Mr.  WiNSLOw.  Most  everybody  agrees  with  that. 

Mr.  DoREMus.  One  phase  of  this  railroad  controversy  that  I  have 
not  heard  discussed  by  anybody — whether  it  is  due  to  the  fact  that 
it  is  not  regarded  as  material  or  whether  it  has  been  overlooked,  I 
do  not  know — in  the  act  taking  over  the  roads  they  fixed  a  limitation 
of  21  months  within  which  they  should  be  returned  to  their  owners 
and  subsequently,  pursuant  to  that  act,  they  made  contracts  with  the 
different  roads.  Disregarding  for  the  moment  the  question  of  moral 
obligation  on  the  part  of  the  Government  to  return  the  roads  to 
their  owners  within  the  time  fixed  by  the  act,  is  there  or  is  there  not 
a  legal  obligation  on  the  part  of  the  Government  to  return  the  roads 
to  their  owners  within  the  limitation  of  time  fixed  by  the  act  ? 

Senator  Lenroot.  I  think  there  is,  as  the  act  stands,  within  21 
months.    Of  course,  that  is  21  months  after  the  declaration  of  peace. 

Mr.  DoREMus.  I  have  not  had  an  opportunity  to  read  your  bill, 
but  I  intend  to  do  it  later  on.  Does  your  plan  contemplate  that  the 
roads  shall.be  returned  to  their  owners  within  the  21  months  fixed? 

Senator  Lenroot.  This  bill  has  that  in  contemplation;  yes,  sir; 
but  it  does  not  attempt  to  deal  with  this  immediate  situation.  In 
any  bill,  I  had  assumed,  that  there  would  be  legislation  something 
along  the  lines  of  the  bill  introduced  by  the  chairman  of  this  com- 
mittee. 

Mr.  DoREMus.  Your  idea  is  that  the  roads  would  first  be  returned 
to  the  owners  before  your  plan  was  put  into  operation  ? 

Senator  Lenroot.  Yes,  sir.  The  plan  would  not  come  into  imme- 
diate operation ;  it  would  be  a  gradual  process. 

Mr.  Merritt.  Senator  Lenroot,  I  want  to  ask  a  little  about  the 
tendencies  of  the  board  of  directors  of  which  three  members  repre- 
sent the  so-called  stockholders? 

Senator  Lenroot.    Yes,  sir. 

Mr.  Merritt.  Of  course,  they  are  not  stockholders  in  the  ordinary 
sense,  because  they  have  not  any  real  power  ? 

Senator  Lenboot.  They  will  be  stockholders. 
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Mr.  Merritt.  I  mean  that  in  the  ordinary  sense  they  do  not  really 
own  the  property? 

Senator  Lenroot.  So  far  as  any  stockholder  who  is  a  director  in 
a  private  road  they  will  be  exactly  as  much  interested. 
Mr.  Merritt.  Yes. 

Senator  Lenroot.  And  will  represent  the  same  ownership. 
Mr.  Merritt.  The  stockholders  can  not  run  the  property  ? 
Senator  Lenroot.  Of  course,  they  can  not  run  the  property. 
Mr.  Merritt.  The  three  representatives  of  the  stockholders  on  the 
board  of  directors  will  practically  only  be  interested  in  having  the 
road  earn  over  4  per  cent? 
Senator  Lenroot.  Certainly. 

Mr.  Merritt.  That  being  so,  will  not  their  tendency  be  either  by 
reward  in  wages  or  decrease  in  rates  to  simply  bring  it  down  to  the 
guaranteed  rate? 

Senator  Lenroot.  Why  ? 

Mr.  Merritt.  Because  I  think  the  interest  of  the  other  stockholders 
will  be  greater  in  other  directions  than  in  earnings. 
Senator  Lenroot.  Wliat  other  directions  ? 

Mr.  Merritt.  In  representing  the  commercial  interests,  they  will 
want  low  rates. 

Senator  Lenroot.  You  think  that  the  three  representatives  of  the 
stockholders  would  be  interested  in  low  rates? 
Mr.  Merritt.  They  would  be  the  only  ones. 

Senator  Lenroot.  The  other  representatives  represent  the  United 
States  Chamber  of  Commerce.  These  directors  can  be  removed  at 
any  time  by  the  President  upon  filing  a  statement  showing  the  cause, 
but  the  vacancies  must  be  filled  in  the  same  manner  as  in  the  original 
bill.  Any  board  of  directors  that  did  not  so  manage  the  road  as 
to  save  the  Government  from  its  guaranty  not  only  would  meet 
with  general  public  condemnation  but  would  meet  with  removal 
as  well. 

Mr.  Merritt.  Exactly;  but  here  is  the  point:  After  they  have 
saved  the  Government's  guaranty  of  4  per  cent,  then  it  seems  to  me 
that  the  other  tendency  .would  come  into  play. 

Senator  Lenroot.  No.     The  Interstate  Commerce  Commission  is 
required  to  so  adjust  rates  as  will  pay  the  maximum. 
Mr.  Merritt.  And  then  they  would  get  the  high  rate? 
Senator  Lenroot.  No  ;  not  over  6  per  cent. 

Mr.  Merritt.  The  difficulty  that  I  see  in  the  plan,  so  far  as  I 
understand  it — and  I  have  listened  with  a  great  deal  of  interest — is 
that  it  seems  you  do  eliminate  all  incentive  to  large  net  earnings  ? 
Senator  Lenroot.  You  have  the  incentive. 
Mr.  ]\Territt.  Some  do,  but  most  of  the  directors  do  not. 
Senator  Lenroot.  The  directors  also  have  the  incentive  to  always 
pay  more  than  a  maximum,  so  that  the  employees  will  get  their 
share  in  the  excess  and  bring  about  greater  efficiency. 

Mr.  Merritt.  But  the  employees  are  more  interested  in  the  in- 
crease of  wages. 

Senator  Lenroot.  They  have  only  a  minority.    The  directors  would 
be  more  interested  in  the  excess  than  in  the  high  wages. 
Mr.  Merritt.  The  whole  thing  is  more  or  less  speculative. 
Senator  Lenroot.  But  when  jou  come  to  speak  of  interest,  I  think 
you  will  agree  with  me  that  if  the  railroads  should  be  turned  back 
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to-morrow  they  could  not  get  the  capital.  I  do  not  believe  that  they, 
could  get  it  for  7  per  cent,  and  eventually  the  Interstate  Commerce 
Commission  would  be  compelled  to  allow  such  rates  as  would  give 
a  return  upon  what  the  capital  actually  cost  in  the  market. 

Mr,  Watson.  Senator  Lenroot,  I  think  you  stated  that  under  your 
plan  you  thought  the  rates  would  be  lower  than  under  the  present  ? 

Senator  Lenroot.  Yes,  sir.  No;  not  under  the  present  plan.  I 
do  not  mean  that  this  would  reduce  the  present  rates. 

Mr.  Watson.  The  income  of  the  roads  under  your  plan  must  be 
regulated  by  the  wages  of  the  employees  just  the  same  as  they  are 
to-day  ? 

Senator  Lenroot.  Certainly. 

Mr.  Watson.  And  when  your  receipts  are  not  equal  to  meet  the 
minimum  of  4  per  cent,  of  course  you  must  tax  the  people  to  meet 
that  deficiency  ? 

Senator  Lenroot.  Yes,  sir. 

Mr.  Watson.  Then  the  railroads  come  under  Government  control 
exactly  the  same  as  they  do  in  countries  where  Government  owner- 
ship exists? 

Senator  Lenroot.  No  ;  the  control  does  not  change. 

Mr.  Watson.  I  mean  that  the  effect  is  the  same,  because  the  people 
have  to  be  taxed  for  the  deficiency,  do  they  not  ? 

Senator  Lenroot.  The  Interstate  Commerce  Commission  is  re- 
quired to  allow  rates  that  will  meet  not  only  the  minimum,  but  the 
maximum. 

Mr.  Watson.  But  if  they  should  reduce  the  rates  ? 

Senator  Lenroot.  If  the  wages  are  increased,  certainly. 

Mr.  Watson.  How  are  you  going  to  reduce  the  rates  under  your 
plan  ? 

Senator  Lenroot.  This  stock  could  be  sold  to  the  public  or  ex- 
changed for  existing  properties  with  a  Government  guaranty  for  a 
very  substantial  percentage  less  than  that  stock  could  be  sold  by 
existing  railroads  with  no  guaranty  and  with  all  the  hazards  to  the 
investors. 

Mr.  Watson.  If  the  value  of  the  roads  is  $16,500,000,000,  paying 
4  per  cent,  then  $660,000,000  would  be  required  to  pay  the  interest? 

Senator  Lenroot.  That  would  come  out  of  the  earnings  of  the 
roads. 

Mr.  Watson.  If  the  earnings  of  the  roads  were  not  sufficient,  the 
interest  would  have  to  come  out  of  the  taxpayers  ? 

Senator  Lenroot.  Yes,  sir.  I  want  to  say  in  reply  to  that  that 
if  under  present  conditions  you  turn  the  railroads  back  without  some 
direction  to  the  Interstate  Commerce  Commission  with  reference  to 
maximum  rates  as  found  here  and  that  the  railway  executives  are 
asking  for,  except  that  I  follow  more  nearly  the  Warfield  plan  of 
a  division  of  the  excess,  you  will  have  every  railroad  in  this  country 
in  receivership  and  bankruptcy.  If  you  think  that  is  for  the  benefit 
of  the  country,  very  well  and  good.     This  avoids  that. 

Mr.  Watson.  This  is  just  another  step  toward  Government  owner- 
ship? 

Senator  Lenroot.  No,  sir.  I  want  to  speak  of  the  next  step  to- 
ward Government  ownership.  In  my  judgment  if  the  railroads  go 
back  again  and  are  subject  to  financial  manipulation  and  scandal, 
go  back  permanently,  with  a  repetition  of  what  was  done  in  the  case 
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of  the  New  Haven  Koad,  the  Eock  Island  Eoad,  and  these  other 
carriers,  then  you  will  have  Government  ownership  as  the  only 
alternative. 

Mr.  Sims.  Under  your  plan,  when  it  has  been  in  operation,  there 
will  be  no  receivership  and  no  refunding,  etc.  ? 

Senator  Lenroot.  Certainly  not. 

The  Chairman.  Senator,  we  thank  you  for  your  explanation  of 
the  bill. 

Senator  Lenroot.  I  thank  you,  Mr.  Chairman  and  gentlemen  of 
the  committee,  for  the  opportunity  of  appearing  before  you. 

The  Chairman.  The  committee  will  not  hold  a  session  this  after- 
noon, because  it  is  Calendar  Wednesday.  The  committee  will  recess 
until  10  o'clock  to-morrow  morning. 

(Thereupon  the  committee  took  a  recess  until  10  o'clock  Thurs- 
day, September  11,  1919.) 


House  of  Representatives, 
Committee  on  Interstate  and  Foreign  Commerce, 

Thursday^  September  11^  1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man) presiding. 

The  Chairman.  Mr.  Coyle,  you  may  proceed. 

STATEMENT  OF  MR.  P.  J.  COYLE,  GRAND  PRESIDENT  BROTHJIR- 
HOOD  OF  RAILROAD  STATION  EMPLOYEES,  46  HOLLAND  BUILD- 
ING, BOSTON,  MASS. 

The  Chairman.  Give  your  name,  address,  and  whom  you  represent. 

Mr.  CoYLE.  I  represent  the  Brotherhood  of  Eailroad  Station  Em- 
ploj'ees,  with  headquarters  in  Boston,  Mass.  Our  organization  has  a 
membership  of  about  35,000  members,  mostly  confined  to  the  New 
England  States,  the  New  York  Central  lines  east,  and  the  Delaware 
&  Hudson,  and  with  some  members  in  Indianapolis  on  the  Indian- 
apolis Union  Eailway. 

At  our  convention  which  was  held  in  May  of  this  year  at  Portland, 
Me.,  our  organization  indorsed  the  request  of  Director  General  Mc- 
Adoo  for  the  further  extension  of  the  tenure  of  Government  control 
of  the  railroads,  believing  that  it  would  be  unfortunate  to  turn  the 
roads  back  to  the  former  conditions  they  were  in  prior  to  the  Gov- 
ernment taking  them  over. 

We  feel  that  Government  operation,  to  some  degree,  at  least,  has 
been  an  improvement  over  the  old  conditions  that  existed  prior  to 
the  assumption  of  Government  control.  We  feel  that  the  railroads 
should  not  be  turned  back  until  some  legislation  is  enacted  that  will 
provide  a  means  for  the  classes  of  employees  who  in  the  past  were 
unable  through  their  environment,  and  the  fact  that  they  were  im- 
properly organized,  to  take  care  of  themselves.  You  hear  a  great 
deal  said  in  the  newspapers  about  the  large  earnings  of  certain  rail- 
road employees,  but  the  classes  of  employees  that  I  speak  for,  such 
as  freight  handlers,  baggagemen,  and  other  men  who  do  the  work 
around  the  freight  and  passenger  stations,  are  not  even  now  getting 
sufficient  compensation  for  the  work  that  they  perform  to  enable  them 
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to  properly  take  care  of  themselves.  Still,  they  are  a  great  deal 
better  off  than  they  were  prior  to  the  Government  taking  over  the 
railroads. 

For  instance,  you  may  take  a  freight  handler  who  is  trucking 
freight  all  day  in  a  freight  house ;  the  maximum  rate  he  can  receive 
under  the  orders  of  the  Government  is  43  cents  an  hour,  or  $3.44  for 
an  eight-hour  day,  and  he  is  not  paid  for  Sundays  or  holidays,  and 
in  a  large  number  of  the  States  where  there  are  10  or  12  holidays 
his  weekly  earnings  are  not  great,  as  you  can  readily  see. 

Our  organization  believes  that  if  the  railroads  are  to  be  turned 
back  to  private  control  some  body  should  be  established  which  would 
have  for  its  purpose  the  fixing  of  the  wages  of  the  railroad  em- 
ployees. The  board  should  be  so  constituted  that  it  would  not  only 
take  care  of  the  interests  of  the  class  of  employees  who  are  able  to 
force  proper  wages  but  also  take  care  of  the  class  of  emplo^'ees  who 
in  the  past  have  not  forced,  through  direct  action,  radical  increases 
in  wages  and  decreases  in  hours. 

Mr.  Webster.  Mr.  Coyle,  is  your  organization  affiliated  with  the 
American  Federation  of  Labor? 

Mr.  CoYLE.  It  is  not. 

Mr.  Webster.  Is  your  organization  one  of  the  organizations  which 
has  indorsed  the  Plumb  plan? 

Mr.  CoYLE.  Our  organization  has  not  indorsed  the  Plumb  plan  or 
taken  any  action  on  it.  Our  organization  has  never  been  affiliated 
with  the  American  Federation  of  Labor,  and  prior  to  the  Govern- 
ment taking  over  the  railroads  it  was  mostly  confined  to  the  New 
England  States.  We  have  had  working  agreements  with  some  of 
the  railroads  in  that  territory  since  1904,  and  all  of  our  settlements 
with  those  railroads  have  been  made  by  mutual  conferences  between 
the  managements  and  the  representatives  of  the  men. 

Just  prior  to  1918  our  organization  had  a  wage  controversy  which 
was  settled  by  arbitration.  Mr.  Henry  B.  Endicott,  whom  some  of 
you  know,  was  the  chairman  of  that  board. 

I  believe  that  now  that  the  Government  and  Congress  is  consider- 
ing all  of  these  various  plans  which  intend  to  establish  the  railroad 
situation  on  a  sound  basis  that  Congress  should  take  care  of  the 
poor-paid  men  and  the  men  who  do  not  feel  that  they  have  the  force 
necessary  to  exact  the  things  that  they  think  they  should  have,  or 
if  they  have  the  force,  do  not  exercise  it ;  in  other  words,  the  man  who 
has  not  been  in  the  habit  of  using  collective  strength,  and  practically 
owing  to  the  class  of  work  he  is  doing  has  not  got  the  means  of 
forcing  action.  Those  men  should  be  taken  care  of  as  well  as  the 
strong  individuals.  In  other  words,  the  Government  should  be  fair 
with  all  of  its  citizens,  regardless  of  their  station  in  life,  and  fix 
a  plan  whereby  everybody  would  get  exact  justice. 

I  think  there  is  a  gi^eat  deal  yet  that  could  be  done  in  the  way 
of  fixing  a  proper  relation  between  the  wages  of  the  various  classes 
of  railroad  employees.  A  great  deal  has  been  clone  by  the  Govern- 
ment since  the  establishment  of  the  present  board  of  railroad  wages 
and  working  conditions,  but  the  task  before  them  was  of  such  mag- 
nitude that  they  have  not  as  yet  worked  out  anything  near  what  I 
think  should  be  done  before  the  work  is  finished.  In  other  words, 
the  fellow  who  was  getting  very  little  continues  to  be  in  the  same 
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position.  Percentage  increases  do  not  mean  a  great  deal  to  the 
fellow  who  was  only  getting  $1.50  a  day,  or  something  like  that, 
prior  to  the  Government  taking  over  the  railroads. 

I  do  not  desire  to  take  up  the  time  of  the  committee  except  to  say 
that  in  considering  all  of  these  plans  I  hope  the  Congress  will  pro- 
vide a  tribunal  which  will  have,  if  the  roads  are  to  be  returned  to 
private  control,  the  duty  of  fixing  the  compensation  of  all  of  the 
railroad  employees  of  the  United  States. 

The  Chairman.  You  believe  there  should  be  continued  such  a 
board  as  is  now  in  existence  under  the  Railroad  Administration  for 
classifying  employees  and  fixing  the  salaries  under  each  classifica- 
tion? 

Mr.  CoYLE.  Yes;  I  do. 

The  Chairman.  What  would  be  your  suggestion  as  to  the  adjust- 
ment of  labor  disputes  after  you  have  had  a  classification  and  your 
wages  established  under  the  classification? 

Mr.  CoTLE.  You  mean  grievances  that  would  arise  under  the  con- 
tracts ? 

The  Chairman.  Yes. 

Mr.  CoYLE.  I  think  these  could  be  arranged  as  in  the  past,  between 
the  representatives  of  the  individual  employees  on  the  railroads  con- 
cerned and  the  managements,  with  an  appeal,  if  there  is  a  question  or 
a  difference  of  opinion  as  to  the  meaning  of  any  of  the  orders  of  this 
board,  back  to  the  board. 

The  Chairman.  Would  you  give  that  appeal  board  final  authority 
and  then  have  the  railroad  companies  and  the  men  bound  by  its 
award  ? 

Mr.  CoYLE.  Yes ;  that  is  the  method  which  is  now  in  operation  with 
reference  to  the  orders  of  the  wage  board.  This  present  wage  board 
issues  an  order  with  reference  to  wages  and  hours.  In  reading  that 
over,  the  railroad  officials  may  take  one  view  of  the  meaning  of  the 
order  and  the  employees  have  another  idea  as  to  what  it  means. 
They  attempt  through  their  representatives  to  adjust  it,  and  they 
finally  carry  it  to  the  Federal  manager.  In  the  event  that  they 
and  the  Federal  manager  can  not  agree  as  to  the  meaning  of  the 
order  in  question,  they  make  a  joint  submission  of  the  facts,  which 
goes  to  the  director  of  the  division  of  labor.  He  in  turn  submits  it 
to  the  wage  board.  They  pass  upon  it  or  make  their  recommenda- 
tions to  the  Director  General  and  he  issues  an  interpretation  which 
says  what  the  order  means,  and  that  is  the  final  answer. 

The  Chairman.  And  that  contemplates  there  will  be  no  strike  after 
such  an  award  has  been  finally  interpreted  and  issued  ? 

Mr.  CoYLE.  Yes ;  that  settles  the  thing. 

Tlie  Chairman.  Notwithstanding  that  situation,  there  were  strikes. 

Mr.  CoYLE.  Oh,  there  have  been  a  number  of  strikes  in  difi'erent 
crafts. 

The  Chairman.  Where  such  a  board  has  been  established  and 
where  both  interests  are  equally  represented  and  an  appeal  is  allowed 
to  some  liigher  body  or  individual,  and  that  body  or  individual 
makes  a  final  award,  you  believe  then  that  there  should  be  no  strike? 

Mr.  CoYLE.  I  believe  that  if  our  organization,  or  any  other  organi- 
zation, enters  into  a  contract  to  do  a  certain  thing  and  the  decision 
in  the  settlement,  which  is  submitted  in  accordance  with  that  agree- 
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ment,  is  not  to  their  liking,  they  should  observe  it  just  the  same  as 
they  would  expect  the  other  side  to  observe  it  if  it  was  unfavorable 
to  them.  In  other  words,  if  we  agree  with  the  management  of  a 
railroad  company  that  certain  conditions  shall  prevail  and  that  dis- 
putes which  arise  under  the  agreements  will  be  referred  to  a  certain 
tribunal,  and  when  that  tribunal's  decision  is  favorable  to  our  conten- 
tion we  insist  that  the  railroads  should  live  up  to  it,  then  I  say  that  in 
fairness  we  should  be  expected — and  have  always  done  so — to  insist 
on  our  members  performing  their  part  of  the  contract. 

The  Chairman.  That  is,  both  parties  should  be  equally  obligated? 

Mr.  CoYLE.  Yes,  sir. 

The  Chairman.  And  you  represent  some  35,000  men  ? 

Mr.  CoYLE.  Yes,  sir. 

Mr.  Win  SLOW.  I  would  like  to  ask  you,  without  going  into  spe- 
cifics at  all,  what  your  comparison  would  be  of  Government  owner- 
ship as  contrasted  with  private  ownership  ? 

Mr.  CoYLE.  Government  ownership  and  operation  so  far  as  the 
intei'ests  of  the  men  whom  I  represent  are  concerned  has  been  to  the 
advantage  of  the  men. 

Mr.  WiNSL0w\  Government  ownership? 

Mr.  CoYLE.  Yes.  Our  men  liave  gotten  better  treatment  from  the 
orders  of  the  Railroad  Administration  than  we  have  ever  been  able 
to  receive  from  the  railroad  corporations  individually. 

Mr.  Win  SLOW.  I  did  not  have  that  phase  in  mind  entirely.  I  mean 
from  the  well-being  of  the  country  at  large  and  all  its  citizens. 

Mr.  CoYLE.  Of  course,  that  is  a  rather  large  question.  Personally, 
liaving  in  mind  the  vote  of  our  organization,  it  was  the  belief  of  our 
people  that  the  Government  itself  could  operate  the  railroads  to  bet- 
ter advantage  for  all  of  the  people  of  the  country  than  they  had  been 
operated  by  the  private  owners  in  the  past. 

Mr.  WiNSLOw.  That  is  your  belief  or  was  your  belief? 

Mr.  CoYLE.  That  is  our  belief  and  was  our  belief. 

Mr.  WiNSLOw.  You  think  that  if  the  Government  owned  and  oper- 
ated the  railroads,  it  would  be  better  for  the  country? 

Mr.  CoYLE.  I  think  so — better  than  what  has  been  done  heretofore. 

Mr.  WiNSLOw.  Then  your  testimony  would  be  in  favor  of  Govern- 
ment ownership. 

Mr.  CoYLE.  Dii'ect  Government  ownership  and  operation. 

Mr.  WiNSLOw.  What  do  you  think  about  the  Plumb  plan? 

Mr.  CoYLE.  As  to  the  Plumb  plan,  I  have  not  been  able  to  digest 
it  sufficiently  to  tell  just  what  might  be  expected  under  it. 

Mr.  WiNSLOw.  How  do  the  wages  under  private  ownership  com- 
pare with  tlie  wages  under  Government  ownership,  taking  into  con- 
sideration the  conditions  of  the  times. 

Mr.  Cole.  The  wages  on  a  good  many  of  the  railroads  for  the 
classes  of  employees  I  speak  of,  which  were  practically  the  unor- 
ganized classes,  was  exceptionally  low  under  private  ownership  and 
the  hours  were  exceedingly  long. 

Mr.  WiNSLOW.  What  about  it  to-day  compared  with  the  other 
situation? 

Mr.  CoYLE.  To-day  the  Government  has  established,  as  you  all 
know,  an  eight-hour  day  for  all  classes  of  employees,  and  in  addition 
to  the  eight-hour  day  they  granted  to  this  class  of  employees  a  sub- 
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stantial  increase  in  wages,  and  when  you  take  into  consideration  that 
with  that  substantial  increase  in  wages  there  are  men  working  eight 
hours  a  day — and  I  do  not  mean  sitting  down  at  some  small  isolated 
station,  but  men,  for  instance,  cleaning  fires  in  a  locomotive  house 
where  there  are  a  lot  of  engines  continually  changing — for  $2.86  a 
day  you  will  admit  that  with  the  12  cents  an  hour  increase  in  his 
former  hourly  rates,  in  the  past  he  must  have  been  receiving  an 
exceedingly  low  rate  of  wages. 

Mr.  WiNSLOw.  That  was  an  increase  of  how  much  per  cent? 

Mr.  CoYL,E.  The  percentage  increase  for  that  class  of  employees 
was  practically  about  60  per  cent,  taking  the  established  minimum 
rate  which  gave  in  some  parts  of  the  country  a  greater  amount  than 
the  12  cents  an  hour,  and  the  12  cents  an  hour  increase  was  based 
on  the  basic  hourly  rate  which  was  arrived  at  by  dividing  the  10-hour 
earnings  by  eight  to  arrive  at  the  basic  hourly  rate  to  which  12  cents 
an  hour  was  added. 

Mr.  WiNSLOW.  Do  you  think  the  eight-hour  railroad  law  from  a 
commercial  point  of  view,  and  having  in  mind  the  well-being  of  the 
operatives  and  fair  treatment  to  the  public,  has  been  a  success? 

Mr.  CoYLE.  The  eight-hour  law,  so-called — the  Adamson  law,  as 
I  understand  it — never  really  went  into  operation.  If  I  understood 
the  law  correctly,  it  was  an  investigatory  law  which  was  to  be  in 
effect  up  to  a  certain  period,  from  January  1  until  September,  but 
prior  to  the  law  going  into  operation,  the  railroad  owners  and  the 
railroad  organizations  involved  arrived  at  an  agreement  which 
practically  nullified  or  made  unnecessary  the  operation  of  the 
Adamson  law. 

Mr.  WixsLow.  Do  you  think  it  is  a  fair,  commercial  proposition 
for  a  man  running  100  miles  a  day  to  get  full  pay  and  to  get  as  much 
or  more  than  as  much  again  for  running  5  miles  on  top  of  that  ? 

Mr.  CoYLE.  With  reference  to  that  class  of  emploj^ees,  Colonel,  I 
do  not  care  to  comment  on  the  justice  or  the  injustice  of  their  agree- 
ments. 

Mr.  WiNSLOW.  I  am  speaking  of  it  as  a  broad,  commercial  propo- 
sition. • 

Mr.  CoYLE.  The  classes  of  employees  covered  by  the  Adamson 
law,  or  whom  it  was  intended  to  cover,  have  always,  in  my  opinion, 
been  able  to  very  successfully  take  care  of  their  interests,  and  the  men 
whom  I  speak  for  are  in  an  entirely  different  class  and  have  not  en- 
joyed any  of  the  advantages  of  100  miles  or  less,  etc.,  in  the 
past,  and  it  might  well  be  said  that  they  were  responsible  for  the 
conditions  themselves  by  not  properly  looking  after  their  interests, 
but  still  the  conditions  of  their  employment  made  it  impossible  for 
them  to  do  so.  A  great  many  of  the  railroads  in  the  country  prior 
to  the  Government  taking  over  the  roads  prohibited  their  men  in  this 
class  of  service  from  organizing,  either  locally  or  in  general  organi- 
zations, and  consequently  they  were  not,  through  their  representa- 
tives, appearing  before  the  managements  from  time  to  time  endeav- 
oring to  secure  their  fair  share  of  any  increase  in  wages  which  might 
be  allotted  by  the  railroad  officials. 

Mr.  WiNSLOw.  You  will  agree,  will  you  not,  that  this  committee 
has  to  look  to  the  well-being  of  all  the  people  of  the  country? 

Mr.  CoYLE.  Yes,  sir. 
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Mr.  Win  SLOW.  And  there  is  a  very  good  opportunity  of  pinching 
somebody's  toes  in  doing  that? 

Mr.  CoYLE.  That  is  what  I  have  attempted  to  say.  I  believe  this 
committee  should  provide  means  which,  taking  into  consideration 
all  of  the  various  elements  that  enter  into  the  railroad  service,  would 
provide  a  fair  return  for  the  labor  performed  by  all  of  the  classes, 
not  only  those  who  were  able  in  the  past  and  in  the  present  through 
their  collective  strength  to  protect  their  own  interests  but  the  fel- 
low who  has  not  availed  himself  of  that  opportunity  in  the  past,  and 
to  treat  him  fairly  also,  and  in  doing  that  keeping  in  mind  the  gen- 
eral welfare  of  all  the  people  of  the  country.  We  realize  the  fact 
that  we  are  only  a  small  factor  in  the  entire  membership  of  this 
Nation,  and  we  also  believe  that  the  interests  and  the  well-being 
of  all  the  people  are  essential  to  any  permanent  settlement  of  this 
question,  and  if  the  question  is  settled  on  a  basis  of  absolute  justice 
to  all  the  employees  I  believe  it  will  be  better  than  keeping  it  in  a 
continual  turmoil  with  an  opportunity  for  a  continual  test  of 
strength  to  see  who  has  the  most  power  in  the  premises  and  can 
exact  by  his  strength  returns  that  may  or  may  not  be  just  and  fair. 

Mr.  WiNSLOw.  Have  the  four  brotherhoods,  in  undertaking  to 
look  out  for  themselves,  ever  showed  any  interest  in  what  happened 
to  the  nonaffiliated  parties  of  workmen  on  railroads? 

Mr.  CoYLE.  Those  that  were  not  affiliated  with  them,  I  imagine,  at 
all  times  were  expected  to  look  after  their  own  interests. 

Mr.  WiNSLOW.  Do  you  feel  that  they  have  ever  held  back  your  pos- 
sibilities and  deserts  by  virtue  of  the  fact  that  you  were  not 
affiliated? 

Mr.  CoTLE.  No;  I  do  not  think  they  ever  interfered  with  us  in 
that  way.  They  have  simply  taken  care  of  their  own  individual 
interests,  and  whether  the  fact  that  they  have  been  able  to  take 
care  of  them  operated  to  the  disadvantage  of  the  others  or  not, 
I  would  not  want  to  say,  because  it  has  been  my  experience  that 
most  of  the  railroad  officials  have  not  in  the  past  made  any  very 
strenuous  attempts  to  take  care  of  the  fellow  who  was  not  clamoring 
for  recognition,  even  though  they  had  the  means  to  do  so. 

Mr.  WiNSLOw.  Would  you  have  nie,  and  the  other  members  of 
the  committee,  infer  from  your  answer  that  in  your  judgment  the 
brotherhoods  have  no  particular  concern  as  to  the  well-being  of 
anybody  except  their  own  members? 

Mr.  CoYLE.  Well,  I  would  not  Want  to  put  it  just  as  broadly  as 
that.  I  would  feel  that  they,  like  all  other  good  citizens,  had  the 
welfare  of  everybody  in  mind;  but  they  have  the  particular  inter- 
ests of  their  own  members  to  take  care  of,  and  it  is  natural  to  expect 
that  their  interests  are  going  to  be  uppermost  in  their  minds  at  all 
times, 

Mr.  WiNSLOW.  Do  you  know  of  any  instance  in  which  the  brother- 
hoods have  ever  said  to  the  employers  that  they  were  not  only 
interested  in  the  well-being  of  their  own  members  but  also  in  the 
well-being  of  their  fellows? 

Mr,  CoYLE.  I  do  not  know  that  they  have  ever  said  that  to  the 
individual,  corporate  owners  of  the  railroads,  I  will  say  that  as 
to  the  Lane  commission,  so  called,  the  first  board  which  the  Gov- 
ernment appointed  to  take  care  of  the  interests  of  the  wage  earners 


2140        KETUKN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP. 

on  the  railroads,  Mr.  Stone,  representing  the  engineers,  appeared 
before  that  board  and  made  a  statement,  and  in  that  statement  he 
said  that  in  1917  the  engineers  had  not  requested  a  further  increase 
in  wages,  believing  that  prior  to  their  getting  any  further  increase 
that  the  low-paid,  unorganized  employees  on  the  railroads  ought 
to  get  an  increase  in  wages  to  bring  them  somewhere  near  a  living 
standard,  and  both  he  and  Mr.  Lee,  representing  the  trainmen,  not 
only  spoke  for  their  own  members  before  that  commission,  but 
also  suggested  that  the  low-paid  employees  be  taken  care  of  also. 

Mr.  WiNSLOw.  Did  any  good  come  from  that  ? 

Mr.  C0Y1.E.  The  report  of  the  Lane  commission  was  not  at  all  sat- 
isfactory to  the  employees,  and  by  the  peculiar  wording  of  the  docu- 
ment the  lower  paid  employees,  who  were  working  the  longest  hours, 
got  the  least  consideration  under  that  order. 

Mr.  WiNSLOw.  Is  not  that  directly  controversial  to  the  facts  in 
respect  of  low-paid  employees  in  private  undertakings  during  the 
last  two  or  three  years  ? 

Mr.  CoYLE.  Yes ;  in  nearly  every  industry,  particularly  in  the  east- 
ern section  of  the  country,  the  low-paid  employees  have  received 
substantial  increases.  Take,  for  instance,  a  man  working  around  a 
station  on  a  railroad  handling  baggage  part  of  the  day,  cleaning 
the  station,  and  doing  other  necessary  work  around  the  station;  a 
number  of  years  ago  he  had  a  fairly  good  job,  compared  with  outside 
labor  of  a  similar  class.  To-day,  take  the  Boston  Elevated,  for 
instance,  through  a  recent  arbitration  award,  in  which  Mr.  Endicott 
was  again  the  arbitrator,  they  raised  the  minimum  rate  for  station 
cleaners,  car  cleaners,  and  that  class  of  labor  to  50  cents  an  hour,  and 
the  railroad  employees  of  a  similar  class,  through  the  wage  order,  are 
held  down  to  a  maximum  of  40  cents  an  hour ;  and  while  in  the  past, 
under  private  operation  of  the  railroads,  they  worked  seven  days  a 
week,  they  now  work  six  days,  and  with  the  outside  conditions  and 
the  cost  of  living,  if  they  have  a  family,  they  find  it  a  pretty  hard 
matter  to  get  along. 

Some  one  may  say,  "  Why  do  they  not  go  out  and  go  somewhere 
else,"  but  after  a  man  has  worked  for  20  or  25  years  at  one  particu- 
lar point  and  at  one  particular  industry,  particularly  if  he  has  a 
family  who  is  dependent  upon  him,  and  who,  through  the  condi- 
tions of  his  employment,  has  not  been  able  to  lay  anything  aside  to 
take  care  of  them  for  any  length  of  time,  he  hesitates  about  making 
a  change.  That  is  the  particular  individual  on  the  railroads  that,  I 
think,  is  suffering  most  to-day. 

Mr.  WiNSLOw.  Have  you  had  an  opportunity  under  the  Railroad 
Administration  on  the'part  of  the  Government  ito  present  your  griev- 
ances ? 

Mr.  CoYLE.  Under  the  Government? 

Mr.  WiNSLOW.  Yes,  sir. 

Mr.  CoYLE.  Yes,  sir. 

Mr.  WiNSLOw.  Just  the  same  as  ever? 

Mr.  CoYL,E.  The  position  taken  by  the  director  general  has  been 
that  all  classes  of  railroad  employees  can  appear  before  these  wage 
commissions,  either  individually  or  through  their  representatives, 
and  give  whatever  testimony  they  think  will  best  serve  their  interests. 
The  hearings  have  been  open  to  everybody.    Some  protest  has  been 
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made  by  certain  organizations  affiliated  with  the  American  Federa- 
tion of  Labor  that  they  were  the  only  ones  that  had  the  right  to 
represent  these  classes  of  employees,  but  that  has  not  been  the  atti- 
tude of  the  director  general. 

The  board  of  wages  and  working  conditions  will  hear  anyone  who 
appears  before  it  and  present  the  case  of  the  employees,  but  one  of 
the  great  handicaps  that  the  common  laborer,  so  called,  has  been 
under,  as  I  view  it,  particularly  in  our  section  of  the  country,  is  this : 
As  you  know,  most  of  the  labor  in  the  New  England  States  is  per- 
formed by  white  men,  and  the  rates  of  pay  in  the  past  were  superior 
to  what  they  were  in  other  sections  of  the  country.  The  Railroad 
Administration,  and  undoubtedly  properly  so.  has  attempted  to 
make  a  standardization  of  rates.  Taking,  for  instance,  the  language 
of  supplement  No.  7  to  General  Order  No.  27,  they  fixed  as  a  mini- 
mum 19  cents  an  hour  for  certain  classes  of  employees,  and  brought 
whatever  number  of  employees  who  were  receiving  less  than  19  cents 
an  hour  up  to  19  cents  an  hour  and  then  added  1'2  cents  an  hour, 
with  a  minimum  of  31  and  a  maximum  of  13  cents.  In  Boston,  for 
instance,  the  freight  handlers,  had  they  received  the  entire  12  cents 
an  hour  which  was  given  to  that  class  of  labor,  would  haxe  been 
receiving  48^  cents  an  hour,  but  through  the  operation  of  the  maxi- 
mum they  are  only  receiving  43  cents,  but  the  establishment  of  the 
minimum  was  of  very  great  advantage  to  a  large  number  of  laborers, 
particularly  in  the  South,  where  they  were  receiving  less  than  the 
men  in  that  section  of  the  country  for  similar  classes  of  employment. 

Mr.  Sims.  You  represent  the  same  organization  of  station  agents 
represented  by  the  gentleman  before  the  committee  the  other  day, 
and  who  is  now  present,  but  whose  name  I  do  not  recall? 

Mr.  CoYLE.  No,  sir.  Ours  are  the  station  employees,  such  as  the 
baggagemen.  We  represent  an  organization  which  works  under  the 
men  whom  Mr.  Morton  represents;  they  are  usually  the  bosses  of 
the  men  I  represent. 

Mr.  Sims.  You  are  under  the  station  agents? 

Mr.  CoYLE.  Yes,  sir.  My  particular  line  of  business  was  a  bag- 
gageman.   I  worked  for  24  years  in  the  baggage  room. 

Mr.  Sims.  You  have  an  organization  and  you  represent  a  union? 

Mr.  CoYLE.  Yes,  sir. 

Mr.  Sims.  Of  the  baggagemen? 

Mr.  CoYLE.  The  baggagemen  and  freight  handlers,  crossing  watch- 
men, so  called,  and  other  men  working  in  and  about  the  railroad 
stations,  handling  freight  and  baggage,  directing  the  passengers  to 
trains,  etc. 

Mr.  Sims.  How  long  has  that  organization  been  formed  ? 

Mr.  CoYLE.  We  have  been  in  existence  since  1904. 

Mr.  Sims.  I  gather  from  what  you  have  said  that  there  had  been 
opposition  to  that  class  of  employees  unionizing  by  the  railroads? 

Mr.  CoYLE.  Yes,  sir;  a  great  number.  The  railroad  on  which  we 
first  organized,  the  Boston  &  Maine  Eailroad,  never  interfered  in 
any  way  with  the  right  of  any  of  its  employees  to  organize.  Other 
railroads  took  a  similar  attitude.  There  were  certain  other  railroads 
where  men  were  given  an  opportunity  either  to  quit  the  organization 
or  quit  their  employment.  A  great  many  of  the  railroads  through- 
out the  country  were  able  to  prevent  this  class  of  employees  becoming 
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organized  by  discharging  those  that  were  the  first  to  take  liold  of  the 
matter  and  in  that  way  intimidating  the  rest  of  them. 

Mr.  Sims.  I  should  like  to  know  what  was  the  basis  or  the  grounds 
of  the  railroads  objecting  to  such  an  organization;  what  did  they 
claim  was  their  reasons  for  objecting  to  such  an  organization? . 

Mr.  CoYLE.  The  reason  that  they  gave  was  that  they  did  not  de- 
sire them  to  be  organized.  The  reason  that  the  men  felt  was  that  if 
they  were  organized  they  would  be  able  to  increase  their  compensa- 
tion and  to  secure  better  working  conditions.  That  had  been  the  ex- 
perience of  the  other  men  who  were  organized.  For  instance,  take 
some  twenty-odd  years  ago,  I  know  two  classes  of  employees  who 
were  working  exactly  the  same  hours,  getting  exactly  the  same  amount 
of  money.  One  class  of  employees  became  organized  and  in  1917 
were  receiving  for  an  eight-hour  day  $1.75  more  than  the  class  that 
had  not  generally  organized  were  receiving  for  10  hours.  The  men 
felt  that  that  was  the  particular  and  real  reason  that  the  railroad 
corporations  desired  to  keep  this  class  of  employees  from  becoming 
organized. 

Mr.  Sims.  In  other  words,  the  railroads  regarded  that  in  union 
there  was  strength? 

Mr.  CoYLE.  Yes,  sir. 

Mr.  Sims.  They  could  deal  with  the  individual  employees  as  in- 
dividuals more  to  their  liking  than  they  could  if  they  acted  in  con- 
cert? 

Mr.  CoY'LE.  Yes,  sir:  certainly.  For  instance,  take  our  class  of 
employes,  where  they  were  able  to  establish  their  organization  they 
were  able  to  secure  certain  rights  in  addition  to  wages.  I  mean  by 
that,  the  right  of  promotion  by  seniority  in  the  event  a  man  was 
competent  to  perform  the  work. 

Mr.  Sims.  How  long  have  you  been  connected  with  the  railroad 
business  ? 

Mr.  CoYLE.  I  first  started  in  1894. 

Mr.  Sims.  Did  you  ever  know  of  a  railroad  which  on  its  own  initia- 
tive increased  wages? 

Mr.  CoYLE.  I  have  known  of  a  railroad  where  when  the  men  were 
talking  of  starting  an  organization  of  certain  men  being  discharged 
for  their  activities  along  that  line  and  then  a  small  increase  in  wages 
being  voluntarily  given,  with  a  statement  from  the  railroad  officials 
that  it  was  not  necessary  for  the  men  to  organize  to  get  fair  treat- 
ment. 

Mr.  Sims.  But  they  did  not  do  it  until  something  of  the  kind  was 
initiated  by  the  employees  or  possible  the  unionizing  of  the  em- 
ployees, the  employees  believing  that  it  was  necessary  in  their  own 
interest  primarily  to  make  a  mass  demand  or  a  mass  attack,  or  to 
organize  so  that  all  who  had  any  power  could  bring  it  to  bear  through 
proper  representation  ? 

Mr.  CoYLE.  Yes,  sir.  I  have  in  mind  a  statement  made  by  a  gen- 
eral superintendent  of  a  railroad  at  one  time  who  handled  all  of  the 
labor  matters  of  the  railroad.  He  made  this  statement  to  a  com- 
mittee of  employees :  "  We  have  been  so  busy  taking  care  of  the  de- 
mands of  the  organization  employees  that  we  have  not  had  any  time 
to  devote  any  attention  to  those  who  were  not  organized  and  pre- 
sented requests  for  our  consideration."  That  in  itself  was  an  in- 
dication that  if  the  men  desired  their  own  best  interests  to  be  taken 
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care  of,  they  would  have  to  secure  some  kind  of  an  organization  to 
23rotect  their  interests. 

Mr.  Sims.  That  is,  they  would  have  to  act  in  concert  ? 

Mr.  CoYLE.  Yes,  sir.  I  feel,  as  I  stated  before,  that  if  these  rail- 
roads are  to  be  turned  back  to  private  control  I  am  free  to  admit 
that  the  indications  are  that  that  is  the  purpose  of  Congress,  possibly, 
that  there  should  be  a  tribunal  provided,  that  would  take  care  of 
the  interests  of  the  emploj'ees  of  the  railroads,  the  strong,  well- 
organized,  and  the  weak,  improperly  organized,  to  give  them  all 
fair  and  adequate  treatment. 

Mr.  Sims.  That  has  always  been  the  case,  and  therefore  the  em- 
ployees have  found  it  absolutely  necessary,  in  order  to  get,  accord- 
ing to  their  judgment,  what  is  fair  treatment  and  living  wages,  to 
organize  and  act  in  concert? 

Mr.  CoYLE.  Yes,  sir. 

Mr.  Sims.  That  is  really  the  reason  why  we  have  labor  unions? 

Mr.  C0YX.E.  Yes,  sir;  absoluteh'. 

The  Chair:man.  Mr.  Coyle,  the  committee  is  obliged  to  you  for 
your  presentation. 

Mr.  CoTLE.  I  thank  you,  Mr.  Chairman  and  gentlemen  of  the 
committee. 

The  Chairmax.  We  will  now  hear  Mr.  Chamberlain. 

STATEMENT  OF  MR.  HOYT  CHAMBERLAIN,  SECRETARY  NATIONAL 
CIVIC  BETTERMENT  LEAGUE,  WASHINGTON,  D.  C. 

The  Chairman.  Mr.  Chamberlain,  please  give  3^our  name,  address, 
and  whom  you  represent. 

Mr.  Chamberlain.  Hoyt  Chamberlain,  secretary  of  the  National 
Civic  Betterment  League.  Washington,  D.  C. 

The  Chairman.  Mr.  Chamberlain,  how  long  will  it  take  you  in 
your  direct  presentation? 

Mr.  Chamberlain.  I  do  not  think  more  than  15  minutes,  ]Mr. 
Chairman. 

The  Chairiman.  Very  well. 

Mr.  Chamberlain.  To  conserve  time,  may  I  request  the  courtesy 
of  making  a  continuous  statement,  after  which  I  will  gladh'  answer 
any  questions. 

The  Chairman.  Very  well. 

Mr.  Chamberlain.  Mr.  Chairman  and  gentlemen  of  the  com- 
mittee, our  organization  is  a  voluntary  one.  Originally  its  aim 
was  to  better  housing  conditions  for  working  people  in  cities  and 
larger  towns,  but  our  scope  rapidly  widened  to  take  in  rural  housing 
conditions,  employment,  and  education.  In  fact,  there  is  scarcely 
anything  to-day  from  the  broad  standpoint  of  civic  betterment  with 
which  our  league  has  not  been  identified  in  different  portions  of 
the  countr\\  I  have  been,  on  behalf  of  the  league,  into  all  the  States 
of  our  Union  except  three,  and  have  had  adequate  opportunity  for 
hearing  from  and  conversing  with  our  members  and  people  who 
are  in  touch  with  our  members. 

I  am  an  American  to  the  core.  Our  organization,  this  league,  is 
intensely  American.  We  believe  in  our  American  Government;  in 
the  American  Constitution;  of  government  of,  by,  and  for  the  peo- 
ple ;  in  the  American  conception  of  education ;  and,  above  all,  in  tlie 
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ideals  of  the  American  hoii^e.  But,  o-entlemen,  we  are  not  lulled  or 
misled  as  to  certain  unmistakable  indications  of  deep  and  resentful 
unrest  in  every  portion  of  this  country  to-day,  from  which  I  have 
written  and  sjDoken  information.  This  Avave  of  discontent  and  of  un- 
rest has  increased  by  leaps  and  bounds  within  the  last  three  years. 
The  principal  spur  seems  to  have  been  the  tremendous  increase  in 
the  cost  of  living,  without  adequate  or  fitting  increases  in  compensa- 
tions paid.  A  great  many  of  the  complaints  and  expressions  of  bit- 
terness which,  by  the  way,  were  directly  responsible  for  my  location 
being  changed  to  Washington,  trace  or  claim  to  trace  the  major  cause 
for  increases  in  living  (what  some  are  pleased  to  called  exploitation 
and  profiteering  of  the  masses  of  the  people)  to  a  group  of  compara- 
tively few  men,  essentially  individualistic  and  anarchic,  who  hold 
themselves  above  and  beyond  all  law  save  as  it  serves  their  purposes, 
and  whose  consuming  ambition  is  lust  of  greed. 

One  great  factor  in  this  system  of  exploitation  is  the  railroad  in- 
dustry of  this  country  as  it  existed  up  to  1917.  No  informed  or  un- 
biased person  will  deny  the  overcapitalization  of  railroads  with  ref- 
erence to  actual  investments.  We  may  differ  as  to  the  amount  of 
overcapitalization  or  the  justice  of  such  overcapitalization,  but  not  as 
to  the  fact.  The  payment  of  our  railroad  debt,  wh&ther  honest  or 
fictitious,  inevitably  falls  upon  the  great  majority  of  the  consumers. 

I  have  in  the  last  few  days  made  a  compilation  which,  I  confess 
startled  me.  I  took  what  I  considered  to  be,  from  my  own  knowl- 
edge of  railroad  financing,  and  also  geographical  location  with  refer- 
ence to  service  in  different  parts  of  the  country,  a  group  of  12  rail- 
roads. From  the  stock  and  bond  registry  I  took  the  amount  of  each 
issue  of  stocks  and  bonds  of  each  of  these  12  railroads,  computed 
their  present  worth  upon  current  prices  on  the  New  York  Stock  Ex- 
change, to  be  accurate,  as  of  date,  September  8,  1919,  and  summed 
them.  As  compared  with  the  par  value  of  the  issues  of  these  se- 
curities, the  present  market  values  indicated  a  fraction  less  than  56 
per  cent.  I  will  repeat,  that  I  took  this  list  of  railroads,  avoiding 
those  whose  stocks,  for  instance,  are  so  low  as  to  be  inactive  and  not 
quoted  upon  the  stock  exchange,  and  by  the  same  token  of  fairness, 
I  undertook  to  avoid  the  higher-priced  railroads — I  sought  reason- 
able averages.  If  these  12  railroads  are  a  reasonable  average,  and  I 
believe  they  are — I  will  read  the  list  in  a  moment — if  we  are  to  ac- 
cept an  approximate  of  $22,000,000,000  as  representing  all  of  the 
stock  and  bond  issues  of  the  railroads  of  this  country 

The  Chairman  (interposing).  That  includes  the  dupulication ; 
there  are  between  two  and  three  billion  dollars  of  duplication? 

Mr.  Chaimberlain.  Yes,  sir. 

The  Chairman.  You  should  make  an  allowance  for  the  duplica- 
tion. 

Mr.  Chatmrerlain.  Yes,  sir.  Allowing  then  a  basis  of  $20,000.- 
000,000 — I  thank  the  chairman  for  the  suggestion — on  the  basis  of 
o6  per  cent  would  indicate  an  actual  valuation,  according  to  the  cur- 
rent prices  on  tlie  New  York  Stock  Exchange,  of  onlv  about  $11,000,- 
000,000,  instead  of  $20,000,000,000.  Can  it  be  possible  that  this  Con- 
gress contemplates  legislation  which  by  any  means  will  undertake 
to  validate  the  par  value  when  the  owners  of  these  securities  them- 
selves are  dealing  every  day  on  the  basis  of  $11,000,000,000?     And 
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let  it  Ije  stated  liere  and  now  that  the  thoughtfid,  reading,  conserva- 
tive class  of  workers,  of  clerks,  of  artisans,  of  small  storekeepers  and 
of  professional  men  Avho  are  represented  in  the  membership  of  the 
National  Civic  Betterment  League  know  what  this  means.  If  any- 
one imagines  that  they  do  not  know  and  realize  what  this  thing 
means,  there  is  a  woeful  mistake  being  made.  Gentlemen  of  the 
committee,  they  do  know;  the  working  people  generally  over  this 
country  know.  If  it  shall  be  possible  that  legislation  which  will 
permit  such  a  thing  as  that  slmll  be  enacted  the  working  masses  of 
this  country  will  consider  that  the  difference  between  $20,000,000,000 
and  $11,000,000,000  will  be  a  gigantic  public  larceny  for  which  the 
public  pays. 

I  realize  that  I  must  be  brief,  but  there  is  one  more  point  in  this 
proposed  legislation  which  most  solemnly  and  with  all  my  soul  I  de- 
sire to  protest  and  warn  against.  It  is  currently  reported  at  the 
Capitol  and  last  Sunday's  Washington  newspapers  made  a  forecast 
of  a  determination  on  the  part  of  Congress  to  enact  legislation  which 
will  make  it  difficult,  undesirable,  and  dangerous  for  railroad  men 
to  strike.  It  requires  no  argument,  no  statement  from  the  stand- 
point of  fairness,  that  any  contract  or  agreement  entered  into  be- 
tween employees  and  employers  should  be  lived  up  to,  whether  they 
like  it  or  not.  We  have  courts  wdiich  are  capable  of  dealing  with  the 
problem,  and  from  my  experience  with  the  courts  both  as  an  em- 
ployer and  employee,  I  have  never  yet  found  a  State,  circuit,  or  dis- 
trict court  which  w^as  at  all  backward  in  protecting  to  the  limit  the 
rights  of  employers.  But  if  there  shall  be  attempted  by  this  Con- 
gress legislation  tending  to  take  away  from  a  free-born  American 
the  God-given  right  to  quit  his  job  as  a  broad  proposition  whenever 
he  feels  that  it  is  to  his  interest — and  that  it  is  a  part  of  his  citizen- 
ship right  to  do  so — that  legislation  will  be  a  direct  step  in  the  di- 
rection of  creating  a  conditon  of  involuntary  servitude.  God  forbid 
that  that  hour  shall  ever  come  in  this  countrv.  If  it  shall  come  it 
will  be,  gentlemen,  a  step  backward  toward  the  Dark  Ages,  feudal- 
ism, serfdom,  and  slavery.  The  American  people,  the  class  of  people 
with  whom  I  am  in  touch,  will  not  stand  for  it.  With  all  earnest- 
ness and  realization  of  the  great  portent  of  what  I  shall  here  say,  I 
fear  and  I  have  good  ground  for  fearing,  that  there  will  be  commer- 
cial and  industrial  revolution  which  will  threaten  and  imperil  every 
element  in  American  civilization  which  is  worthy  of  preservation. 
Again  I  earnestly  warn  against  such  enactment. 

I  have  listened  to  and  studied  with  great  interest  the  several  pro- 
posals submitted  to  this  committee  as  to  the  method  of  dealing  with 
the  railroads.  Mr.  Lenroot's  plan  was  very  interesting.  I  noted, 
however,  in  only  one  of  the  plans  a  disposition  to  give  a  square  deal 
financially ;  that  is,  a  payment  to  the  present  owners  of  the  railroads 
of  a  sum  in  the  purchase  of  them  representing  the  amount  of  actual 
investment  based  on  costs  at  the  time  of  those  investments. 

That  was  the  plan  proposed  by  Mr.  Plumb.  Like  everyone  with 
whom  I  have  talked  who  has  any  knowledge  concerning  this  topic, 
I  am  not  able  to  indorse  unqualifiedly  any  one  of  these  several  plans. 
There  are  some  good  features  in  each  of  them,  but  from  the  stand- 
point of  the  need  of  Government  ownership  it  seems  to  me  that  the 
general  outline  of  the  Plumb  plan  is  fairest. 
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I  cordially  agree  with  the  President  of  the  United  States  in  his 
address  the  other  daj-  at  Minneapolis,  wherein  he  counseled  that 
labor  should  be  a  full  partner  with  capital.  The  Plumb  idea  seems 
to  carry  that  thought  to  its  logic;il  measure,  and  with  reference  to 
the  suggestions  of  the  Plumb  plan,  gentlemen,  wdien  we  need  a  man 
to  conduct  a  business  for  us  whom  do  we  go  to?  Do  Ave  not  try  to 
find  the  man  or  men  who  know  most  about  that  business?  Gen- 
tlemen, I  respectfully  submit  that  the  railroad  officials  and  the  classi- 
fied employees  of  these  railroads  are  to-day  the  best  informed,  have 
the  most  intimate  knowledge  of  the  needs  of  these  railroads  of  any 
bunch  of  men  in  the  world,  nothing  barred.  If  those  men  shall  be 
giA'en  a  chance  to  operate  these  roads,  for  instance,  on  the  Plumb 
plan  or  something  near  it  and  they  shall  fail,  the  public  can  dis- 
charge them  as  managers. 

It  is  almost  a  certainty  that  notliing  could  be  any  worse  than  the 
physical  and  financial  condition  of  these  roads  in  the  early  part  of 
1917.  Confessedly  and  avowedly  on  the  part  of  their  owners  the}' 
faced  bankruptcy,  disaster,  and  ruin,  and  the  physical  condition  of 
the  majority  of  those  railroads,  so  far  as  I  have  been  able  to  in- 
spect them  from  the  rear  end  of  trains  and  occasionalh'  from  cabs, 
fully  bore  that  out. 

There  is  a  bit  of  human  nature,  railroad  human  nature,  wdiich  Mr. 
Plumb  very  ingeniously  recognized — it  is  the  impassible  gulf,  the 
unwritten,  indefinable,  but  all-potent  caste  between  the  official  em- 
ploj^ees  and  the  classified  employees  of  the  railroads.  Now,  ger^tle- 
men,  a  man  who  has  not  been  through  that  experience  has  no  con- 
ception of  it.  As  quickly  as  a  classified  worker  is  promoted  to  the 
official  class,  if  he  ever  is,  and  becomes  in  railroad  parlance  a  "  brass 
collar  " 

Mr.  Win  SLOW.  A  what? 

Mr.  Chamberlain.  A  brass  collar—that  is  railroad  parlance  for 
nn  official — he  becomes  immediately  separated  from  the  fellowship 
and  confidence  of  his  former  associates  in  the  worker  class.  He 
will  retain  their  respect  and  their  loyalty  as  long  as  he  demonstrates 
his  capacity  to  ''  hit  the  ball " — that  is  more  railroad  parlance.  But 
he  has  stepped  into  another  working  world.  He  is  no  longer  one  of 
the  workers.  He  is  a  brass  collar,  who  is  watching  all  the  time  for 
imperfections  in  tlie  worlfers,  and.  believe  me,  they  watch  him. 
There  are  no  more  harsh  or  unsparing  critics  of  railroad  men  in  any 
class  of  work  than  his  fellow  railroad  men. 

I  have  been  a  classified  worker  and  also  a  brass  collar.  I  know 
whereof  I  speak,  and  every  railroad  man  who  has  had  similar  ex- 
perience will  indorse  and  subscribe  to  this  statement  concerning  the 
gulf — the  caste,  if  you  please — between  classified  railroad  workers 
and  the  officials  of  a  road. 

In  conclusion  I  believe  that  something  in  legislation  along  the 
Lenroot  and  Plumb  plans,  possibly  where  there  is  a  greater  repre- 
sentation on  the  part  of  the  public — that  is  to  say,  directors  appointed 
by  the  President  of  the  United  States  in  the  proposed  corporate 
organization  to  operate  railroads  for  the  Government — is  possibly 
the  panacea  and  the  necessary  thing  for  the  solution  of  the  railroad 
problem.    It  is  not  necessary  that  I  should  go  into  details  about  that. 

Gentlemen,  I  thank  vou. 
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Mr.  Merritt.  You  said  you  were  going  to  give  iis  the  names  of 
tlie  12  roads  that  3^011  referred  to. 

Mr.  Chamberlain.  Do  you  Avish  the  prices  current  on  that  day? 

Mr.  Merritt.  No;  I  just  want  the  names  of  the  roads. 

Mr.  Chamberlain.  Bakimore  &  Ohio;  Chicago,  Rock  Ishmd  & 
Pacific;  Chicago  Great  Western;  Denver  &  Eio  Grande;  Great 
Northern;  Missouri  Pacific. 

Mr.  Merritt.  The  Missouri  Pacific? 

Mr.  Chamberlain.  Yes;  the  old  Gould  Southwestern  System. 

Mr.  DoREMUs.  I  suggest  that  he  also  give  the  stock  quotations. 

Mr.  Chamberlain  (continuing).  New  York,  Chicago  &  St.  Louis; 
the  Pennsylvania;  Seaboard  Air  Line;  St.  Louis  &  San  Francisco; 
Southern  Railway;  and  the  Wabash. 

Mr.  DoEEMus.  How  many  of  those  12  roads  are  now  paying  divi- 
dends? 

Mr.  Chamberlain.  You  mean  with  reference  to  dividends  upon 
stork? 

Mr.  DoREMus.  Yes. 

Mr.  Chamberlain.  That  I  did  not  undertake  to  classify. 

Mr.  DoREMus.  Do  any  of  them  pay  dividends  at  the  present  time  ? 

Mr.  Chamberlain.  I  think  so.  I  think  the  Baltimore  &  Ohio  and 
(lie  Pennsylvania 

The  Chairman.  The  Baltimore  &  Ohio  has  failed  to  earn  its  stand- 
ard return  under  the  Federal-control  act. 

Mr.  Sims.  He  referred  to  the  period  up  to  1917  in  his  statement. 
He  did  not  include  Government  control. 

The  Chairman.  You  did  not  include  the  period  of  Government 
control  in  your  estimate,  did  you? 

Mr.  Merritt.  Oh,  yes ;  this  was  taken  as  of  September  8,  two  days 
ago,  I  understood  him  to  say. 

Mr.  Chamberlain.  These  figures  were. 

Mr.  Sims.  I  understood  that  he  took  the  quotations  on  the  *th 
of  September  of  these  same  roads. 

Mr.  Chamberlain.  At  the  present  time :  yes,  sir. 

Mr.  Sims.  But  as  to  the  dividends,  I  did  not  understand  him  to 
make  such  a  statement  as  that. 

Mr.  Chamberlain.  I  did  not  make  such  a  statement. 

Mr.  Siais.  And  the  standard  return  is  paid  regardless  of  the  divi- 
dends. 

The  Chairman,  I  understand  that  you  made  no  investigation  as  to 
the  dividend-paying  capacity  of  these  roads  as  of  September  8,  or 
any  other  da3\ 

Mr.  Chamberlain.  No. 

Mr.  WiNSLOw.  How  did  you  get  at  the  valuation  ? 

Mr.  Chaimberlain.  I  took  the  figures  of  each  issue  of  stocks  and 
bonds  of  each  of  these  railroads  from  what  is  known  as  the  stock  and 
bond  registry. 

Mr.  Win  SLOW.  That  referred  to  the  securities  and  not  to  the  values 
of  the  roads.  You  are  talking  about  the  value  being  reduced  down 
to  ten  or  twelve  billion  dollars — how  do  you  arrive  at  those  values? 

Mr.  Ciia:\iberlain.  From  quotations  in  the  Washington  Post  of 
New  York  Stock  Exchange  prices,  which  I  believe  Avere  as  of  Septem- 
ber 8. 
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Mr.  WiNSLOw.  Yoli  dealt  with  securities  entirely  in  your  con- 
sideration of  the  proposition  ? 

Mr.  Chamberlain.  I  took  the  current  market  prices  as  quoted. 

Mr.  WiNSLOW.  Have  you  given  any  consideration  to  physical 
values  ? 

Mr.  Chamberlaix.  I  have  taken  only  the  figures  as  quoted  on  the 
New  York  Stock  Exchange. 

Mr.  WINSL0w^  They  do  not  quote  physical  valuations;  they  quote 
market  prices  of  securities  only. 

Mr.  Chamberlain.  Certainly. 

Mr.  WiNSLOw.  Now,  what  do  you  know  about  the  valuations  of 
those  roads,  actually? 

Mr.  Chamberlain.  I  did  not  go  into  the  question  of  valuations  in 
this  matter. 

The  Chairman.  Are  you  acquainted  with  the  physical  valuations 
that  have  been  made  by  some  of  the  States  ? 

Mr.  Chamberlain.  I  have  not  made  a  study  of  them  except  in 
certain  portions  of  the  construction  of  the  Chicago,  Milwaukee  & 
Puget  Sound  Railway,  which  is  the  latest  transcontinental  construc- 
tion, and  I  have  personal  knowledge  of  certain  portions  of  the  Mis- 
souri Pacific  System,  the  St.  Louis  &  San  Francisco  Railroad  System, 
the  Midland  Valley  Railroad  from  Wichita,  Kans.,  down  to  Fort 
Smith,  Ark.,  through  Oklahoma,  and  maybe  half  a  dozen  others. 

The  Chairman.  Are  you  familiar  with  the  valuation  made  by  the 
State  of  Minnesota  and  how  that  valuation  compares  with  the  capi- 
talization of  the  roads  in  that  State? 

Mr.  Chamberlain.  I  am  not. 

The  Chairman.  Then  you  are  not  aware  of  the  fact  that  the  phys- 
ical valuation  made  by  the  State  of  Minnesota  is  almost  the  same  as 
the  capitalization  of  the  roads — the  8,000  miles  of  road  in  that  State, 
the  capitalization  including  bonds  as  well  as  stocks.  The  physical 
valuation  made  in  the  State  of  New  Jersey  is  also  about  the  same  as 
the  capitalization  of  the  two  thousand  and  odd  miles  in  the  State  of 
New  Jersey.  Now,  if  those  are  samples,  would  you  still  say  there 
was  such  a  big  discrepancy  between  the  capitalization  of  the  roads 
and  their  actual  value? 

Mr.  Chamberlain.  No,  Mr.  Chairman,  but  you  fail  entirely  to 
take  into  consideration  the  ownership  directly  by  these  large  cor- 
porations of  smaller  branch  lines  outside  of  those  States  whose  in- 
vestments are  small  compared  to  their  main  lines.  There  are  branch 
lines  and  there  are  auxiliaries  whose  stocks  and  bonds  are  not  listed. 
They  are  not  traded  in. 

The  Chairman.  That  has  nothing  to  do  with  the  Minnesota  valua- 
tion, which  valued  trunk  lines  and  all  the  branches  and  independent 
lines  physically. 

Mr.  Chamberlain.  INIerely  as  an  offset,  in  part,  to  what  you  have 
stated,  I  will  mention  that  the  present  Muskogee  extension  of  the 
St.  Louis  &  San  Francisco  from  Fayetteville,  Ark.,  to  Musko- 
gee, including  the  expensive  crossing  of  the  Grand  River  in  eastern 
Oklahoma,  cost,  with  equipment,  station  buildings,  and  sidings,  com- 
plete, with  terminals  at  Muskogee,  a  little  over  $16,000  a  mile.  There 
were  five  sets  of  contractors  and  five  sets  of  books  on  that  job  to  my 
knowledge,  because  I  was  there  and  on  one  of  them ;  and  when  that 
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road  emerged  from  construction  it  Avas  loaded  down  with  securities 
to  the  amount  of  $55,000  a  mile. 

The  Chairman.  I  do  not  justify  any  such  financing  of  roads,  but 
the  fact  I  am  trying  to  arrive  at  is  the  relation  that  the  physical 
valuation  of  railroad  property,  where  it  has  already  been  made,  bears 
to  the  capitalization. 

Mr.  Chamberlain.  If,  Mr.  Chairman,  those  valuations  have  been 
made  with  reference  to  initial  cost,  and  not  upon  present  inflated 
costs,  which,  in  the  nature  of  things  can  not  be  maintained,  then  I 
concede  the  full  justice  of  your  point. 

The  Chairman.  Will  you  let  me  add  that  the  Minnesota  valuation 
was  made  in  1907. 

Mr.  Chamberlain.  That  should  have  been  at  a  minimum. 

The  Chairman.  Surely,  and  yet  it  shows  a  phj'sical  valuation 
almost  equal  to  the  capitalization  of  the  8,000  miles  of  road  in  that 
State. 

Mr.  Chamberlain.  And  as  a  further  offset,  I  can,  of  personal 
Iviiowledge,  refer  to  the  construction  of  the  lines  of  the  Chicago, 
Kansas  &  Nebraska  Railway,  wnthin  the  State  of  Kansas,  Avhich 
was  the  Rock  Island's  line  west  of  the  Missouri  River.  They  carried 
a  debt  of  $62,000  a  mile  against  a  construction  cost  of  about  $14,000, 
and,  Mr.  Congressman,  if  you  please,  I  believe  I  could  recount  to 
you  many  more  instances  where  there  was  just  as  shameless  and  dis- 
honest overcapitalization  as  those  which  I  have  here  stated. 

Mr.  Dore]\[us.  Mr.  Chamberlain,  I  would  like  to  ask  you  a  question 
about  wages  and  the  right  of  the  men  to  strike.  Let  us  assume  that 
Congress  sets  up  an  arbitration  board  for  the  adjustment  of  wage 
disputes  and  gives  the  employers  and  employees  equal  representation 
on  that  board  and  provides  for  certain  machinery  of  investigation 
at  a  certain  time,  do  you  think  that  during  the  process  of  adjustment 
the  laAv  shall  allow  the  men  to  strike? 

Mr.  Chamberlain.  I  do  not  think  there  should  be  any  restrictive 
measures  which  will  abridge  the  rights  of  free-born  Americans.  I 
do  not  consider  as  anything  short  of  dangerous  any  legislation  which 
.seeks  to  impose  a  condition  of  involuntary  servitude,  wdiether  it  be 
for  a  short  or  a  long  while.  The  courts  will  govern,  and  the  courts 
will  pass  upon  the  merits  of  any  agreement  or  contract  existing  be- 
tween employer  and  employee,  and  from  past  experience  the  em- 
ployers never  suffer. 

Mr.  DoREMus.  I  gather  from  your  answer  that  you  believe  em- 
ployees should  have  the  unrestricted  right  to  strike  at  any  time 
during  the  process  of  adjustment. 

Mr.  Chamberlain.  No,  Mr.  Congressman.  If  it  is  in  violation 
of  any  agreement  or  contract  of  theirs 

]\Ir.  DoREMus  (interposing).  I  am  not  talking  about  any  contract. 
The  case  I  submitted  to  you  was  this :  Assuming  that  Congress 
establishes  this  arbitration  board  and  provides  ample  machinery  for 
negotiation  and  adjustment  between  the  employers  and  the  employees 
upon  the  railroads,  pending  the  negotiations  and  the  attempt  to 
adjudicate  the  differences,  do  you  believe  the  law  should  permit  the 
employees  to  strike. 

Mr.  Chamberlain.  No;  providing  there  is  reasonable  dispatch  in 
the  handling  of  the  issue. 
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Mr.  DoREivrus,  Assuming,  then,  that  the  law  does  provide  reason- 
able dispatch,  do  you  think  the  employees  should  be  permitted  to 
strike  pending  final  determination  of  the  issue  ? 

j\Ir.  Cha:mberla5N.  I  will  go  back  of  that  and  say  that  I  do  not 
believe  any  such  measure  providing  for  any  such  condition  or  re- 
striction should  be  enacted.  I  think  it  is  contrary  to  the  spirit  of 
Americanism.  There  is  no  restriction  upon  the  employer  who  wishes 
to  discharge  an  emploj^ee. 

The  Chairman.  You  would  have  it  apply  to  lockouts  as  well  as  to 
strikes,  I  presume,  Mr.  Doremus? 

Mr.  Doremus.  Yes.  I  gather  from  your  answer,  then,  that  you  do 
not  believe  that  any  restrictions  upon  the  right  to  strike  should  be 
imposed  by  the  Federal  Government? 

Mr.  Chamberlain.  No  more  than  to  restrict  an  employer  from 
discharging  an  incompetent  employee  for  cause. 

Mr.  Doremus.  Then  I  will  ask  you  this  question :  In  your  answer 
have  3'ou  taken  into  consideration  the  suffering  and  the  misery  and 
the  possible  starvation  that  might  prevail  in  the  large  industrial 
centers  of  this  country  if  such  a  strike  should  be  prolonged  to  any 
considerable  extent? 

Mr.  Chamberlain.  Mr,  Congressman,  I  have  reckoned  that.  I 
have  been  up  against  it  twice.  I  have  also  reckoned  and  taken  into 
consideration  tliat  but  a  small  percentage  of  workers  to-day  can  or 
have  been  able  under  economic  conditions  existing  in  my  time  to 
accumulate  or  earn  sufficient  to  give  their  children  a  decent  educa- 
tion, to  put  by  enough  to  take  care  of  the  wife  and  the  old  man  in 
their  old  age,  and  that  condition  is  accentuated  to-day,  and  as  a  rule 
is  a  little  bit  worse,  to  my  personal  knowledge  and  observation,  in 
all  parts  of  this  country  than  it  ever  has  been  before.  It  is  a  question 
always  of  the  greatest  good  to  the  greatest  number.  If  your  ques- 
tion was  to  be  answered  categorically,  there  might  be  temporary 
harm  to  a  great  many;  but  my  impression  is  that  a  sense  of  mutual 
justice  and  of  fairness  and  of  American  decency  would  intervene  and 
prevent  any  suffering  of  the  masses  in  such  a  contingency  as  you 
have  stated. 

Mr.  Doremus.  Will  you  explain  to  the  committee  how  you  can 
prevent  suffering  in  the  large  industrial  centers  of  this  country  if 
tlie  cars  do  not  move? 

Mr.  Chamberlain.  I  believe  the  cars  will  move. 

Mr.  Doremus.  What  makes  you  think  they  will  move  in  the  face 
of  a  country-wide  strike? 

Mr.  Chamberlain.  Because  a  sense  of  Americanism  and  justice 
liud  fairness  will  bring  about  an  adjustment  of  the  conditions  which 
might  result  in  a  strike.  Very  feAv  nation-wide  strikes  can  be  cited 
Avhich  ever  resulted  directly  in  suffering  to  a  mass  of  the  people; 
in  fact,  for  the  last  couple  of  years  in  the  winter  time,  I  have  been 
in  cities  where  a  systematic,  corporate  restriction  of  the  movement 
of  coal  has  caused  such  a  scarcity  in  cities,  that  poor  people  suffered 
with  cold,  disease,  and  were  open  to  influenza,  pneumonia,  and.  death 
by  reason  of  this  lack  of  fuel.  Surely,  the  condition  which  you  state 
could  not  be  very  much  worse  with  reference  to  the  fuel  question 
than  that  which  we  have  had  for  two  winters  past  in  some  por- 
tions of  this  country,  and  which,  by  the  way,  portends  right  noAv  for 
the  coming  winter. 
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Mr.  DoREMus.  The  situation  regarding  coal  a  year  ago  last  winter 
was  undoubtedly  very  severe,  and  let  me  ask  you  what  you  think 
the  situation  would  have  been  if  the  railroads  had  not  been  permitted 
to  operate  at  all? 

Mr.  Chamberlain.  Well,  I  do  not  believe  in  tryiug  to  answer 
hypothetical  questions.  The  condition  was  bad  enoug-li  two  years 
ago  and  there  was  little  enough  coal  that  came  into  certain  markets 
Avithin  100  miles  of  great  producing  mines — so  little  coal  came  in 
that  people  could  not  get  a  sufficient  amount  and  suffered  from  a 
lack  of  fuel. 

Mr.  Hamilton.  What  do  you  think  of  the  proposition  which  has 
been  frequently  suggested  here  that  all  labor  organizations  should 
be  incorporated,  so  that  there  may  be  a  corporate  responsibility 
on.  the  one  hand  against  the  corporate  responsibility  on  the  part  of 
capital. 

Mr.  Chamberlain.  Well,  that  has  been  given  some  thought  with 
reference  to  the  railroads 

Mr.  Hamilton.  I  am  speaking  of  this  now  as  a  general  proposition 
because  you  are  discussing  a  general  proposition. 

Mr.  Chamberlain.  Yes ;  such  a  proposition  would  have  its  advan- 
tages and  its  merits,  and  it  would  have  certain  disadvantages  from 
the  standpoint  of  the  workers. 

Mr.  Hamilton.  You  are  speaking,  though,  in  answer  to  recent 
questions,  having  in  mind,  as  I  understood  you,  the  best  interests  of 
the  greatest  number,  and  I  thought  you  were  taking  broad  ground, 
and  I  thought  I  might  have  a  broad,  fair  answer  from  you. 

Mr.  Chamberlain.  Mr.  Congressman,  if  corporate  organizations  of 
laboring  men,  or  unions,  were  with  a  view  to  promoting  or  forward- 
ing tlie  proposition  of  restricting  the  only  effective  weapon  which 
labor  possesses — that  of  the  strike — then,  as  a  matter  of  principle,  I 
would  have  to  reply  "  No." 

Mr.  Hamilton.  Let  us  take  that  element  out  of  it,  because  I  did 
not  have  that  in  mind  in  propounding  the  question. 

Mr.  Chamberlain.  Then  I  think  it  might  probably  be  a  wise  thing. 

Mr.  Hamilton.  I  want  to  speak  to  you  just  a  moment  about  the 
question  of  coal,  and  I  coincide  with  what  you  have  just  said,  that 
we  are  in  fact  in  danger  of  a  coal  famine. 

Mr.  Chamberlain.  That  is  true. 

Mr.  Hajiilton.  I  come  from  southwestern  Michigan.  Hard  coal, 
grate  coal,  is  sold  there  by  dealers  at  about  $12  a  ton.  The  poor 
]:)'ople  are  having  difficulty  about  getting  enough  money  together 
to  keep  warm  the  coming  winter.  You  have  investigated  this  and 
you  are  connected  with  an  organiz;^tion  which  has  consideration  of 
housing  facilities  and  the  comfort  of  poor  pgople? 

Mr.  Chamberlain.  That  is  true. 

Mr.  Hamilton.  Who  is  to  blame  for  this  situation?  I  should 
like  to  know. 

]Vrr.  Cha^iberlain.  Mr.  Congressman,  I  thank  you  for  the  ques- 
tion.   !May  I  answer  it  in  my  own  way  ? 

Mr.  Hamilton.  Yes.  sir;  if  you  know  anything  about  it,  please. 

Mr.  Chamberlain.  I  have  letters,  in  response  to  a  bunch  that  I 
sent  out  to  our  vice  presidents  in  whose  States  there  were  large 
railroad  freight  and  passenger  divisions  and  terminal  points.    These 
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letters  have  reference  to  the  fuel  question,  and  also  reference  to  the 
purchase  by  the  railroads  at  this  time  with  reference  to  future  needs. 
I  think  I  iiave  16  replies,  which  ^o  all  Uie  way  from  California  to 
western  New  York  and  from  Illinois  to  Louisiana.  With  two  ex- 
ceptions I  Avas  informed,  first,  that  the  railroads  at  the  present  time 
at  certain  divisional  points  were  putting  in  stock,  in  loaded  cars 
on  sidings,  an  uni)re('cdented  amount  of  coal.  Right  there,  Mr.  Con- 
gressman and  gentlemen  of  the  committee,  is  the  main  trouble  in 
many  sections  why  cars  can  not  be  had  to  move  coal.  Coal  is  brought 
in  as  compan}^  coal — I  am  talking  about  the  method,  because  I  have 
done  this  myself  again  and  again,  I  know  what  T  am  talking  about ; 
it  is  not  guesswoiTc,  Company  coal  is  shipped  from  the  mines  on 
D.  H.  bills,  the  company  coal  bills  go  to  the  superintendent's  office.  A 
favored  coal  dealer,  and  when  I  say  a  "  favored  coal  dealer "  I 
mean  a  coal  dcalei'  whose  business  is  backed  in  all  or  in  part  by 
the  same  element  which  is  interested  in  the  stocks  and  bonds  of  the 
railroads — when  that  favored  coal  dealer  wants  coal  and  has  to 
have  it,  the  company  will  release  to  him  what  he  wants,  adding 
the  freight  per  ton  from  the  mine,  plus  switching  and  at  or  near  the 
then  wholesale  market  price. 

Mr.  Hamilton.  Let  us  pursue  that  a  little  further. 

Mr.  Chambeklain.  I  can  recall  in  a  few  moments  the  divisional 
points  which  I  have  investigated  personally  in  the  last  two  years, 
where  there  were  hundreds  and  hundreds  of  gondolas  and  coal  cars 
loaded,  and  tied  up  with  coal  for  company  use,  or  to  be  released  by 
the  company  at  the  official's  dictum  to  favored  dealers. 

Mr.  Hamilton.  Let  me  see  if  I  understand  you.  You  mean  this, 
that  a  railroad  corporation  has  coal  shipped  to  itself,  billed  to  certain 
points,  intending  to  distribute  that  coal  from  time  to  time  as  it 
pleases  ? 

Mr.  Chamberlain.  No,  sir.    That  intent  you  could  never  prove. 

Mr.  Hamilton.  Is  the  other  part  of  the  statement  correct? 

Mr.  Chamberlain.  Absolutely  correct,  to  my  knowledge. 

Mr.  Hamilton.  In  other  words,  railroad  corporations — and  you 
say  you  know  this 

Mr,  Chamberlain  (interposing).  I  do  know  it. 

Mr.  Hamilton  (continuing).  Are  collecting  coal  at  divisional 
points  and  these  other  points  where  you  have  made  investigation? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  Montague.  He  says  that  he  has  16  letters. 

]Mr.  Chamberlain.  Fourteen  of  them  reported  this  condition  of 
things  and  one  other  thing,  Mr.  Congressman,  which  I  shall  mention 
before  I  am  through. 

Mr.  Hamilton,  Let  us  get  this  boiled  down.  They  are  accumu- 
lating carload  lots  of  coal  which  they  absolutely  control  and  they 
propose — I  was  taking  the  next  step  that  I  gathered  from  what  you 
said  was  the  next  step — that  the^^  proposed  to  dispose  of  that  coal, 
fixing  their  own  price,  having  in  mind  the  general  market? 

Mr.  Cha:mberlain.  Provided,  of  course,  such  distribution  to  the 
favored  dealers  who  would  run  their  supply  needed  for  operation  to 
the  danger  point. 

Mr.  Ha:\[ilton.  I  see.  That  is  their  selected  dealers.  You  call 
them  "favored  dealer's?" 
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Mr,  CiiAMBERLAix.  Ill  everv  city  that  I  have  been  in  in  the  last 
eicrht  or  ten  years  there  have  been  one  or  more  favored  dealers  of 
that  kind. 

Mr.  Hamilton.  That  condition  has  been  running  right  down 
to  date? 

Mr.  Chamberlain.  No.  Mr.  Congressman,  under  Government  su- 
pervision of  management — please  mark  my  distinction  between  Gov- 
ernment management  and  Government  supervision,  because  the  same 
men  who  0]^erated  and  ran  these  roads  in  1916  were  running  them 
in  1918.  There  is  a  Government  supervision  of  control,  but  there 
is  not  an  actual  Government  control. 

Mr.  Haisiilton.  Very  well.  Then  this  condition  which  you  have 
described  has  continued  down  to  date? 

Mr.  Chamberlain.  Xo,  Mr.  Congressman,  because  there  has  been 
such  an  influence  brought  to  bear  by  the  regional  directors  appointed 
by  the  Director  General,  wliich  upon  appeals  of  individual  mines  and 
shippers  for  cars  have  in  many  instances  been  met  so  far  as  the  fact 
of  the  railroad  administration  monopolizing  equipment  by  storing 
compan}^  coal  (as  I  have  before  said),  would  permit.  Whenever 
the  storage  of  company  coal  so  restricted  the  car  distribution  as  to 
make  it  impossible  for  some  mines  to  get  cars,  they  could  not  get 
the  cars.  I  Iniow  personally  of  a  number  of  mines  in  1917  and  in 
the  last  year  who  were  not  able  to  get  cars  because  of  the  claimed 
physical  inability  of  the  roads  on  which  their  mines  were  located 
to  give  them  coal  cars  by  reason  of  the  coal-car  equipment  being 
tied  up  at  the  divisional  points  with  company  coal. 

Mr.  Hamilton.  That  amounts  to  this:  That  down  to  date  the  rail- 
road corporation,  within  your  observation,  have  been  monopolizing 
the  coal  supply  so  far  as  they  could,  and  as  a  result  have  failed  to 
supply  necessary  cars  for  transportation  ? 

Mr.'  Chamberlain.  Very  largely,  Mr.  Congressman.  I  make  the 
charge  here 

Mr.  Hamilton.  That  states  it  ? 

Mr.  Chamberlain.  Yes,  sir.  I  make  the  charge  here  now,  and  I 
think  I  can  substantiate  it — I  know  I  can  substantiate  it — that  the 
principal  cause  of  the  tremendous  advance  in  coal  prices,  particularly 
in  bituminous  coal,  is  owing  solely  and  absolutely  to  that  one  cause. 

Mr.  Hamilton.  Do  they  buy  the  coal  at  the  mines  at  a  much  lower 
figure  than  they  dispose  of  it? 

Mr.  Chamberlain.  Mr.  Congressman,  you  can  not  answer  that 
question  categorically. 

Mr.  Hamilton.  I  want  your  best  information,  that  is  all. 

Mr.  Chamberlain.  I  have  known  of  cases  where — well,  I  recollect 
one  case  when  I  was  assistant  to  the  superintendent  of  the  Air  Line, 
under  instructions  from  Louisville,  I  caused  to  be  turned  over,  I 
think  it  was,  five  carloads  of  coal,  and,  if  I  recall  correctly,  the  in- 
voice which  passed  through  my  hands  to  the  dealer  was  25  cents  a 
ton  in  advance  of  the  mouth-of-the-mine  price  paid  by  the  railroad 
company.  Of  course,  on  top  of  that,  when  the  cars  were  turned  over 
the  dealer  paid  the  current  freight  rate  per  ton  from  the  mine  to  the 
terminal,  plus  switching. 

Mr.  Hamilton.  Then  the  railroad  company  in  that  case  is  not 
making  a  very  heavy  profit  ? 
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Mr.  Chamberlain.  No,  I  know  of  one  case  on  the  St.  Louis  &  San 
Francisco,  when  I  was  connected  with  that  road 

Mr.  Hamilton  (interposing).  Let  me  interrupt  you  before  you 
cite  the  specific  instance.  What  I  am  trying  to  get  at  is  this :  Whether 
coal  at  the  mine  is  sold  at  a  much  lower  price  than  is  charged  the 
consumer  ? 

Mr.  Chamberlain.  Yes.  Here  is  the  general  rule  on  bituminous 
coal. 

Mr.  Hamilton.  I  want  to  know  whether  the  people  are  being 
robbed. 

Mr.  Chamberlain.  Absolutely.    May  I  answer  it? 

Mr.  Hamilton.  Yes;  I  want  to  get  at  that. 

Mr.  Chamberlain.  On  bituminous  coal,  soft  coal,  the  general 
idea  is  that  the  mines  shall  get  the  very  minimum  profit  on  coal 
supplied  for  company  use.  The  railroad  is  the  dumping  ground ;  in 
other  words,  where  the  coal-mine  owner  can  always  get  his  money 
back  with  a  very  small  margin  of  profit;  but  the  consumers  pay  the 
big  prices. 

Mr.  Hamilton.  When  the  consumer  of  coal  is  paying  $12  a  ton 
what  is  the  coal  mine  getting  for  that  coal  ? 

Mr.  Chamberlain.  Mr.  Congressman,  that  varies  in  different  loca- 
tions. 
*    Mr.  Hamilton.  As  a  general  proposition? 

Mr.  Chamberlain.  As  a  general  rule,  there  is  a  considerably  lower 
price  paid  by  the  companies  for  coal  at  the  mine  than  is  charged  for 
coal  intended  for  public  consumption,  but  there  is  also  this  elelnent 
that  enters  into  the  thing:  There  is  a  great  deal  of  mine-run  coal 
with  a  large  percentage  of  slack  which  is  not  available  as  commercial 
coal  only  in  stress  such  as,  perhaps,  we  had  in  1917,  when  people 
used  dirt  if  they  could  not  get  anything  else;  "but.  as  a  rule,  the 
railroads  pay  a  less  price  for  their  coal  at  the  mouth  of  the  mine 
than  do  wholesalers  buying  for  commercial  uses. 

Mr.  Hamilton.  Well,  I  wanted  to  get  at  the  point  whether  the 
intermediate  dealer  somewhere  along  the  line  was  not  taking  too 
much  and,  possibly,  whether  the  miner  was  not  taking  too  much,  and 
whether  the  people  were  not  going  to  be  made,  possibly,  to  suffer  this 
winter  by  reason  of  unfair  prices  along  the  line  from  the  mine  to  the 
consuuipv. 

Mr.  Chamberlain.  The  distribution  of  commercial  coal  is  an  ex- 
pensive proposition.  I  do  not  believe  that  the  average  fuel  dealer 
in  a  town,  unless  he  shall  be  a  favored  dealer,  is  becoming  rich  at 
retailing  coal. 

JNIr.  Hamilton.  I  do  not  think  so  either. 

Mr.  Chamberlain.  The  mine  owner  makes  his  profit,  his  real 
profit,  off  of  commercial  coal,  and  he  does  not  make  it  off  of  the 
railroad  coal ;  that  is  a  cinch. 

There  is  one  thing  more  that  I  wish  to  state  before  the  point 
escapes  me;  that  is,  with  regard  to  the  railroads  gathering  supplies 
at  terminal  points.  In  15  of  the  16  letters,  all  except  one,  I  think, 
sets  forth  that  these  different  railroads  at  the  divisional  points  in 
different  parts  of  the  country  are  laying  in  supplies  of  ties,  bridge 
timber,  and  lumber  sufficient  to  provide  for  their  needs  for  that 
material  for  years  to  come.     Not  only  does  this  operate  to  run  np 
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expenses  and  make  to  the  public  a  bad  showing  of  Government 
supervision  of  control,  but  also  it  will  tend  to  reduce  the  operatiag 
expenses  of  the  railroads  as  chargeable  to  material,  if  the  railroads 
shall  be  taken  out  of  the  hands  of  supervision  of  control  by  the 
Government. 

Mr.  MoisTAGUE.  When  you  revise  your  statement  Avill  you  be  good 
enough  to  include  the  14  divisional  points  where  this  coal  is  being 
accumulated  by  the  railroad  companies? 

Mr.  Chamberlain.  I  have  information 

Mr.  Montague.  I  know  that  you  have  the  information,  but  will 
you  put  that  information  into  the  record,  the  names  of  the  14  divi- 
sional points  where  the  coal  is  being  accumulated  in  vast  quantities 
by  these  several  railroads  ? 

Mr.  Chamberlain.  If  that  information  can  be  given  to  this  com- 
mittee with  consistency  and  justice  to  the  men  who  gave  me  the  infor- 
mation, some  of  whom  are  railroad  employees.  I  will  do  so. 

Mr.  Montague.  I  do  not  ask  you  to  state  the  names  of  the  men  that 
gave  you  the  information,  but  just  state  the  divisional  points  and  the 
names  of  the  roads  at  the  points  who  are  engaged  in  this  vast  accumu- 
lation of  coal.  That  will  not  divulge  your  source  of  information 
at  all 

Mr.  Chamberlain.  If  my  informants  are  willing  I  shall  give  that 
information  with  the  approximate  number  of  cars  of  coal  and  other 
material,  I  will  gladly  give  it.  I  will  put  out  letters  to  that  effect  right 
away. 

Mr.  Montague.  If  you  do  not  disclose  their  names,  why  should  you 
object  to  giving  the  fact  that  coal  is  being  accumulated  at  these  points 
by  those  roads  ? 

Mr.  Chamberlain.  Governor,  if  you  had  been  a  railroad  man  you 
would  know  that  in  the  nature  of  things  such  information  as  that  can 
only  be  given  approximately  correct,  by  not  more  than  two  or  three 
men  beside  officials  at  any  railroad  division  point;  and  I  Avant  to  say 
to  you  that  it  is  a  very  dangerous  thing  for  railroad  emploj^ees  to  give 
out  any  information  of  any  kind  pertaining  to  railroad  management. 
If  I  had  any  hope  or  any  desire  to  ever  return  to  a  railroad,  I  here  and 
now  resign  it,  because  no  railroad  in  the  country  would  ever  employ 
me  after  my  public  statement  to  this  committee.  I  am  tabooed  from 
this  hour  as  to  railroad  employment.  Governor,  you  can  not  realize 
the  extent  of  the  railroad  blacklist.  I  can  tell  you  things  that  would 
turn  your  heart. 

The  Chairman.  Are  the  railroads  paying  less  for  coal  now  than  the 
commercial  dealers? 

Mr.  Chamberlain.  To-day? 

The  Chairman.  Yes,  sir. 

Mr.  Chamberlain.  Frankly,  I  do  not  know. 

The  Chairman.  Do  you  remember  this  fact,  that  the  director 
general  over  a  year  ago  wished  to  buy  coal  at  a  certain  number  of 
cents  less  per  ton  than  was  asked  by  the  commercial  dealer  and  for  a 
time  he  contended  that  he  had  the  right  to  do  it,  and  there  was  a 
conflict  with  Mr.  Garfield,  the  Fuel  Administration,  and  the  Presi- 
dent finally  intervened  and  directed  the  director  general  to  pay  the 
current  rate?  So  the  railroads  now  pa}^  the  same  as  the  commercial 
rate  ? 
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Mr  CiiAJiBERLAix.  Yes,  sir;  probably  so. 

The  Chairmax.  Mr.  Chamberlain,  we  are  iiiiich  obliged  to  you 
for  appearing  before  the  committee. 

Mr.  Montague.  I  should  like  to  ask  one  question.  How  many 
people  are  in  your  organization,  the  National  Civic  Betterment 
League,  which  you  represent  ? 

^fr.  Chamberlain.  Something  over  184,700. 

Mr.  ]MoNTAGUE.  Are  you  the  president  of  the  organization  or  the 
secretary  ? 

Mr.  Chamberlain.  I  am  secretary  and  field  officer. 

Mr.  Hamilton.  How  is  the  organization  maintained? 

Mr.  Chamberlain.  By  voluntary  contributions  entirely. 

'Sh'.  Montague.  There  are  no  annual  dues? 

Mr.  ChambepvLain.  Xo.  sir;  none  at  all. 

The  Chairman.  The  committee  will  meet  to-morrow  morning  at 
10  o'clock. 

(Thereupon,  the  committee  took  a  recess  until  10  o'clock  to-mor- 
row. Fridav,  September  12,  1919.) 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 
Friday^  Sejytemher  12,  1919. 
The  committee  met  at  10  o'clock  a.  m.,  Hon,  Jolin  J.  Esch  (chair- 
man) presiding. 

The  Chairman.  Mr.  Rich  desires  to  be  heard  this  morning  and 
Ave  will  hear  him  now,  but  at  10.45  Mr.  Morrow,  representing  the 
National  Coal  Association,  desires  to  appear  because  he  has  to  leave 
on  an  early  afternoon  train.  It  may  be  that  we  will  not  be  able  to 
sit  this  afternoon  on  account  of  the  fact  that  this  committee  has  the 
war  risk  insurance  bill  pending  in  the  House.  How  much  time  will 
you  require,  Mr.  Rich? 

Mr,  Rich.  I  think,  sir,  I  can  finish  in  half  an  hour. 
The  Chairman.  Very  well;  you  ma}^  proceed. 

ADDITIONAL  STATEMENT  OF  MR.  EDGAR  J.  RICH,  TRANSPORTA- 
TION COUNSEL  OF  THE  ASSOCIATED  INDUSTRIES  OF  MASSA- 
CHUSETTS. 

Mr.  Rich.  Mr,  Chairman,  my  name  is  Edgar  J.  Rich:  my  resi- 
dence is  Winchester,  Mass. ;  my  office  is  at  6  Beacon  Street,  Boston, 
Mass.  I  am  a  lawyer  engaged  in  the  general  practice  of  law,  and 
I  am  transportation  counsel  for  the  Associated  Industries  of  Massa- 
chusetts. 

Before  I  proceed  with  my  remarks  in  connection  w^ith  the  plan  of 
the  railroad  brotherhoods,  I  would  like  to  refer  briefly  to  a  section  of 
House  bill  4378,  relating  to  the  ownership  of  water  lines  by  rail- 
roads. On  pages  14  ancT  15  of  that  bill  there  is  a  provision  as  fol- 
loAvs — this  is  an  amendment  to  the  Panama  act — 

Provided  further.  That  the  coniniission  may  in  like  manner  extend  the  time 
during'  wliicli  sncli  service  by  water  may  continue  to  be  operated  until  its  fur- 
ther (-rder  after  heariufr,  even,  where  it  finds  that  competition  may  be  excluded, 
prevented,  or  reduced,  if  it  also  finds  that  the  service  is  in  the  interest  of  the 
public  and  of  advantage  to  the  convenience  and  commerce  of  tlie  people,  and 
that  a  discontinuance  tliereof  would  be  substantially  injurious  to  the  commerce 
or  localities  affected. 

This  amendment,  so  far  as  it  goes,  meets  with  the  hearty  approval 
of  the  interests  which  I  represent,  but  it  is  felt  that  it  does  not  go 
far  enough ;  that  it  would  not  authorize  the  restoration  of  such  water 
service  as  had  been  discontinued  under  order  of  the  Interstate  Com- 
merce Commission,  and  that  refers  particularly  to  the  Lake  service. 
-  The  commission  felt  that  it  was  obliged,  under  the  provisions  of 
the  Panama  act.  to  discontinue  the  Lake  service  as  performed  by 
the  railroads,  with  the  result  that  the  shippers  were  very  seriously 
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affected,  and  it  is  believed  that  a  restoration  of  that  service  is  of 
very  great  importance.  I  do  not  intend  to  argue  that  question. 
Mr.^  William  P.  Libbv,  traflic  manager  of  the  Plymouth  Cordage  Co., 
is  very  well  informed  in  reference  to  it  and  will  make  a  statement. 
I  wish,  however,  simply  to  suggest  an  amendment  which  will  cor- 
rect what  we  think  is  an  omission  in  the  bill;  and  that  is  to  add  at 
line  9,  on  page  15,  the  following 

The  Chairman.  Are  vou  using  the  committee  print  or  the  bill 
itself? 

Mr.  IvicH.  I  am  using  the  committee  print  of  House  bill  4378. 

The  Chairman.  Do  you  put  it  at  the  end  of  the  paragraph? 

Mr.  Rich.  At  the  end  of  the  first  paragraph,  line  9,  on  page  15, 
according  to  the  print  which  I  have. 

The  Chairman.  After  the  word  "  affected." 

Mr.  Rich.  After  the  word  "  affected." 

The  Chairman.  Very  Avell ;  that  is  line  6  in  the  bill. 

Mr.  Rich.  "And  provided  further,  that  the  commission  may  au- 
thorize the  acquisition,  ownership,  and  operation  of  water  lines  by 
railroad  corporations  even  where  it  finds  that  competition  may  be  ex- 
cluded, prevented,  or  reduced,  if  it  also  finds  that  the  service  is  in 
the  interest,  of  the  public  and  of  advantage  to  the  convenience  and 
commerce  of  the  people." 

I  have  simply  followed  there  the  language 

The  Chairisian  (interposing).  That  is  the  language  of  the  Panama 
Canal  act,  is  it  not? 

Mr.  Rich.  That  is  the  language  of  the  Panama  Canal  act  and  also 
tlie  language  of  this  section  here. 

We  feel  that  unless  the  bill  is  amended  in  that  way  the  shippers 
may  be  deprived  of  a  Lake  service  next  season,  when  the  railroads 
probably  will  go  hack  to  their  corporate  owners. 

I  would  like  also  to  submit  to  the  committee  a  draft  of  a  bill  em- 
bodying the  principles  of  the  railroad  plan  submitted  by  me  in  behalf 
of  the  Associated  Industries  of  Massachusetts  at  a  former  hearing. 
This  bill  has  been  drawn  at  the  request  of  a  member  of  the  committee. 
It  is  extremely  short,  and,  with  your  permission,  I  would  like  to  have 
it  embodied  in  the  record. 

The  Chairman.  Very  well. 

(The  bill  referred  to  follows:) 

AN  ACT  To  provide  for  the  raising  of  money  for  railroad  improvements,  and  for  otlier 

purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatires  of  the  United  States 
of  America  in  Congress  assemhled — - 

Section  1.  That  when  tiserl  in  this  act— 

The  term  "  i-allroad  corporation  "  means  a  railroad  coi-poration  engaged  in 
interstate  commerce  whose  railway  operating  revenue,  as  defined  by  the  Inter- 
state Commerce  Gonnnission,  during  the  calendar  year  preceding  the  date  of  its 
application  for  Government  guaranty,  as  hereinafter  provided,  was  more  than 
five  million  dollars,  as  determined  by  the  accounts  filed  with  the  Interstate  Com- 
merce Commission. 

The  term  "  Connnission  "  means  the  Interstate  Commerce  Commission. 

The  term  "  Secretary  "  means  the  Secretary  of  the  Treasury. 

Sec.  2.  Whenever  a  railroad  corporation  is  unable  to  is.sue  its  stock  at  par  or  ' 
to  sell  its  bonds  upon  a  reasonable  basis,  as  hereinafter  defined,  for  the  purpose 
of  rai.sing  money  tq_  pay  for  additions  nnd  betterments  to  "the  existing  plant,  it 
may  apply  to  the  Secretary  for  the  guaranty  of  the  United  States  of  America  of 
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the  principal  and  interest  of  bonds  to  be  issued,  and  the  secretary,  in  the  name 
of  the  United  States  of  America,  shall  guarantee  such  principal  and  interest, 
provided  the  following  conditions  are  complied  with : 

(1)  That  the  commission  shall  certify  that  the  improvements  for  which  the 
money  is  to  be  thus  raised  are  necessary  in  order  to  provide  reasonable  trans- 
portation facilities  for  the  public,  and  that  the  amount  of  bonds  to  be  issued  is 
no  more  than  is  necessary,  at  par,  to  meet  the  authorized  expenditure. 

(2)  That  the  Secretary  shall  determine  that  the  corporation  cannot  issue  its 
stock  at  par  nor  sell  its  bonds  on  a  reasonable  basis.  The  reasonable  basis 
within  the  meaning  of  this  section  shall  be  such  a  basis  as  will  impose  an  inter- 
<?st  charge  of  not  more  than  six  per  centum  per  annum  upon  the  net  amount  of 
money  to  be  received  by  the  corporation  from  the  sale  of  debenture  bonds  or  of 
such  bonds  as  it  has  the  right  to  issue  under  any  existing  mortgage  or  may  issue 
under  a  new  mortgage. 

(3)  That  the  Secretary  shall  determine  that  the  financial  conditions  of  tlie 
country  are  such  that  it  is  not  an  unfavorable  time  for  the  sale  of  said  bonds 
and  that  said  sale  would  not  prejudice  tlie  Government  in  any  of  its  financial 
operations. 

(4)  That  the  term  of  the  bonds,  which  shall  not  exceed  fifty  years,  and  tlie 
rate  of  interest,  which  shall  not  exceed  five  per  centum  per  annum,  and  other 

-  conditions  shall  be  fixed  by  the  Secretary.  In  fixing  the  rate  of  interest  the 
Secretary  shall  fix  it  at  such  a  rate  as  in  his  judgment  will  make  it  possible  to 
sell  the  bonds  at  not  less  than  par. 

(.5)  That  the  Secretary  shall  determine  the  manner  of  selling  the  bonds,  and, 
as  far  as  practicable,  shall  prescribe  that  the  bonds  shall  be  sold  in  towns  and 
cities  which  are  located  upon  the  line  of  the  railroad.  He  may  determine  that 
the  bonds  be  offered  for  public  sale  at  a  price  fixed  by  him.  or  that  they  be 
offered  for  competitive  bidding  in  a  block  or  otherwise,  or  that  they  be  sold 
to  bankers  or  others  without  competitive  bidding,  at  a  price  to  be  determined 
by  him. 

(6)  That  the  railroad  corporation  shall  establish  a  sinking  fund  \\hich  will 
be  sufficient  in  amount  at  the  maturity  of  the  bonds  to  retire  them,  the  terms, 
and  conditions  of  the  sinking-fund  agreement  to  be  approved  by  the  Secretary. 

Sec.  3.  Whenever  the  net  income  of  a  railroad  corporation,  as  the  term  is  de- 
fined by  the  commission  at  the  date  this  act  takes  effect,  after  deducting  there- 
from the  regular  dividends  on  all  classes  of  preferred  stock,  shall  exceed  nine 
per  centum  per  annum  on  the  common  stock,  the  railroad  corporation  shall  pay 
into  the  Treasury  of  the  United  States  one-half  of  its  net  income,  as  defined 
above,  after  the  deduction  of  the  regular  dividends  upon  all  classes  of  preferred 
stock,  said  payment  to  be  made  within  sixty  days  after  the  end  of  each  calendar 
year,  the  first  payment  to  be  made  within  sixty  days  after  the  end  of  the  calen- 
dar year  1920  and  to  be  based  upon  the  earnings  of  said  year. 

A  railroad  corporation  which  has  no  common  stock  may  deduct  nine  per 
centum  per  annum  upon  the  total  amount  of  its  preferred  stock  before  any 
payment  is  made  into  the  Treasury  of  the  United  States. 

A  railroad  corporation  shall  be  entitled  to  retain,  before  making  any  such 
payment  into  the  Treasury  of  the  United  States,  net  profits  equivalent  to  six 
per  centum  upon  the  valuation  of  its  railroad,  provided  said  valuation  has  been 
finally  determined  by  the  commission  or  by  the  courts.  If  said  valuation  has 
not  been  finally  determined  the  payment  shall  be  made  in  the  manner  pre- 
scribed in  this  section,  and  if  upon  a  final  valuation  it  shall  be  determined  that 
an  overpayment  has  been  made  the  amount  thereof,  with  interest  at  the  rate  of 
four  per  centum  per  annum  shall  be  refunded  by  the  Treasurer  of  the  United 
States  upon  certificate  of  the  commission  setting  forth  the  valuation  and  the 
amount  of  said  overpayment. 

Sec.  4.  That  said  payments  from  excess  earnings  shall  be  kept  by  the  Treas- 
urer of  the  United  States  in  a  fund  to  be  known  as  the  railroad  guaranty  fund 
and  may  be  invested  by  him  to  such  extent  as  he  may  determine  in  any  bonds 
issued  or  guaranteed  by  the  United  States  of  America. 

Sec.  .5.  That  whenever  the  commission  shall  certify  that  a  railroad  corpora- 
tion whose  bonds  have  been  guaranteed  under  the  provisions  of  this  act  has 
not  earned  sufficient  to  pay  its  fixed  charges  and  operating  expenses  during  the  ' 
preceding  calendar  year  and  shall  certify  to  the  amoinit  of  said  deficit,  the 
Secretary  shall  pay  over  to  said  railroad  out  of  the  railroad  guaranty  fund  the 
amount  of  deficit  so  certified,  provided  the  said  railroad  corporation  shall  enter 
into  an  agreement  that  it  will  pay  over  to  the  Treasurer  of  the  United  States 
to  the  account  of  the  railroad  guaranty  fund  annually  one-half  of  its  net  income 
1.52894— 19— VOL  2 66 
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until  the  amoniit  of  the  advances  from  said  fund  have  been  repaid  with  interest 
at  the  rate  of  five  per  centum  per  annum. 

Sec.  6.  Tliat  tlie  commission  shall  permit  rates  to  be  established  by  railroad 
corporations  so  that  over  a  period  of  three  years  the  average  annual  surplus 
over  and  above  the  payments  provided  for  in  the  preceding  section  shall  not  be 
less  than  twenty-five  million  dollars.  If  in  the  judgment  of  the  commission  the 
rates  initiated  by  the  railroad  corporations  are  insufficient  to  yield  said  surplus, 
the  conunission  shall  prescribe  such  rates  as  it  may  deem  necessary  to  yield  said 
surplus,  and  it  may  determine  the  articles  of  traffic  upon  which  rates  shall  be 
increased,  and  the  railroads  upon  which  the  increased  rates  shall  be  ai^plied,  but 
it  shall  not  prescribe  an  increase  in  passenger  rates  in  order  to  comply  with  the 
requirements  of  this  section. 

Sec.  7.  That  the  sum  of  fifty  million  dollars  is  hei'eby  appropriated  as  an 
advance  to  railroad  guaranty  fund,  said  sum  to  be  repaid  within  five  years  with 
interest  at  the  rate  of  five  per  centum  per  annum. 

Mr,  Eicir.  I  have  also  drawn  a  bill 

Mr.  Hamilton  (interposing).  In  a  general  way,  what  is  the  pur- 
pose of  that  bill  which  you  refer  to  ? 

Mr.  Rich.  The  general  purpose  of  the  bill  is  to  provide  a  guaranty 
along  the  principles  of  the  plan  which  I  developed  at  that  time.  I 
have  also  drawn  a  bill  without  the  Government  guaranty  which  pro- 
vides for  the  use  of  the  surplus  earnings  in  maintaining  the  credit 
of  the  weaker  roads.  The  first  bill  provides  for  a  Government  guar- 
anty of  the  new  obligations  which  are  to  be  issued  by  the  weaker 
roads.  The  second  bill  eliminates  Government  guaranty  but  pro- 
vides a  method  whereby  the  credit  of  the  weak  roads  can  be  sus- 
tained through  a  use  of  the  surplus  earnings  in  the  manner  indicated 
in  the  bill. 

The  more  consideration  I  have  given  to  this  railroad  problem  and 
the  bills  which  have  been  introduced  in  Congress,  the  more  clearly  I 
am  convinced  that  the  situation,  when  the  railroads  are  turned  back 
to  private  ownership,  will  be  very  critical :  and  I  do  not  believe  there 
is  any  plan  proposed  before  Congress  which  will  stabilize  the  condi- 
tions except  the  plan  that  is  proposed  by  the  Associated  Industries, 
and  I  respectfully  ask  tlie  very  careful  attention  of  the  committee 
to  these  two  very  brief  bills  which  I  have  submitted.  Either  one  can 
be  used  as  an  amendment  to  House  bill  4378. 

(The  bill  referred  to  follows:) 

AN  ACT  To   provide   for   the  raising  of  money   for  the   railroad   improvements,   and   for 

other  purposes. 

Be  it  enacted  hi/  the  ^Senate  and  House  of  Representatives  of  the  United  Stote-i 
of  America  in  Congress  assembled — 

Secttox  1.  That  when  used  in  this  act — 

The  term  "  railroad  corporation  "  means  a  railroad  corporation  engaged  in 
interstate  conuuerce  whose  railway-operating  revenue,  as  defined  by  tlie  Inter- 
state Commerce  Commission,  during  the  calendar  year  preceding  the  date  of 
its  application  for  the  right  to  issue  bonds,  as  hereinafter  provided,  was  more 
than  five  million  dollars,  as  determined  by  the  accounts  filed  with  the  Inter- 
state Commerce  Commission. 

^  The  term  "  commission  "  means  the  Interstate  Commerce  Commis 
sion. 

The  term  "  Secretary  "  means  the  Secretary  of  the  Treasury. 

Sec.  2.  Whenever  a  railroad  corporation  is  unable  to  issue  its  stock  at  par 
or  to  sell  its  bonds  upon  a  reasonable  basis,  as  hereinafter  defined,  for  the 
purpo.se  of  raising  money  to  pay  for  additions  and  betterments  to  the  existing 
plant,  it  may  file  a  petition  with  the  commission  for  the  right  to  issue  bonds 
and  to  receive  from  the  Federal  railroad  fund,  as  hereinafter  defined,  sums  of 
money  sufficient  to  meet  any  deficit  after  the  payment  of  fixed  charges  and 
operating  expen.ses,  and  the  commission  shall  grant  the  right  to  issue  said  bonds 


EETURN  OF  THE  RAILROADS  TO  PRIVATE  OWNERSHIP.       2161 

and  to  participate  in  the  Federal  railroad  fund  to  the  extent  herein  set  forth, 
upon  the  following  terms  and  conditions : 

(1)  That  the  commission  shall  certify  that  the  improvenvents  for  v>-hich  the 
money  is  to  be  thus  raised  are  necessary  in  order  to  provide  reasonable  trans- 
portation facilities  for  the  public,  and  that  the  amount  of  bonds  to  be  issued  is 
no  more  than  is  necessary  at  par  to  meet  the  authorized  expenditure, 
r  (2)  That  the  Secretary  shall  determine  that  the  corporation  can  not  issue  its 
stock  at  par  nor  sell  its  bonds  on  a  reasonable  basis.  The  reasonable  basis 
within  the  meaning  of  this  section  shall  be  such  a  basis  as  will  impose  an  inter- 
est charge  of  not  more  than  six  per  centum  per  annum  upon  the  net  amount  of 
money  to  be  received  by  the  corporation  from  the  sale  of  debenture  bonds  or  of 
such  bonds  as  it  has  the  right  to  issue  under  any  existing  mortgage  or  may  issue 
under  a  new  mortgage. 

(3)  That  the  term  of  the  bonds,  which  shall  not  exceed  fifty  years,  and  the 
rate  of  interest,  which  shall  not  exceed  six  per  centum  per  annum,  and  other 
conditions  shall  be  fixed  by  the  Secretary.  In  fixing  the  rate  of  interest  the 
Secretary  shall  fix  it  at  such  a  rate  as  in  his  judgment  will  make  it  possible 
to  sell  bonds  at  not  less  than  par. 

(I)  That  the  Secretary  shall  determine  the  manner  of  selling  the  bonds  and, 
as  far  as  pi'acticable,  sliall  prescribe  that  the  bonds  shall  be  sold  in  towns  and 
cities  which  are  located  upon  the  line  of  the  railroad.  He  may  determine  that 
the  bonds  be  offered  for  public  sale  at  a  price  fixed  by  him,  or  that  they  be 
offered  for  competitive  bidding,  in  a  block  or  otherwise,  or  that  they  be  sold  to 
bankers  or  others,  without  competitive  bidding,  at  a  price  to  be  determined 
by  him. 

(5)  That  the  railroad  corporation  shall  establish  a  sinking  fund  which  will 
be  sufficient  in  amount  at  the  maturity  of  the  bonds  to  retire  them,  the  terms 
and  conditions  of  the  sinking-fund  agreement  to  be  approved  by  the  Secretary. 

(6)  That  the  railroad  corporation  shall  enter  into  an  agreement  with  the 
corn-mission  that  it  will  pay  to  the  Treasurer  of  the  United  States  to  the  ac- 
count of  the  Fed(-ral  railroad  fund,  whenever  it  has  earned  a  net  income  an- 
nually, applicable  to  dividends,  and  within  sixty  days  of  the  close  of  the  cal- 
endar year,  one-half  of  said  net  income  applicable  to  dividends,  until  the 
amount  of  the  advances  from  said  fund  have  been  repaid  with  interest  at  the 
rate  of  five  per  centum  per  annum. 

Sec.  3.  ^^'henever  tlie  net  income  of  a  railroad  corporation,  as  the  term  is  de- 
fined by  the  commission  at  the  date  this  act  takes  effect,  after  deducting  there- 
from the  regular  dividends  on  all  classes  of  preferred  stock,  shall  exceed  nine 
per  centum  per  annum  on  the  common  stock,  the  railroad  corporation  shall  pay 
into  the  Treasury  of  the  United  States  one-half  of  its  net  income  as  defined 
above  after  the  deduction  of  the  regular  dividends  upon  all  classes  of  preferred 
stock,  said  payment  to  be  made  within  sixty  days  after  the  end  of  each  calendar 
year,  the  first  payment  to  be  made  within  sixty  days  after  the  end  of  the  cal- 
endar year  1920  and  to  be  based  upon  the  earnings  of  said  year. 

A  railroad  corporation  which  has  no  common  stock  may  deduct  nine  per 
centum  per  annum  upon  the  total  amount  of  its  preferred  stock  before  any 
payment  is  made  into  the  Treasury  of  the  United  States. 

A  railroad  corporation  shall  be  entitled  to  retain,  before  making  any  such 
payment  into  the  Treasury  of  the  United  States,  net  profits  equivalent  to  six 
per  centum  upon  the  valuation  of  its  railroad,  provided  said  valuation  has  been 
finally  determined  by  the  commission  or  by  the  courts.  If  said  valuation  has 
not  been  finally  determined,  the  payment  shall  be  made  in  the  manner  prescribed 
in  this  section,  and  if  upon  a  final  valuation  it  shall  be  determined  that  an 
overpayment  has  been  mjade,  the  amount  of  said  overpayment  with  interest 
at  the  rate  of  four  per  centum  per  annum  shall  be  refunded  by  the  Treasurer 
of  the  United  States  out  of  the  Federal  railroad  fund,  upon  certificate  of  the 
comnjission  setting  forth  the  valuation  and  the  amount  of  tlie  said  overpayment. 

Sec.  4.  That  said  payments  from  excess  earnings  shall  be  kept  by  the  Treas- 
urer of  the  United  States  in  a  fund  to  be  known  as  tlie  Federal  railroad  fund, 
and  may  be  invested  by  him  to  such  extent  as  he  may  determine  in  any  bonds 
issued  or  guaranteed  by  the  United  States  of  America. 

Sec.  5.  That  whenever  the  commission  shall  certify  that  a  railroad  corpora- 
tion whose  bonds  have  been  issued  under  the  provisions  of  this  act  lias  not 
earned  sufiicient  to  pay  its  fixed  charges  and  operating  expenses  during  the 
preceding  calendar  year,  and  shall  certify  to  the  amount  of  said  deficit,  the 
Treasurer  of  the  United  States  shall  pay  over  to  said  railroad  out  of  the 
Federal  railroad  fund  the  amount  of  deficit  so  certified,  provided  the  said 
railroad  corporation  shall  enter  into  an  agreement  that  it  will  pay  oi.-er  to  the 
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Treasurer  of  tlie  United  States  to  the  account  of  the  Federal  railroad  fund 
annually  one-half  of  its  net  income  until  the  amount  of  the  advances  from 
said  fund  have  been  repaid  with  interest  at  the  rate  of  5  per  centum  per 
annum. 

►Sec.  6.  That  the  conunission  shall  permit  rates  to  be  established  by  railioad 
corporations  so  that  over  a  period  of  three  years  the  average  annual  surplus 
over  and  above  the  payments  provided  for  in  the  preceding  section  shall  not 
be  less  than  twenty-five  million  dollars.  If  in  the  judgment  of  the  commission 
the  rates  initiated  by  the  railroad  corporations  are  insufficient  to  yield  said 
surplus,  the  conmiission  shall  prescribe  such  rates  as  it  may  deem  necessary 
to  yield  said  surplus,  and  it  may  determine  the  articles  of  traffic  upon  which 
rates  shall  be  increased,  and  the  railroads  upon  which  the  increased  rates  shall 
be  applied,  but  it  shall  not  prescribe  an  increase  in  passenger  rates  in  order  to 
comply  with  the  requirements  of  this  section. 

Sec.  7.  That  the  sum  of  fifty  million  dollars  is  hereby  appropriated  as  an 
advance  to  Federal  railroad  fund,  said  sum  to  be  repaid  within  five  years 
with  interest  at  the  rate  of  five  per  centum  per  annum. 

I  have  been  requested  by  various  interests  to  appear  here  in  opposi- 
tion to  the  plan  of  the  railroad  brotherhoods  for  the  settlement  of 
the  railroad  question. 

I  realize  that  this  committee  receives  much  more  persuasive  testi- 
mony from  men  like  Mr.  Earl  H.  Morton,  the  president  of  the  Order 
of  Eailroad  Station  Agents,  and  from  Mr.  P.  J.  Coyle,  the  grand 
]:»resident  of  the  Brotherhood  of  Railroad  Station  Employees,  than 
from  anything  which  I  can  say,  and  I  earnestly  hope  that  the  mem- 
bers of  this  committee  will  read,  in  particular,  the  extraordinarily 
able  memorandum  submitted  by  Mr.  Morton.  So  far  as  I  have  seen 
tliere  has  been  nothing  said  that  punctures  so  clearly  the  fallacies 
of  tliat  bill  as  the  statements  of  Mr.  Morton, 

I  come  here  rather  to  bear  a  message  and  to  enter  a  protest  than 
to  make  an  argument,  for  I  realize  that  this  committee  does  not  need 
to  have  presented  to  it  any  argument  in  opposition  to  that  bill.  The 
message  which  I  bear  is,  in  the  first  place,  a  message,  I  may  say,  from 
the  manufacturers  of  the  United  States. 

I  represent  24  State  organizations  of  manufacturers,  having  a 
membership  of  20,000,  emploving  four  and  a  half  million  men,  with 
an  invested  capital  of  substantially  $20,000,000,000,  as  follows: 

Members. 

Associated  Industries  of  Massachusetts 1,300 

Kmploj^ers'  Association  of  Montana 1,  GOO 

Indiana  Manufacturers'  Association 800 

Iowa  State  INlanufacturers'  Association 1,  500 

Connecticut  Blanufacturers'  Association , 600 

Ohio  Manufacturers'  Association 550 

Nebraska  INlanufacturers'  Association 500 

Wisconsin  Manufacturers'  Association 500 

West  Virginia  Manufacturers'  Association 350 

Kansas  Employers'  Association 400 

Manufacturers  and  Employers'  Association  of  South  Dakota 225 

Georgia  Manufacturers'  Association 250 

California  Manufacturers'  Association 302 

Associated  Industries  of  Missouri 130 

Kentucky  Mainifacturers  and  Shippers'  Association 173 

New  Hampshire  Manufacturers'  Association 400 

Colorado  Manufacturers'  Association :._       560 

Alaltama  INlanufacturers"  Association 100 

Pennsylvania   Manufacturers'   Association 4, 200 

Associated  Merchants  and  Manufacturers  of  New  York  State 2,  000 

Employers'  Association  of  Inland  Empire 540 

Michigan  Manufacturers'  Association 1,050 

Employers'  Association  of  Rhode  Island 200 

Employers'  A.ssociation  of  Washington 700 
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I  also  have  the  privilege  of  representing  the  United  Commercial 
Travelers'  Association,  an  organization  of  82,000  members;  and  also 
the  Massachusetts  Chamber  of  Commerce,  an  organization  of  69  con* 
stitnent  bodies,  v  ith  a  membership  of  40,000. 

These  manufacturers'  associations  are  established  for  the  purpose 
of  protecting  their  private  interests  and  for  the  promotion  of  the 
public  welfare.  I  do  not  believe  that  any  legislation  or  any  work 
of  philanthropic  organizations  has  done  so  much  to  better  the  indus- 
trial conditions  of  this  country  as  these  organizations.  To  one  who 
ha,s  had  the  privilege  of  attending  their  conferences  and  meetings 
it  is  clear  that  probably  three-fourth  of  their  time  is  devoted  to  con- 
sideration of  the  problems  of  the  betterment  of  labor  conditions.  I 
do  not  claim  that  this  is  done  through  unselfishness.  It  is  done 
through  an  enlightened  comprehension  of  how  best  to  serve  their  pri- 
vate interests. 

These  commercial  travelers  are  a  body  of  vigorous,  100  per  cent 
Americans.  There  is  no  class  of  men  in  this  country  who  come  into 
such  intimate  contact  with  the  social,  industrial,  and  political  life  of 
the  Nation  as  these  men.  There  is  no  body  of  men  who  know  the 
sentiment  of  this  country  or  who  influence  public  sentiment  as  they 
do.  They  are  a  great  missionary  body  of  men  selected  for  their  ca- 
pacity to  understand  conditions. 

The  Massachusetts  Chaml)er  of  Commerce  is  representative  of  the 
great  unorganized  public.  The  members  of  the  constituent  bodies 
are  the  small  traders,  largely  the  small  business  men  in  their  respec- 
tive communities,  and  there  is  no  class  of  men  in  this  country  so 
strongly  opposed  to  anything  that  looks  like  socialism  or  the  nation- 
alization of  industry  as  the  unorganized  common  people,  and  I  feel 
therefore,  that  in  representing  the  Massachusetts  Chamber  I  ajn 
expressing  to  you  the  sentiment  of  the  great  unorganized  public. 

We  do  not  anticipate  that  the  railroad  properties  will  be  con- 
fiscated. 

We  do  not  take  seriously  the  implied  threat  of  revolution  which 
seems  to  have  found  lodgment  in  the  heated  brain  of  one  of  tlie 
sponsors  of  the  Plumb  plan. 

We  have  not  tlie  slightest  apprehension  that  this  committee  will 
recommend  the  adoption  of  the  plan,  or  that  Congres=:  would  for  a 
moment  seriously  consider  it.  When  Members  of  this  Congress 
have  spoken  on  this  subject,  there  has  been  no  uncertain  ring  to 
their  utterances. 

It  has  been  stated  before  3'our  conunittee  that  this  new  and  strange 
doctrine  is  spreading  like  wild-fire  throughout  the  working  classes. 
This  may  be  an  exaggeration,  but  there  are  many  evidences  that  it 
is  beginning  to  receive  much  enthusiastic  attention  in  the  ranks  of 
organized  labor. 

The  plan  is  an  adroit  one.  It  has  a  peculiarly  alluring  appeal  to 
prejudice  and  self-interest,  and  it  is  because  of  the  danger  arising 
from  such  an  appeal  that  Ave  desire  to  enter  this  vigorous  protest. 

The  principles  of  the  plan  are  not  the  principles  of  socialism,  for 
socialism  in  its  theory  is  based  upon  wliat  its  advocates  deem  to  be 
the  public  good.  Socialism  is  the  nationalization  of  industry  in  the 
interest  of  the  public.  The  Plumb  plan  places  all  the  burdens-  on 
the  public,  and  gives  to  a  privileged  class  all  the  alleged  benefits. 
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However  much  we  may  be  opposed  to  socialism,  we  must  recognize 
that  it  has  an  idealistic  basis.  We  see  in  Bolshevism  a  perverted 
socialism.  Under  a  Bolshevistic  regime,  the  workers  are  to  manage 
all  industry  and  to  take  all  the  profits.  When  the  plan  of  the 
brotherhoods  is  analyzed,  it  is  seen  that  the  fundamental  principle 
is  that  the  public  shall  own  the  instrumentalities  of  transportation, 
which  shall  be  managed  for  the  benefit  of  the  workers,  by  the  work- 
ers, and  if  there  is  a  loss,  that  loss  shall  fall  upon  the  public. 

The  fallacies  of  the  plan  have  been  punctured  by  the  members  of 
this  committee,  and  its  menaces  have  been  clearly  shown.  It  may, 
therefore,  seem  a  work  of  supererogation  to  make  further  analysis. 
But  the  issue  is  so  momentous  and  the  danger  of  .the  spread  of  this 
pernicious  doctrine  so  great,  that  I  am  sure  you  will  pardon  me  if 
I  undertake  a  brief  anah^sis. 

I  find  that  there  is  a  feeling  generally  that  the  Plumb  plan  is 
dead,  and  it  is  dead  so  far  as  this  Congress  is  concerned,  but  I  have 
been  astonished  at  the  effect  which  it  is  having  on  certain  classes  in 
the  communities.  In  one  of  our  New  England  towns,  when  the 
business  men  undertook  to  secure  a  petition  in  opposition  to  the 
plan  they  Avere  notified  by  the  employees  of  the  street  railroad  that 
any  dealer  who  signed  that  petition  would  be  boycotted.  I  am 
sorry  to  say  that  a  former  attorney  general  in  Massachusetts,  a  man 
of  brilliant  ability,  in  a  public  statement,  not  yet  denied,  has  said 
that  there  was  very  much  he  favored  in  the  Plumb  plan. 

Furthermore,  the  plan  has  an  appeal  to  theorists.  I  have  found 
clergymen  advocating  it.  I  have  found  college  professors  advo- 
cating it,  and  I  have  found  many  intelligent  women  captivated  by 
what  they  conceived  to  be  the  humanitarian  principles  of  the  bill; 
and  it  is  for  that  reason,  if  for  no  other,  that  I  feel  justified  in  en- 
tering the  protest  of  the  bodies  of  men  whom  I  have  already  men- 
tioned. 

Now,  what  is  the  plan?  In  the  first  place,  it  proposes  that  the 
Government  shall  buy  the  railroads  and  issue  its  bonds  in  payment 
thereof,  and  it  is  stated,  and  stated  with  truth,  that  the  Govern- 
ment can  borrow  money  cheaper  than  the  private  corporations,  and 
that  is  the  strongest  argument  that  it  uses  in  favor  of  any  Govern- 
ment ownership  plan,  and  it  is  a  sound  argument.  We  must  not 
deny  that.  It  must  be  put  upon  the  credit  side  of  this  plan  or  any 
other  plan  involving  Government  ownership.  It  must  be  put  on 
the  credit  side  for  what  it  is  worth.  Of  course,  it  is  absurd  to  say 
the  Government  can  borrow  money  at  4  per  cent.  It  probably  would 
have  to  pay  5  per  cent,  and  in  all  probability  there  would  not  be  a 
saving  of  much  over  1  per  cent  or,  perhaps,  at  the  outside,  $200,- 
000.000  a  year.  Now,  what  is  $200,000,000  a  year  when  we  are  con- 
fronted to-day  with  a  wage  increase  of  $800,000,000.  So  although 
thnt  argument  is  sound,  so  far  as  it  goes,  it  does  not  go  very  far. 

But  they  make  another  appeal  which  has  a  strong  appeal  to  most 
people — that  under  this  plan  the  public  will  have  to  pay  return  onlv 
on  the  real  value  of  the  railroads ;  that  all  inflated  capitalization  will 
be  eliminated. 

There  is  hardly  an  advocate  of  any  plan  who  has  appeared  before 
your  committee  who  does  not  recognize,  or  who  does  not  seem  to 
recognize,  that  that  is  one  of  the  evils  of  present-day  railroading. 
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I  conceive  that  that  question  of  inflated  capitalization  is  very  much 
overemphasized.  I  am  representing  only  commercial  interests,  only 
shippers,  and  I  have  no  affiliations  with  the  railroads;  but  consider 
for  a  moment  one  or  two  fundamental  conceptions. 

In  the  first  place,  there  are  railroads  whose  capitalization  is  less 
than  the  actual  amount  of  money  put  into  them.  I  am  informed  that 
the  Interstate  Commerce  Commission  has  completed  its  tentative  valu- 
ation of  the  Boston  &  Maine  Eailroad.  That  railroad  has  a  total 
capitalization,  including  outstanding  notes,  of  about  $210,000,000. 
I  am  informed  that  the  physical  value  as  found  by  the  commission  is 
many  million  dollars  in  excess  of  that,  without  giving  any  consider- 
ation to  other  elements  of  value,  and  I  believe,  from  what  I  know 
of  that  railroad,  that  the  valuation  is  not  less  than  $250,000,000 ;  and 
I  will  call  your  attention,  Mr.  Chairman  and  gentlemen,  to  the  fact 
that  that  valuation  of  the  commission  is  based  upon  the  prices  in 
effect  on  July  1, 1914. 

Now,  there  is  a  second  consideration  which  we  should  bear  in  mind, 
and  that  is  that  all  capital  issued  in  excess  of  the  money  put  in  is  not 
necessarily  fictitious  capital.  It  does  not  necessarily^  show  that  there 
was  anything  wrong  in  the  financing  of  the  corporation.  In  the 
pioneer  days  of  railroading  it  was  impossible  to  get  any  money  unless 
the  people  who  put  the  money  in  were  given  a  bonus  of  stock  in 
addition  to  the  bonds.  Ordinarily  the  bonds  represented  the  money 
put  in  and  the  bonds  bore,  perhaps,  the  average  rate  of  interest  on 
stabilized  investments  at  the  time,  but  in  order  to  get  money  for  an 
uncertain  enterprise,  they  were  obliged  to  issue  capital  stock;  and, 
moreover,  it  was  better  to  issue  capital  stock  as  a  bonus,  within  rea- 
son, than  it  was  to  issue  bonds  at  a  high  rate  of  interest,  for  if  bonds 
at  a  high  rate  of  interest  were  issued  the  railroad  would  be  bankrupt 
at  its  very  inception.  So  I  conceive  that,  as  a  matter  of  sound 
economics,  many  railroads  whose  capitalization  may  be  found  to  be  in 
excess  of  the  value  of  their  property  are  nevertheless  wisely  capital- 
ized, and  I  conceive  that  the  owners  of  the  stock  of  those  railroads  are 
entitled  to  a  return  upon  the  stock. 

There  is  also  a  third  thing  to  be  considered,  and  I  am  now  con- 
sidering the  question  as  to  what  the  Government  would  have  to  pay 
if  the  railroads  were  taken  over  under  the  Plumb  plan. 

The  United  States  Supreme  Court  has  held  that  where  property  is 
taken  by  condemnation  you  must  take  the  present  value  as  the 
measure  of  damages;  and  if  the  railroads  were  taken  over  to-day, 
it  is  not  what  thej  cost,  it  is  what  they  are  worth  to-day  that  will  be 
the  measure  of  damages. 

Unfortunately,  I  believe  the  Supreme  Court  and  other  courts 
have  placed  the  seal  of  approval  upon  the  method  of  determining 
value  through  the  so-called  reproductcive  value;  that  the  principal 
element  of  value  is  the  cost  of  reproducing  that  property,  less  de- 
preciation, or  new,  as  the  case  may  be. 

If  you  were  to  reproduce  the  railroads  to-day  at  present  prices 
or  at  the  prices  that  are  likely  to  prevail  for  a  period  of  three  or 
four  or  five  years,  you  would  pay  a  sum  of  money  vastly  in  excess 
of  the  capitalization. 

Therefore  any  plan  which  contemplates  the  taking  over  of  these 
railroads  by  the  Government  is  going  to  impose  upon  the  Govern- 
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ment  an  iiUerest  charge  vastly  in  excess  of  the  interest  charge  which 
is  imposed  under  private  management. 

But  up  to  this  point  the  Phnnb  phm  proceeds  along  well-trodden 
paths,  paths  which  have  been  trodden  b}'  able  and  patriotic  men,  for 
it  is  only  within  a  short  time  that  an  eminent  Senator  advocated 
the  taking  over  of  the  railroads  because  of  the  interest  charges 
Avhich  would  be  saved.  But  suddenly  the  path  diverges  into  the 
wilderness  of  Russian  Bolshevism. 

A  gigantic  corporation  is  to  be  formed  to  take  over  the  railroads 
with  the  money  of  the  people.  The  whole  body  of  employees  con- 
stitutes this  corporation,  and  "the  stock  of  this  corporation  shall  be 
held  in  trust  for  the  benefit  of  the  employees."  This  is  the  bald 
statement  made  by  the  proponent  of  the  bill  before  the  Senate  com- 
mittee last  winter. 

The  bill  itself  provides  that  the  corporation  shall  be  the  emploj-- 
ees — a  corporation  without  one  dollar  of  capital — a  corporation 
owned  and  controlled  by  men  who  have  not  put  one  dollar  into  it. 

Not  only  is  the  corporation  to  be  run  for  the  benefit  of  the  em- 
ployees, but  it  is  to  be  numaged  by  the  employees.  No  one  is  mis- 
led by  the  adroit  wording  of  the  plan  in  this  particular;  one-tliird 
of  the  directors  to  be  elected  by  the  officers,  o]ie-third  by  the  em- 
ployees, and  one-third  to  be  appointed  by  the  President.  In  other 
words,  two-thirds  of  the  directors  are  to  be  elected  by  the  emploj-ed. 
We  have  been  in  the  habit  of  looking  upon  the  officers  of  a  cor- 
poration as  men  singularly  loyal  to  the  corporation.  Promotion  has 
depended  largely  upon  fidelity  and  efficiency  in  protecting  the  in- 
terests of  the  corporation.  Under  this  plan  the  employees  are  the 
corporation.  How  long  would  an  officer  hold  his  position  who  was 
not  zealous  in  advancing  the  interests  of  his  real  employers? 

This  attempt  to  convey  the  idea  that  the  officers  would  represent 
something  other  than  the  interests  of  the  employees  is  transparently 
dishonest.  It  is  not  intended  that  they  shovdd  represent  any  other 
intei-ests  than  those  of  the  so-called  classified  employees,  and  any 
officer  who  attempted  to  ignore  the  interests  of  these  emploj^ees  and  . 
to  favor  the  public  interests  would  be  summarily  removed. 

This  committee,  by  its  incisive  questions,  has  torn  off  the  mask 
and  has  shown  to  the  country  the  real  power  behind  this  corporation. 

But  the  advocates  of  the  plan  say  that  the  profits  are  to  be  equally 
divided  between  employees  and  the  public,  and  that  in  this  way 
and  because  of  this  the  corporation  will  be  managed  in  the  jniblic 
interest.  The  proponents  of  the  plan  grow  eloquent  in  expatiating 
on  the  tremendous  incentive  which  will  be  given  to  every  employee 
to  work  efficiently  and  economically,  for  the  uiore  efficient  and  the 
more  economical  he  is  the  greater  will  be  his  reward.  The  incentive 
to  efficiency  will  be  so  great  that  freight  rates  can  be  reduced  40 
per  cent  and  passenger  rates  50  per  cent,  and  here  is  an  alluring 
appeal  to  the  public. 

Why  this  sudden  change  of  attitude  on  the  part  of  organized 
labor  towarcl  profit  sharing  and  bonus?  In  the  past  they  have  op- 
posed anything  which  would  speed  up  production  and  put  a  pre- 
mium on  efficiency.  Are  they  really  interested  in  their  share  of  the 
profits  ? 

Let  us  analyze  the  proposition  a  moment.  Wages  are  l;y  far  the 
greatest  item  of  expense  in  the  operation  of  a  railroad.     How  are 
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wages  to  bo  fixed  ?  By  an  arbitration  board,  composed  of  members 
equally  representing  the  employees  and  the  officers.  That  is,  all 
the  arbitrators  are  elected  by  those  who  will  profit  by  the  avrard 
and  who  themselves,  as  employees  and  officers,  will  likewise  profit 
by  their  own  award — all  recipients  of  wages  whose  fairness  they 
are  determining.  To-day  the  ofHcers  appointed  by  the  corpora- 
tion represent  the  corporation,  but  under  this  plan  they  are  ap- 
pointed by  a  board  all  of  whom  are  in  the  employee  class.  Be- 
cause to-day  tlie  officers  are  the  opposing  party  in  a  wage  arbitra- 
tion there  is  an  attempt  to  make  it  appear  that  they  would  be  the 
opposing  party  in  a  wage  arbitration  under  this  plan.  It  is  a 
device  too  transparent  for  serious  consideration. 

Will  initiative  and  incentive  to  efficiency  be  increased  under  this 
plan?  The  railroad  employees  are  making  wage  demands  v\'hich 
will  probably  average  not  less  than  an  increase  of  50  per  cent  over 
their  present  wages.  Take  the  case  of  an  eniployee  earning  $2,000. 
An  increase  of  50  per  cent  would  amount  to  $1,000.  That  is  what 
he  would  get  if  his  demands  were  complied  with.  What  Avould  be 
his  share  of  the  surplus?  If  the  profits  were  $100,000,000,  the  com- 
bined body  of  the  employees  would  get  $50,000,000,  which,  if  divided 
equally  among  the  2,000,000  employees,  would  amount  to  $25  apiece ; 
somewhat  less  in  the  case  of  the  classified  employees.  Which  affords 
the  greater  incentive  to  effort,  to  Avork  efficiently  and  conscientiously 
for  the  accumulation  of  a  surplus  of  which  they  would  get  $25  or 
to  demand  from  their  own  officers  whom  they  elect  and  conti'ol  an 
increase  in  wages?  Certainly  $25  has  not  the  same  lure  as  $1,000. 
Would  the  employees  work  conscientiously  and  efficiently  for  the 
accumulation  of  a  surplus  or  would  they  work  the  directors^ — their 
directors — for  an  increase  in  wages? 

But  there  would  be  no  surplus  and  no  hope  of  surplus.  After  the 
payment  of  wages — a  first  lien  on  revenues — and  other  operating 
expenses,  sinking-fund  requirements,  extension  of  railroads  into 
iiev,'  territory,  perhaps  improvements  and  betterments,  there  would 
be  nothing  but  deficits  to  be  met  by  taxation.  The  employees  would 
never  give  a  thought  to  the  will-o'-the-wisp  of  a  surplus. 

It  is  interesting  how  tenaciously  the  brotherhoods  hold  on  to  the 
right  to  strike.  It  would  seem  that  as  the  employees  fixed  their 
own  wages  and  conditions  of  employment  there  would  be  no  occasion 
for  a  strike.  But  bear  in  mind  that  this  plan  originated  with  the 
Big  Four,  who  though  more  thoroughly  organized  than  any  other 
grades  of  employees,  are  in  a  decided  minority.  Is  there  any  doubt 
that  the  strike  provision  is  retained  as  a  club  to  be  used  against  other 
labor  organizations  ? 

The  greatest  evil  which  would  come  from  this  plan  would  be  the 
utter  demoralization  which  would  exist  throughout  the  ranks  of 
railroad  labor.  What  a  scramble  among  labor  leaders  for  the  direct- 
orships and  the  important  offices !  Directors  once  elected  to  office  are 
subject  to  recall  by  those  who  elected  them.  If  the  shopmen  thought 
that  the-  Big  Four  vrere  getting  more  than  their  proper  amount 
of  the  spoils  and  should  combine  with  the  section  men  and  other 
grades  of  employees,  the  existing  officers  would  be  recalled  and  their 
own  leaders  designated.  One  set  of  ambitious  labor  leaders  would 
succeed  another,  even  within  each  organization,  and  one  organization 
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would  combme  with  others  for  the  purpose  of  ousting  those  for  the 
moment  in  power.  Men  who  like  to  work  for  the  joy  of  working  or 
for  the  rewards  from  efficient  labor  even  if  not  dismissed  would  re- 
sign from  an  organization  where  the  rewards  come  only  to  those 
who  intrigue. 

It  is  not  my  intention  to  analyze  the  bill  in  detail.  The  question 
of  taxation,  however,  deserves  mention.  The  railroads  owned  by  the 
Federal  corporation  can  not  be  taxed  by  the  States.  Are  the  States 
ready  to  give  up  one  of  their  principal  sources  of  revenue  ?  The  pro- 
ponents of  the  plan  indicate  a  willingness  to  permit  the  States  to 
tax  the  railroads  for  a  while.  But  for  how  long  will  the  employees 
be  willing  to  permit  from  $150,000,000  to  $200,000,000  to  be  abstracted 
from  their  wage  fund  ? 

A  crisis  is  upon  the  country,  a  crisis  which  is  going  to  grow  during 
this  year,  although  I  believe  that  this  plan  will  find  less  favor  among 
the  intelligent  railroad  employees  than  it  has,  although  it  is  likely 
to  find  more  favor  among  the  less  intelligent  emploj^ees,  and  I  con- 
ceive that  we  can  not  strike  too  quickh^  It  is  fortunate  that  the  issue 
is  raised  in  a  waj^  that  it  can  be  met,  for  the  defeat  of  this  revolu- 
tionary plan  will  quiet  agitation  for  its  extension  to  other  lines  of 
industry.  It  is  equalh'  fortunate  that  this  issue  is  raised  before  a 
Congress  in  which  the  members  of  both  parties  are  standing  firmly, 
courageously,  fearlessly  in  defense  of  American  institutions. 

The  Chairman.  Is  Mr.  Morrow  in  the  room? 

Mr.  Loos.  He  is  not  here,  but  I  am  to  substitute  for  him.  I  was  to 
go  on  with  him. 

The  Chairman.  Very  well.  Judge  Sims  wants  to  ask  Mr.  Rich  a 
few  questions.    As  soon  as  Mr.  Morrow  comes  in  please  let  me  know. 

Mr.  Loos.  Yes,  sir. 

Mr.  EicH.  Mr.  Chairman,  may  I  just  give  the  names  of  a  com- 
mittee which  is  here  present  in  support  of  my  remarks  in  opposition 
to  the  so-called  Plumb  plan  ? 

The  Chairman.  Very  well. 

Mr.  Rich.  Mr.  William  P.  Libby,  traffic  manager  Plymouth  Cord- 
age Co.,  Pl3nnouth,  Mass.;  Mr.  Albert  R.  White,  vice  president  Mount 
Hope  Finishing' Co. ;  Mr,  Henry  Brewer,  vice  president  Winchester 
Repeating  Arms  Co.,  New  Haven,  Conn. ;  and  Mr.  John  A.  McDowell, 
of  the  American  Woolen  Co. 

Mr.  Si:\rs.  Dr.  Rich,  I  want  to  ask  you  a  question  or  two.  as  this 
is  a  supplement  to  the  hearing  you  have  already  had  before  the  com- 
mittee. 

Does  any  plan  that  has  been  presented,  except  indirectly  the  Len- 
root  plan,  look  to  the  amortization  of  the  capital  either  that  is  now 
in  the  companies  or  any  which  may  hereafter  be  put  in ;  that  is,  does 
any  plan  propose  that  the  service  of  transportation  shall  be  per- 
formed without  cost  on  the  invested  capital  ? 

Mr.  Rich.  Any  plan  that  is  now  before  the  committee? 

Mr.  Si  IMS.  Any  plan  except  the  so-called  Plumb  plan — is  there  any 
])lan  that  proposes  to  reduce  the  capitalization;  that  is,  amortize 
the  present  capitalization  or  any  future  capital  investments  and  to 
render  the  service  of  transportation  at  cost  of  furnishing  it ;  is  there 
any  other  plan  that  makes  any  provision  for  anything  of  that  sort 
except  the  Lenroot  plan,  indirectly  ? 
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Mr.  Rich.  I  think  that  the  phm  introduced  in  the  bill  by  Senator 
Cummins  practically  provides  for  transportation  at  cost.  I  have  not 
examined  all  the  bills,  but  there  is  no  doubt  of  the  fact  that  there  are 
few  bills  which  take  care  of  the  fundamental  question  which,  I  take 
it,  is  not  so  much  what  the  shippers  can  pay  as  that  they  shall  have 
adequate  facilities.  They  are  ready  to  pay  what  the  service  is  worth. 
I  do  not  think  that  many  shippers  believe  that  they  are  paying  excess 
rates  to  any  considerable  extent  because  of  so-called  inflated  capital- 
ization. 

Mr.  Sims.  I  am  not  asking  you  about  those  details.  Of  course,  it  is 
perfectly  patent  that  if  we  are  going  to  operate  the  railroads  or  any 
other  industry  with  private  capital  there  must  be  a  sufficient  induce- 
ment to  get  private  capital  to  go  in.  Of  course  that  profit,  whatever 
it  is,  must  be  a  burden  upon  those  who  pay  for  the  service.  Is  there 
any  plan  that  proposes  any  amortization  of  existing  capital  or  amor- 
tization of  any  future  capital  or  to  render  service  for  the  cost  of 
rendering  it,  except  in  the  so-called  Plumb  plan? 

Mr.  Rich.  I  stated  in  my  remarks,  in  so  far  as  the  question  of  tak- 
ing over  the  railroads  by  the  Government  was  concerned,  that  it  did 
result  in  a  saving,  and  that  the  saving  would  be,  perhaps,  1  or  2  per 
cent.  I  doubt  if  it  would  be  more  than  $200,000,000,  but  that  is  to 
be  put  on  the  credit  side  of  the  Plumb  plan,  or  an}'^  plan  that  involves 
Government  ownership. 

Mr.  Sims.  But  no  other  plan  proposes  anything  on  that  line.  The 
basic  principle  of  the  Plumb  plan  is  the  operation  of  the  railroads 
without  profit  and  in  the  interest  of  the  service.  You  have  taken  a 
great  deal  of  time,  legitimately  and  properly,  to  paint  the  awful 
horrors  that  will  come  to  this  country  in  case  this  plan  should  be 
adopted,  although  Congress  is  practically  in  session  all  the  time  and 
public  sentiment  is  always  active  and  present.  You  have  said  that 
if  the  Congress  should  first  adopt  the  plan  and  then  continue  it  it 
would  bring  the  horrors  to  the  country  that  you  have  pictured.  Your 
alarm  will  not  affect  those  who  know  how  responsive  Congress  is  to 
public  sentiment  and  how  alive  public  sentiment  is  to  public  interest. 
I  do  not  favor  the  Plumb  plan  in  all  its  provisions ;  I  introduced  the 
bill  by  request.  I  have  always  advocated  the  amortization  of  the 
fixed  capital  of  the  railroads  by  the  Government  or  in  any  other  way 
by  which  it  can  be  done  without  increasing  the  burdens  on  the  shipper, 
and  if  we  do  not  do  something  of  that  sort,  if  we  are  going  to  keep  on 
piling  capitalization  upon  capitalization — if  the  situation  is  so 
serious,  why  do  not  intelligent  men  like  yourself  devise  a  plan  which 
will  reduce  the  burden  and  prevent  this  future  increase  by  amortiza- 
tion and  tiy  to  make  the  securities  attractive  to  those  who  have  funds 
to  invest  in  them  ? 

Mr.  Rich.  We  have  tried.  Judge  Sims,  through  our  associated  in- 
dustries plan,  to  meet  that  to  a  certain  extent,  so  far  as  it  can  be  met, 
without  Government  ownership. 

Mr.  Sims.  In  other  words,  Government  ownership  is  worse,  in 
your  estimation,  than  any  possible  condition  that  either  now  exists 
or  can  arise  under  possible  investment  of  private  capital  ? 

The  Chairman.  Mr.  Rich,  we  thank  you  for  your  presentation. 

Is  there  any  other  gentleman  to  be  heard  ?    Is  Mr.  Barrett  here  ? 
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Mr.  Barrett.  I  understood  that  your  committee  would  meet  to- 
morrow morning,  and  I  have  arranged  to  present  to  the  committee 
such  data  as  I  desire  to  present.  If  it  is  convenient  to  the  committee 
I  should  rather  be  heard  to-morrow  morning.  I  have  not  the  data 
and  memoranda  which  I  expected  to  have. 

The  Chairman.  I  can  not  give  you  the  same  assurance  as  to  being 
heard  to-morrow  morning  as  this  morning. 

;Mr.  Barrett.  I  think  I  will  take  the  chance. 

LETTER  AND  AMENDMENTS  SUBMITTED  BY  MR.  J.  D.  A.  MORROW, 
VICE  PRESIDENT  NATIONAL  COAL  ASSOCIATION. 

National  Coal  Association, 
Wafihinfitoi),  D.  C,  ^'eptcmher  .'/,  1919. 
Hon.  .ToHX  .T.  Esch. 

House  of  Rcpre-'icuto fires,  ^]  ashiuylon,  D.  C. 

My  Deak  Mu.  PZs<  h  :  After  su'niiiitiinu  tlie  proposed  nmendmeuts  of  Hie  Esch- 
Pomerene  bill,  H.  R.  4378,  to  the  House  Interstate  Commerce  Commiicee  on 
Aiii;-ust  28,  the  National  Coal  Association,  in  conference  with  its  general  coun- 
sel, gave  further  consideration  to  tlie  third  amendment  as  submitted  and  cjime 
to  the  conclusion  that  it  was  defective  in  the  following  respect.  It  was  subject 
to  the  construction  that  tl.e  carrier  must  equalize  the  distribution  of  cars 
every  day  during  a  car-shortage  period  which  would  in  certain  cases  be  a 
practical  impossibility.  We,  tlierefore,  prepared  a  new  draft  of  this  amend- 
ment, substituting  for  the  phrase  "  on  any  day  or  days  on  which  tliere  is  a 
car  shortage  on  its  line  "  the  phrase  "  during  a  car-shortage  period,''  and  add- 
ing tlie  following  provision  :  '•  The  proportionate  distribution  rerjuired  by  this 
paragraph  shall  be  accomplished  during  successive  14-day  periods  which  may 
be  designated  from  time  to  time  by  the  carrier." 

Our  amendments  as  originally  proposed  have  been  in  substance  embodied  in 
the  Cummins  bill,  S.  2906,  and  we  have  to-day  conferred  with  Senator  Cunuuihs 
respecting  the  changes  in  the  third  amendment  just  referred  to.  Those 
changes  are  satisfactory  to  the  Senator  and  we  understand  from  him  will  be  in- 
serted in  the  Senate  bill.  The  amendments  will  then  be  satisfactory  to  us  and 
we  desire  to  urge  your  committee  to  incorporate  them  in  the  House  bill. 

For  convenient  reference  the  amendments  now  embodied  in  the  Senate  bill 
No.  2906  (introduced  by  Senator  Cummins)  will  be  found  at  the  following 
places : 

First  amendment,  page  49,  lines  21  to  23. 

Second  amendment,  omitted. 

Third  amendment,  from  page  52,  line  12,  to  page  54,  line  5. 

Fourth  amendment,  page  61.  lines  4  and  7. 

Fifth  amendment,  omitted. 

If  these  amendments  meet  with  your  approval,  it  does  not  appear  to  us  to  be 
necessary  to  have  a  hearing  before  your  committee,  unless  the  other  members 
desire  some  information.  In  that  case,  we  will  be  glad  to  appear  at  any  time 
you  may  designate,  and  in  any  event  I  have  asked  Mr.  John  Callahan,  our 
traffic  manager,  to  call  on  you  in  regard  to  the  matter. 
Verv  trulv,  yours, 

.1.  D.  A.  Morrow, 
Mcc  rrc!<i<Icnt   Xational   Coal  Association. 

The  revised  amendments  are  as  follows : 

Amendments  to  the  Proposed  Bill  to  Further  Amend  an  Act  Entitled  "An 
Act  to  Regulate  Commerce,"  Approved  February  4,  1887.  as  Amended,  and 
FOR  Other  Purposes.  Introduced  in  the  Senate  by  Senator  PoifERKNE  June 
2,  1919.  Being  S.  1256,  and  Introduced  in  the  Hoi^se  of  Representatives  by 
(Congressman  Esch,  Being  H.  R.  4378. 

[Italicized  words  indicate  proposed  amendments.] 
FIRST   SUGGESTED   AMENDMENT. 

That  the  first  paragraph  of  section  2  of  the  above  bill  be  amended  so  that  it 
shall  read  as  follows : 

"  Sec.  2.  That  the  amendment  to  section  1  of  the  commerce  act  approved  May 
20,  1917,  is  hereby  amended  to  read  as  follows:  'The  term  "car  service"  in 
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this  act  shall  include  the  use,  control,  supply,  movement,  distribution,  exchange, 
interchange,  and  return  of  locomotives,  cars,  and  other  vehicles  used  in  the 
transportation  of  property,  by  or  to  any  carrier  subject  to  this  act,  or  by  or  to 
any  shipper  making  or  offering  any  shipment  or  shipments  subject  to  tliis  act, 
and  sJiaU  also  include  the  supply,  movement,  and  operation  of  trains  by  any 
I'arrier  subject  to  this  act.  either  on  its  own  lines  or  in  its  relations  with  any 
other  carrier  or  carriers.'  " 

SECOND  SUGGESTED  AMENDMENT. 

That  the  second  paragraph  of  section  2  of  the  above  bill  be  amended  so  that 
it  shall  read  as  follows : 

"  It  shall  be  the  duty  of  every  carrier  by  railroad  subject  to  this  act  to  furnish 
to  shippers  and  otliers  entitled  thereto  safe  and  adequate  car  service  and  to 
■establish,  observe,  and  enforce  just  and  reasonable  rules,  regulations,  and  prac- 
tices with  respect  to  car  service ;  and  every  unjust  and  unreasonable  rule,  regu- 
lation, and  practice  with  respect  to  car  service  is  prohibited  and  declared  to  be 
;nilawl'ul." 

THIRD    SUGGESTED    AMENDMENT. 

That  section  2  of  the  aliove  bill  shall  l)e  further  amended  by  adding  the  fol- 
!oA\ing  pai-agraph  after  line  3,  page  7 : 

"  It  shall  further  be  the  duty  of  erery  carrier  by  railroad  subject  to  this  act, 
■serving  coal  mines  located  vpon  its  line  or  lines,  to  make  just,  reasonable,  and 
nondiscriminatory  distribution  among  such  mines  of  all  cars  available  for  the 
transportation  of  coal  during  any  period  (hereinafter  called  a  car-shortage 
period)  irhen  the  carrier's  supply  of  cars  for  such  serrice.,  does  not  e<]val  the 
requirements  of  such  mines.  To  that  end.  crery  such  carrier  shall  make  and 
establish  rnles  and  regulations  providing  for  the  rating  of  such  mines  and,  dur- 
ing car-shortage  periods,  the  distribution  of  cars  among  them  in  proportion  to 
■such  ratings.  The  rules  and,  regulations  so  established  shall  provide,  among 
other  things,  that  each  and  every  car  furnished  or  iised  for  the  transportation 
of  coal  during  a  car-shortage  period  shall  be  counted  against  the  proportionate 
distributive  share  of  the  mine  receiving  or  using  it,  and  that  no  cars  shall  be 
furnished  to  or  used  by  any  mine  for  the  transportation  of  coal  during  a  car- 
shortage  period  in  excess  of  the  proportionate  distributive  share  of  such  mine, 
regardless,  in  either  ease,  of  tvho  the  consignor  or  consignors  or  the  consignee 
or  consignees  or  the  owner  or  owners  of  the  coal  loaded  or  to  be  loaded  in 
such  cars  may  be,  or  of  the  purpose  for  which  such  coal  may  be  used  or  in- 
tended, or  of  the  otvnership  of  such  car  or  cars.  It  shall  be  unlaroful  for 
any  such  carrier,  by  any  rule,  regulation,  or  practice,  either  directly  or  in- 
directly, to  fail  or  refuse  to  count  against  the  proportionate  distributive 
share  of  any  mine,  any  car  or  cars  furnished  to  or  used  by  such  mine  for 
the  transportation  of  coal  during  a  car-shortage  period,  or  to  furnish  to  any 
mine,  for  the  transportation  of  coal  during  a  car-shortage  period,  any  car 
or  cars  in  excess  of  the  proportionate  distributive  share  of  such  mine,  re- 
gardless, in  either  case,  of  who  the  consignor  or  consignors  or  the  consignee 
or  consignees  or  the  owner  or  owners  of  the  coal  loaded  or  to  be  loaded 
in  such  ears  may  be,  or  of  the  purpose  for  lohich  such  coal  may  be  rised  or 
intended,  or  of  the  ownership  of  the  car  or  cars.  The  proportionate  distribu- 
tion required  by  this  paragraph  shall  be  accomplished  during  successive  four- 
teen-day periods,  which  may  be  designated  from  time  to  time  by  the  carrier.  In 
case  of  failure  or  refusal  on  the  part  of  any  carrier,  receiver,  or  trustee  to  count 
any  car  or  cars  against  the  proportionate  distributive  share  of  any  mine,  or  the 
furnishing  for  loading  by  any  carrier,  receiver,  or  trustee  of  any  cars  in  excess 
of  the  proportionate  distributive  share  of  any  mine,  as  herein  provided,  such 
carrier,  receiver,  or  trustee  shall  be  liable  to  a  penalty  of  not  less- than  $100  nor 
more  than  $500  for  each  offense  (and  each  failure  or  refusal  to  count  any  one 
car  or  each  furnishing  of  any  one  car  shall  be  deemed  a  separate  offense), 
whicJi  penalty  shall  accrue  to  the  United  states  and  may  be  recovered  in  a,  civil 
action  brought  by  the  United  States.  The  provisions  of  this  paragraph  shall 
not  be  construed  to  limit  or  rcstrict-the  power  or  authority  of  the  commission  to 
require  the  establishment,  observa)iee,  enforcement,  and  filing  of  reasonable 
rules,  regulations,  and  practices  with  respect  to  car  service  not  in  conflict  here- 
with." 
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FOURTH    SUGGESTED  AMENDMENT. 

That  section  7  of  said  bill  be  amended  to  read  as  follows : 
"  Sec.   7.  That   the   first   paragraph   of   section   6   of   the   commerce   act  be 
amended  to  read  as  follows: 

"  '  That  every  common  carrier  subject  to  this  act  shall  file  with  the  com- 
mission and  print  and  keep  open  to  public  inspection  schedules  showing  all  the 
rates,  fares,  and  charges  for  transportation  or  transmission  between  different 
points  on  its  own  route,  and  between  points  on  its  route  and  points  on  the  route 
of  any  other  carrier  subject  to  this  act  when  a  through  route  and  joint  rate 
have  been  established,  and  in  the  case  of  every  such  carrier  ivhich  reaches  hy 
its  line  or  lines  of  railroad,  any  coal  mine  or  coal  mines,  schedules  also  shoio- 
ing  all  rules  and  regulations  having  to  do  ivith  the  rating  of  mines  and  the 
distribution  of  cars  used  for  the  transportation  of  coal.  If  no  joint  rate  over 
the  through  route  has  been  established,  the  several  carriers  in  such  through 
route  shall  file,  print,  and  keep  open  to  the  public  inspection,  as  aforesaid, 
the  separately  established  rates,  fares,  and  charges  applied  to  the  through 
transportation  or  transmission.  The  schedules  printed  as  aforesaid  by  any 
such  common  carrier  shall  plainly  state  the  places  between  which  property  and 
passengers  will  be  carried  or  intelligence  transmitted,  and  shall  contain  the 
classification  of  freight  or  messages  in  force,  and  shall  also  state  separately 
all  terminal  charges,  storage  charges.  Icing  charges,  and  all  other  charges 
which  the  commission  may  require,  all  privileges  or  facilities  granted  or 
allowed,  and  any  rules  or  regulations  which  in  any  wise  change,  affect,  or 
determine  any  part  or  the  aggregate  of  such  aforesaid  rates,  fares,  and  charges, 
or  the  value  of  the  services  rendered  to  those  for  whom  the  service  is  per- 
formed. Such  schedule  shall  be  plainly  printed  in  large  type,  and  copies  for 
the  use  of  the  publip  shall  be  kept  pasted  in  two  public  and  conspicuous  places 
in  every  depot,  station,  or  office  of  such  carrier  where  passenger  or  freight, 
respectively,  are  received  for  transportation,  or  facilities  are  afforded  to  the 
public  for  transmitting  intelligence,  in  such  form  that  the.v  shall  be  accessible 
to  the  public  and  can  be  conveniently  inspected.  The  provisions  of  this  sfec- 
tion  shall  apply  to  all  traffic,  transportation,  transmission,  and  facilities  defined 
in  this  act.' " 

FIFTH    SUGGESTED    AMENDMENT. 

That  there  be  inserted  between  section  8  and  section  9  of  the  said  bill  a 
section  as  follows : 

"  Sec.  Sa.  That  there  be  inserted  between  ninth  and  tenth  paragraphs  of  sec- 
tion 6  of  the  commerce  act  the  following  paragraph : 

"  '  It  shall  he  the  duty  of  every  carrier  by  railroad  to  permit  inspection  by 
any  shipper  of  its  records,  shoiving  the  available  car  supply  on  such  carrier  and 
its  distribution  between  different  portions  of  its  line  or  lines  of  railroad,  and 
the  disti'ibtition  of  cars  between  shippers  using  similar  kinds  of  cars  and, 
bctiDcen  shippers  shipping  similar  kinds  of  traffic  or  otherwise  pertaining  to 
the  distribution  of  cars.  The  Interstate  Commerce  Commission  shall  prescribe 
the  time  and  manner  in  tohich  such  inspection  may  be  made  by  any  shipper 
or  shippers,  and,  in  case  of  refusal  of  any  carrier  or  carriers  to  permit  such 
inspection,  may,  by  general  or  special  order,  icith  or  without  formal  complaint, 
enter  an  order  requiring  any  such  carrier  to  grant  forthwith  to  rtnjf  shipper  or 
shippers  the  opportunity  to  inspect  the  records  herein  described.'  " 


Committee  on  Interstate  and  Foreion  Commerce, 

House  or  EErRESENTATivES, 

Friday,  Septertvber  12,  1919. 
The  Chairman.  Tlie  committee  Avill  now  be  glad  to  hear  Mr.  Loos. 

STATEMENT  OF  MR.  KARL  D.  LOOS,  OF  COUNSEL  FOR  THE 
NATIONAL  COAL  ASSOCIATION,  CHICAGO,  ILL. 

The  Chairman.  Mr.  Loos,  please  give  your  name,  address,  and 
"whom   j^oii  represent. 

INIr.  Loos.  My  residence  is  Chicago,  111.  I  am  a  member  of  the  firm 
■which  acts  as  counsel  for  the  National  Coal  Association.     The  Na- 
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tional  Coal  Association  has  its  headquarters  here  in  AVashington  and 
is  an  organization  of  coal  producers,  being  an  organization  of  district 
or  local  coal-producing  organizations  and  having  a  membership  of 
operators  of  bituminous  mines  producing  approximately^  350,000,000 
tons  of  coal  annually. 

The  Chairman.  What  part  of  the  total  production  is  that,  over  50 
per  cent? 

Mr.  Loos.  That  is  over  50  per  cent — about  60  per  cent — of  the  total 
bituminous  production.  The  organization  has  been  formed  for  about 
two  3^ears.  Its  purpose  is  the  collection  of  information  of  interest 
to  the  coal  industry  generally  and  particularly  information  with 
reference  to  wages,  mining  conditions,  and  railroad  regulations,  such 
as  car  suppl}^,  car  distribution  and  any  other  questions  of  public  in- 
terest and  of  interest  to  the  coal  industry  generally. 

Our  purpose  in  appearing  before  your  conmiittee  is  to  urge  the 
consideration  of  certain  amendments  to  the  legislation  with  refer- 
ence to  the  regulation  of  carriers,  more  particularly  amending  the 
present  Interstate  Commerce  act  dealing  with  the  method  of  dis- 
tributing coal  cars. 

In  the  past,  before  Federal  control  became  effective,  there  had  been 
a  great  deal  of  discrimination  in  the  matter  of  the  distribution  of 
coal  cars  by  reason  of  the  fact  that  certain  carriers  had  adopted  a 
practice  known  as  assigned  cars.  By  that  is  meant  that  a  carrier  in 
time  of  car  shortage  would  distribute  a  certain  number  of  its  avail- 
able cars  to  mines  from  which  it  was  buying  railroad  fuel ;  that  is, 
fuel  for  its  own  use  in  operating  its  trains.  These  cars  that  are  as- 
signed for  the  purpose  of  carrying  railroad  fuel  are  not  counted  in 
some  cases  against  the  distributive  share  of  the  mines  receiving 
them. 

I  think  I  can  make  that  clear  by  illustration.  Suppose  that  we 
have  a  small  district  in  which  there  are  just  two  mines,  and  suppose 
that  each  one  of  those  mines  has  the  same  capacity  of  1.000  tons  per 
working  day.  That  would  be  20  cars.  Each  car  carries  an  average 
of  50  tons.  Each  one  of  those  mines  would  then  have  a  mine  rating 
of  20  cars  per  day.  By  mine  rating  is  meant  the  capacity  or  some 
basis  on  which  the  distribution  of  cars  is  made.  That  means  then 
that  each  mine  in  the  time  of  car  plenty  should  receive  20  cars  per 
day.  If  a  car  shortage  period  comes  along  and  there  is  only  a  50 
per  cent  car  supply  in  that  district  then  it  would  mean  instead  of 
having  40  cars  available  there  would  be  only  20  cars  available  for 
both  of  those  mines.  They  would  have  to  be  divided.  Of  course, 
the  fair  distribution  would  be  10  cars  to  each  of  them  being  able  to 
work  one-half  time,  but  under  the  practice  of  assigned  cars,  the  first 
mine,  w^e  will  assume,  has  a  contract  to  supply  a  railroad  Avith  10 
cars  of  fuel  per  day.  If  the  cars  available,  20,  were  distributed 
equally,  then  the  first  mine  would  use  all  of  its  10  cars  for  its  rail- 
road fuel  unless  it  could  induce  the  railroad  to  surrender  two  or  three 
cars  for  that  day — perhaps  the  railroad  would  not  need  them  all, 
l)ut  assuming  they  did,  to  live  up  to  their  contract  they  would  have 
to  furnish  10  cars  of  railroad  fuel,  and  under  the  provisions  of  as- 
signed cars,  10  cars  out  of  the  20  Avould  first  be  given  to  this  first 
mine,  and  those  would  be  deducted  from  the  available  supply.  That 
will  leave  10  cars  to  be  distributed.     There  are  various  methods  by 
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Avhicli  this  practice  is  worked  out.  One  of  them  would  be  to  change 
tlie  mine  rating  of  the  first  mine  which  has  ah'eady  received  10  as- 
signed cars  so  that  its  rating  then  would  be  10  cars  as  against  the 
other  mine's  20  cars.  The  remaining  10  cars  Mould  then  be  distri- 
buted one-third  to  the  first  mine  and  two-thirds  to  the  other  one  or 
in  times  past  in  some  cases  they  have  been  distributed  on  the  basis 
of  the  original  rating  and  the  10  remaining  cars  divided  between  the 
two  mines  equally,  giving  the  first  mine  which  received  the  assigned 
cars  15  cars  and  the  second  mine,  which  has  no  assigned  cars,  5  cars. 
That  would  mean  that  the  first  mine,  receiving  15  cars,  could  work 
75  per  cent  of  its  time,  six  hours  a  day,  and  that  the  second  mine, 
receiving  only  five  cars,  could  work  only  25  per  cent  of  its  time  or 
only  two  hours  a  day.  That  would  hardly  be  worth  commencing 
operations.  There  is  then  a  serious  disadvantage  to  the  mine  not 
having  the  benefit  of  the  assigned  cars  and  a  big  advantage  of  greater 
working  time  to  the  mine  having  that  benefit. 

The  result  of  such  a  disproportionate  distribution  of  the  cars  is, 
first,  in  its  effect  on  the  labor  at  the  mines.  A  mine  which  can  work 
only  two  hours  a  day  during  this  car-shortage  period  and  can  fur- 
nish work  for  its  miners  for  only  two  hours  a  clay  is  unable  to  keep 
its  miners  in  the  field.  They  move  to  some  other  district  or  to  the 
mine  across  the  way,  which  is  able  to  work  six  hours  a  day.  That 
means  that  the  mine  working  only  two  hours  a  day  is  operating  at 
a  loss.  It  can  not  produce  enough  coal  in  two  hours  to  take  care 
of  its  heavy  overhead  charges,  the  operation  of  the  machinery  that  is 
necessary  to  keep  a  mine  going,  no  matter  how  much  tonnag'e  is 
being  produced.  This  situation  causes  a  great  deal  of  unrest  among 
the  labor  at  the  mine  affected  disadvantageously  by  this  method  of 
distribution  and  in  a  great  many  cases  has  caused  the  loss  of  the 
mine  workers  to  other  fields  and  has  brought  a  cessation  of  operation 
to  the  mine  operator  who  has  been  adversely  affected. 

Mr.  Sanders  of  Indiana.  This  illustration  which  you  liavc^  given, 
did  it  occur  prior  to  Federal  control? 

Mr.  Loos.  Yes,  prior  to  Federal  control. 

Mr.  Sanders  of  Indiana.  I  do  not  want  to  anticipate  what  you  are 
going  to  say,  but  I  should  like  you  to  distinguish,  if  there  is  any 
distinction,  between  the  practice  prior  to  Federal  control  and  during 
Federal  control. 

Mr.  Loos.  The  illustration  which  I  have  given  is  an  illustration  of 
a  general  nature  that  applies  to  those  carriers  which  adopted  the 
practice  of  assigned  cars  in  many  and  varying  forms  of  use.  They 
were  not  all  the  same  as  this.  Of  course,  in  the  ordinary  field 
there  are  many  more  than  two  mines.  It  would  be  a  much  more 
complicated  situation  to  show  the  operations  in  large  mine  fields. 

Mr.  Sanders  of  Indiana.  One  other  question:  It  has  been  stated 
to  me  that  the  coal  mines  who  have  an  agreement  for  the  assigned 
cars  not  only  get  their  full  quota  of  assigned  cars,  and  their  propor- 
tion of  the  remaining  cars,  but  they  are  also  favored  because  there 
is  no  definite  way  in  which  it  can  be  determined  whether  they  are 
getting  equal  justice  and  hence  they  are  favored  over  the  other  coal 
mines  ? 

Mr.  Loos.  Many  operators  so  believe.  I  do  not  like  to  make  siicli 
a  charge  as  that,  as  I  do  not  have  anything  to  back  it  up.  but  we  do 
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know  and  it  is  certain  that  by  the  practice  of  assigned  cars  there  is 
a  great  deal  of  discrimination  against  certain  operators  and  a  prefer- 
ence to  other  operators.  There  may  be  additional  preferences.  I 
do  not  know ;  I  can  not  say. 

During  the  period  of  Federal  control  the  question  of  assigned  cars 
was  brought  up  in  connection  with  the  Fuel  Administration  prac- 
tices and  in  connection  with  the  Railroad  Administration's  efforts 
to  buy  coal  at  a  lower  price.  I  had  hoped  that  Mr.  Morrow  would 
be  here  and  submit  to  you  that  situation.  He  was  with  the  Fuel 
Administration  during  this  period  and  he  knows  much  more  about 
it  than  anyone  else,  I  think,  and  a  good  deal  more  about  it  than  I  can 
tell  you.  I  can  only  tell  you  in  a  general  way  what  happened.  The 
Railroad  Administration,  soon  after  the  period  of  Federal  control 
began,  made  an  effort  to  buy  coal  at  a  lower  price — it  was  suggested, 
at  least,  whether  the  Railroad  Administration  seriously  attempted  to 
do  this,  I  do  not  know,  but  it  was  suggested  that  by  the  adoption  of 
the  practice  of  assigned  cars  which  had  been  done  in  the  past,  it 
might  be  able  to  do  that.  After  considerable  discussion,  both  within 
the  Railroad  Administration  and  within  the  Fuel  Administration, 
and  between  the  two  departments  it  was  decided  officially  and  for 
the  record  at  least,  by  the  President  that  the  Railroad  Administra- 
tion must  pay  the  same  price  for  its  coal  as  all  other  buyers,  namely, 
the  Government  price,  and  that  the  practice  of  assigned  cars  must 
cease.  The  Fuel  Administration  thereupon,  in  view  of  the  saving 
which  it  was  urged  by  some  operators  and  which  it  was  decided  by 
Mr.  Garfield,  of  the  Fuel  Administration,  would  result  from  an 
equal  and  equitable  distribution  of  cars,  gave  the  benefit  to  the  whole 
country.  The  Government  price  of  coal  was  reduced  10  cents  a  ton 
and  the  reason  for  that  reduction  was  the  abolition  of  the  assigned- 
car  practice  and  was  the  result  of  the  agreement  between  the  Fuel 
Administration  and  the  Railroad  Administration  that  assigned  cars 
should  stop  and  that  the  Railroad  Administration  should  pay  the 
same  price  as  was  fixed  for  all  coal  sold  at  the  mine. 

The  Chairman.  The  idea  is  that  if  we  abolish  the  assigned-car 
practice  it  will  keep  the  mines  operating  at  greater  capacity  and 
hence  tend  to  stabilize  the  price  or  possibly  keep  it  at  a  lower  level ; 
that  is  your  thought  ? 

Mr.  Loos.  That  was  the  thought  of  the  Fuel  Administration  in 
reducing  the  price  at  that  time.  It  will  keep  all  mines  on  an  equal 
operating  time  and  by  so  doing  it  will  reduce  the  cost  of  the  opera- 
tion of  the  mine  which  might  have  been  discriminated  against  and 
which  might  have  under  the  practice  of  assigned  cars  only  worked 
a  small  proportion  of  the  time,  and  in  so  doing  a  much  smaller 
proportion  of  the  time  than  his  competitor  was  working.  In  equal- 
izing the  distribution  of  time  at  the  mines  it  was  found  during  the 
period  of  Federal  control  that  during  the  regime  of  the  Fuel 
Administration  that  the  operation  was  much  more  stabilized,  much 
more  uniform  throughout  the  country. 

The  Chairman.  The  pending  bill,  H.  R.  4378,  lodges  with  the  In- 
terstate Commerce  Commission  the  power  with  reference  to  car 
service  and  also  the  distribution  of  cars  in  an  emergency.  Are  the 
powers  granted  in  the  bill  in  this  respect  sufficient  to  meet  the 
situation  which  you  are  explaining? 
152894— 19— VOL  2 67 
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Mr.  Loos.  We  believe  that  the  powers  granted  to  the  commission 
under  the  bill  are  sufficient  for  the  commission  to  meet  the  situa- 
tion, but  we  feel  that  there  should  further  be  a  statutory  declaration 
of  the  principle  for  which  we  stand,  namely,  that  there  nuist  be  an 
equal  and  equitable  distribution  of  cars  in  time  of  car  shortage, 
and  that  there  must  be  a  specific  penalty  for  violation  of  that  rule. 

The  Chairman.  We  have  printed  in  the  hearings  the  suggested 
amendments  of  the  National  Coal  Association  ? 

Mr.  Loos.  Yes,  sir ;  I  so  understand. 

The  Chairman.  And  those  amendments  carry  out  your  thought 
and  your  recommendation  ? 

Mr.  Loos.  They  do.  I  should  like  to  explain  those  amendments 
briefly. 

The  Chairman.  Very  well. 

Mr.  Loos.  I  think  I  have  explained  the  situation  which  leads  up 
to  the  necessity  of  those  amendments.  Of  course,  as  you  under- 
stand, it  does  not  exist  now.  We  make  no  charge  that  the  United 
States  Railroad  Administration  has  at  any  time  adopted  the  practice 
of  assigned  cars.  We  fear  that  that  practice  will  be  revived  when- 
ever the  roads  are  returned  to  private  control  unless  some  definite 
statutory  rule  is  enacted  to  prevent  it  and  a  specific  penalty  imposed 
for  violation  of  the  rule. 

The  first  amendment  which  we  have  proposed  has  to  do  with  that 
portion  of  House  bill  4378  which  amends  the  car-service  provision. 
We  have  suggested  that  this  bill  be  amended  by  inserting  a  few 
words  as  to  the  definition  of  "  car  service,"  vSO  as  to  make  it  clear  and 
certain  that  the  term  "  car  service,"  covers  the  distribution  of  cars  to 
shippers  as  well  as  among  the  railroads.  Our  amendment  refers  to 
the  first  paragraph  at  the  top  of  page  6  in  the  print  which  I  have  and 
starts  out,  "  the  term  car  service  in  this  act  shall  include  the  use,  con- 
trol, supply,  movement,  distribution,  exchange,  interchange,  and  re- 
turn of  locomotives,  cars,  and  otlier  vehicles  used  in  the  transporta- 
tion of  property." 

As  the  bill  now  stands  it  says,  "  by  any  carrier  subject  to  this  act." 
At  the  end  of  the  words  "  in  the  transportation  of  property,"  we 
Avould  like  to  insert,  "  by  or  to  any  carrier  subject  to  this  act  or  by 
or  to  aii}^  shipper  making  or  offering  any  shipment  or  shipments  sub- 
ject to  this  act." 

You  see  that  by  those  words  we  make  it  apparent  that  the  use  by 
shippers  as  well  as  the  use  by  carriers  is  covered  by  the  term  "  car 
service  " ;  the  supply  to  shippers  as  well  as  the  supply  by  carriers  and 
the  supply  to  carriers  is  covered ;  the  movement  by  carriers  and  the 
movement  by  shippers  in  case  of  private,  industrial  switching  tracks. 
The  exchange  and  interchange  of  cars,  etc.,  is  a  very  important 
item — the  excliange  and  interchange  not  only  between  the  carriers  but 
between  the  carrier  and  the  shipper  in  tlie  many  cases  of  private,  in- 
dustrial switching  tracks. 

This  amendment  has  been  made  in  the  portion  of  the  bill  intro- 
duced in  the  Senate  by  Senator  Cummins  in  which  he  follows  the 
language  of  the  House  bill  in  defining  the  term  "  car  service,"  with 
the  change  sul)stantially  as  we  have  suggested,  making  it  read,  "  by  or 
to  any  carrier  subject  to  this  ait,  or  l)y  or  to  any  shipper  making  or 
offering  any  shipment  or  sliipments  under  this  act." 
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I  think  that  it  has  always  been  the  purpose  of  the  drafters  of  this 
bill  that  the  term  "  car  service  "  should  have  that  broad  definition. 
I  believe  that  b}'  this  amendment  it  makes  it  certain  that  it  will  have 
that  interpretation  and  prevent  any  possibility  of  a  narrower  inter- 
pretation. 

That  suggestion  goes  to  the  whole  subject,  of  course,  of  the  car 
service. 

Our  next  suggested  amendment  goes  particularly  to  the  subject  of 
assigned  cars,  and  Ave  have  suggested  that  this  amendment  be  incor- 
porated in  the  House  bill  as  a  part  of  section  2  on  page  7. 

I  might  say,  first,  that  we  have  suggested  five  amendments.  The 
first  suggestion  was  the  one  I  have  just  discussed.  The  second  sug- 
gested amendment  was  a  very  small  change  in  the  paragraph  follow- 
ing the  paragraph  I  have  previously  discussed,  and  we  believe,  on 
further  consideration,  that  it  is  not  necessary  that  that  be  incor- 
porated. It  had  the  same  purpose  in  mind  as  the  first  suggested 
amendment.  So  the  amendment  wdiich  I  am  discussing  now  is  en- 
titled, in  the  paper  submitted  to  your  chairman,  the  third  suggested 
amendment,  and  it  deals  specifically  with  the  assigned  car  eviL 

It  is  an  effort  to  jDrevent  any  return  or  any  revival  of  tliis  abuse  of 
assigned  cars.  We  suggest  that  it  be  incorporated  in  section  2  at  the 
close  of  the  first  paragraph,  line  3,  page  7.  It  starts  out  witli  a 
declaration  of  the  cluty  of  the  carrier  in  this  particular : 

It  shall  be  the  duty  of  every  carrier  by  riiilroad  subject  to  this  act  serviug 
coal  mines  located  upon  its  line  or  lines  of  railroad  to  make  just,  I'easonable, 
and  nondiscriminatory  distribution  among  such  mines  of  all  cars  available  for 
the  transportation  of  coal  during  any  period  hereinafter  called  a  car-shortage 
period  when  the  carriers'  supply  of  cars  for  such  service  does  not  equal  the 
requirements  of  the  mines. 

Now,  this  is  simply  a  declaration  of  the  existing  law,  but  it  is  a 
specific  declaration.  The  courts  have  ruled  that  the  commission 
under  the  powers  granted  by  the  interstate-commerce  act  have  the 
power  to  prescribe  and  have  the  power  to  enforce  reasonable  and  non- 
discriminatory distribution  of  cars.  Under  the  general  and  broad 
provisions  of  section  3  of  the  interstate-commerce  act  relating  to  dis- 
crimination, the  commission  does  have  tliis  power;  but  when  a  coal 
operator  is  discriminated  against  in  the  matter  of  car  distribution 
and  goes  to  the  commission,  he  can  only  get  an  order  against  the  par- 
ticular defendant  carriers  requiring  the  cessation  of  the  discrimina- 
tion and  prescribing  reasonable  rules  for  the  distribution  of  cars. 
By  the  time  that  order  is  issued  the  car-sliortage  period  has  long 
since  passed.  The  order  is  effective  only  against  the  defendant  car- 
riers. All  the  rest  of  the  carriers  in  the  country  go  on  with  their 
practice  of  assigned  cars  if  they  want  to;  there  is  nothing  in  the 
world  to  prevent  it. 

The  commission's  order  continues  only  for  a  period  of  two  years. 
At  the  expiration  of  the  two  years  the  particular  defendants  are 
again  at  liberty  to  continue  the  practice  or  revive  the  practice  of 
assigned  cars.  There  is  nothing  in  the  statute  or  nothing  in  the  law 
to  prevent  it.  There  is  no  penalty.  There  is  no  method  of  enforcing 
the  rule,  although  it  has  been  recognized  as  the  correct  rule  by  the 
Supreme  Court  of  the  United  States  and  by  the  commission  in  case 
after  case. 
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The  Chairman.  Is  this  alleged  evil  of  assigned  cars  applicable  to 
any  other  industry  aside  from  the  coal  industry? 

Mr.  Loos.  I  do  not  think  it  is,  Mr.  Chairman.  We  have  investi- 
gated that  question  carefully,  and  we  have  not  been  able  to  find 
where  that  evil  has  crept  into  any  other  industry.  Other  industries, 
of  course,  suffer  from  car  shortages,  but  there  is  not  the  incentive 
to  the  carrier  to  assign  cars  for  the  carrying  of  company  material 
other  than  company  fuel. 

The  Chairman.  I  was  thinking  how  that  might  apply  to  tank  cars 
on  such  roads  as  use  oil,  for  instance,  for  fuel  purposes. 

Mr.  Loos.  We  have  never  heard  any  complaint  of  the  use  of  as- 
signed cars  in  the  oil  industry  or  any  other  industry-.  I  can  see  that 
that  might  occur. 

The  Chairman.  Your  language  merely  relates  to  coal. 

Mr.  Loos.  We  have  suggested  one  amendment  which  makes  it 
cover  all  commodities.  We  have  also  suggested,  as  a  substitute,  the 
amendment  which  I  am  reading,  and  it  would  simply  require  a 
change  of  a  few  words,  and  both  of  them  are  in  the  hands  of  your 
committee  and  have  been  printed. 

The  Chairman.  Very  well. 

Mr.  Loos.  And  we  suggest  that  if  there  is  any  other  industry  that 
suffers  from  this  abuse  of  assigned  cars,  that  that  industry  ought  to 
be  covered  by  this  legislation. 

Mr.  Hamilton.  Lender  this  practice  of  assigned  cars,  would  rail- 
roads get  uniformly  lower  rates  for  coal? 

Mr.  Loos.  Not  uniformly  lower  rates.  They  have  been  able,  per- 
haps, in  some  cases  to  get  their  coal  cheaper  by  this  discriminatory 
method.  They  are  paying  for  it  in  part  in  money  and  in  part  in  a 
preference  in  the  distribution  of  cars. 

Mr.  Hamilton.  Do  the  railroads  use  the  coal  which  is  loaded  in 
these  assigned  cars  exclusively  in  their  own  business,  or  do  they  sell 
this  coal  to  preferred  buyers? 

Mr.  Loos.  I  believe  that  thej^  use  it  exclusively  in  their  own  busi- 
ness. If  they  sold  it  to  commercial  dealers  they  would  be  in  violation 
of  the  commodities  clause  of  the  interstate-commerce  act. 

Mr.  Hamilton.  It  has  been  charged  here  that  they  did  that. 

Mr.  Loos.  I  have  never  heard  that.  I  heard  the  testimony  before 
your  committee  yesterda}',  and  I  suppose  that  is  what  you  have 
reference  to:  and  I  was  greatly  surprised  at  the  statements  that 
were  made.  It  was  information  which  I  had  never  heard  before 
from  anyone  in  the  coal  industry.  If  such  is  the  practice,  I  do  not 
know  a  thing  about  it,  but  our  association  undoubtedly  could  get 
the  information,  and  if  your  committee  desires  us  to  do  so  we  will 
make  an  investigation.  Of  course,  it  would  be  the  last  thing  in  the 
world  we  would  want  the  carriers  to  do. 

Mr.  Hamilton.  Is  there  any  limit  to  the  number  of  assigned  cars 
throughout  the  country?  Suppose  a  railroad  system  assigns  a  cer- 
tain number  of  cars  to  this  mine  and  then  goes  down  the  road  a  little 
distance  and  assigns  more  cars  to  another  mine,  and  so  on,  is  there 
any  limit  to  the  total  number  of  assigned  cars? 

Mr.  Loos.  Under  my  definition  of  assigned  cars  and  our  under- 
standing, and  the  general  understanding,  of  assigned  cars  in  the  coal 
trade,  it  means  only  those  cars  which  are  assigned  for  the  purpose 
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of  carrying  company  fuel.  Of  course,  the  only  limit  would  be  the 
requirements  of  the  carriers  for  their  own  fuel. 

Mr.  Hamilton.  They  would  assign  cars  for  company  fuel  at  each 
mine  where  they  wanted  to  get  company  fuel,  and  there  would  not 
be  any  limit  to  the  number  of  cars  assigned  for  company  fuel  in 
that  case  except  as  to  the  total  number? 

Mr.  Loos.  No ;  there  would  be  no  particular  limit. 

Mr.  Hamilton.  Except  as  limited  by  the  railroad  company  itself? 

Mr.  Loos.  Yes. 

Mr.  Hamilton.  So  that  the  railroad  company  itself  might  ac- 
cumulate a  very  large  amount  of  coal  in  its  assigned  cars? 

Mr.  Loos.  That  could  be  done,  of  course,  if  the  carrier  saw  fit  to 
give  up  its  cars  from  the  revenue-earning  business.  They  are  not 
likely  to  assign  more  cars  than  they  need  for  their  immediate  require- 
ments for  fuel  purposes,  because  it  draws  the  cars  out  of  the  revenue- 
earning  business. 

Mr.  Hamilton.  There  would  not  be  unless  they  could  make  a  con- 
siderable  revenue  in  the  disposition  of  coal,  as  was  suggested. 

Mr.  Loos.  Of  course,  if  they  do  that,  they  are  violating  the  com- 
modities  clause,  for  which  there  is  a  very  severe  penalty. 

Mr.  Hamilton.  Precisely;  but  T  wanted  to  get  your  views  on  that. 

Mr.  Loos.  So  far  as  I  know,  ISIr.  Congressman,  I  have  never  heard 
of  that. 

Mr.  Hamilton.  You  think  that  is  a  rather  visionary  sugo-estion? 

Mr.  Loos.  Well,  I  do  not  like  to  say  that,  because  I  do  not  know 
a  thing  about  it.  I  have  never  heard  of  its  being  done.  I  luive  never 
heard  of  its  being  mentioned  by  any  coal  man  or  any  railroad  man 
with  whom  I  have  talked. 

Mr.  Haimilton.  It  would  be  a  pretty  mean  practice  with  a  cold 
winter  coming  on,  would  it  not? 

Mr.  Loos.  It  certainly  would ;  and  it  would  be  the  last  thing  in  the 
world  we  would  want  the  carriers  to  do. 

The  Chairman.  As  bearing  on  the  matter  of  car  shortage  in  the 
coal  industry,  there  was  sent  me  yesterday  by  Mr.  J.  A.  Paisley,  of  the 
Valley  Camp  Coal  Co.,  of  Cleveland,  Ohio,  evidently  quite  a  large 
concern,  this  copy  of  a  telegram  addressed  to  Walter  D.  Hines,  Direc- 
tor General  of  JRailroads,  dated  Cleveland,  September  6,  1919,  as 
follows : 

Less  than  ?,0  per  rent  car  supply  at  aU  of  oiii-  mines  to-day  capable  of  pro- 
ducing 10.000  tons.  This  loss  can  not  be  made  up.  Understand  there  are  1,000 
new  open-top  cars  stnndin.2  on  New  York  Central  tracks  between  here  and 
Westfield  unstenciled,  turned  out  by  American  Car  Foundry  Co.,  Erie  Pa.  Can 
not  these  cars  be  put  in  service  and  give  our  coal  mines  better  car  supply? 

Do  you  know  anything  about  a  situation  of  that  kind? 

Mr.' Loos.  We  have  a  very  serious  car  shortage  at  the  present  time 
in  the  coal  industry  in  general.  There  has  been  a  great  deal  said 
before  the  subcommittee  of  the  Senate  Interstate  Commerce  Com- 
mittee  

The  Chairman  (interposing).  Yes;  they  are  investigating  that 
matter  now. 

Mr.  Loos  (continuing).  On  this  question,  and  the  Railroad  Ad- 
ministration has  presented  a  great  amount  of  testimony  and  we  have 
presented  a  great  amount  of  testimony,  all  of  which  shows,  I  believe, 
that  there  is  at  present  a  serious  ear  shortage — and  a  more  serious 
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car  shortage  threatenino; — but  the  Kaih'oad  Administration  is  making 
great  efforts  to  relieve  the  situation.  We  are  working  with  the  Rail- 
road Administration  every  day  and  in  every  way  possible  to  keep 
them  advised  of  car  shortages  as  they  occur,  and  the  Railroad  Ad- 
ministration is  making  every  effort  to  get  the  cars  that  are  built  and 
ready  for  stenciling  into  the  service. 

Mr.  Hamilton.  Mr.  Loos,  yon  know  about  anthracite  coal  as  well 
as  bituminous. 

Mr.  Loos.  No ;  I  do  not.  Our  association  does  not  include  any  an- 
thracite operators  at  the  present  time. 

Mr.  Hamilton.  Has  the  price  of  bituminous  coal  sympathized  with 
the  price  of  anthracite  coal  in  that  it  has  gone  up? 

Mr.  Loos.  I  do  not  know  anything  about  the  prices,  Mr.  Congress- 
man. 

Mr.  Hamilton.  You  know  that  the  price  of  coal  is  rather  high? 

Mr.  Loos.  I  know  the  price  of  coal  is  high;  yes.  The  prices,  how- 
ever, that  were  introduced  before  Senator  Frelinghuysen's  committee 
showed  a  gradual  decline  in  bituminous-coal  prices  on  the  average 
The  prices  of  the  domestic  sizes  are  perhaps  tending  to  increase  or 
remain  the  same.  The  prices  of  the  slack  and  steam  sizes  are  on  the 
decline  and  have  been  since  the  termination  of  Federal  control  of 
coal  prices ;  but  I  have  not  prepared  myself  to  talk  about  coal  prices, 
and  I  can  not  say  anything  about  the  relation  between  anthracite  and 
bituminous. 

Mr.  Hamilton.  Well,  you  can  tell  this,  because  you  are  more  or 
less  an  expert,  I  take  it — what  is  the  moving  cause,  or  what  is  the 
principal  cause  of  the  higher  prices  of  anthracite  coal. 

Mr.  Loos.  I  do  not  know  a  thing  about  anthracite  coal. 

Mr.  Hamilton.  Well,  what  is  the  principal  cause  then  for  the  high 
price  of  bituminous  coal? 

Mr.  Loos,  The  principal  causes  for  the  price  of  bituminous  coal 
in  the  retail  market,  you  mean 

Mr.  Hamilton.  Yes;  I  am  talking  about  the  man  who  wants  to 
use  the  coal. 

Mr.  Montague.  The  consumer. 

Mr.  Hamilton.  Yes;  I  am  talking  about  the  consumer. 

Mr.  Loose.  I  am  not  an  expert  at  all  in  the  matter  of  coal  prices, 
and  anything  I  say  is  just  my  personal  guess. 

Mr.  Hamilton.  You  can  guess  a  good  deal  more  accurately  than 
we  can. 

Mr.  Loos,  I  can  say,  however,  that  the  items  that  make  up  the  cost 
of  coal  are  the  wages — that  is  the  big  item,  of  course  in  the  produc- 
tion of  coal,  which  have  increased  enormously,  but  just  exactly  what 
percentage  I  can  not  say  at  present — and  the  freight  rate  from  the 
mouth  of  the  mine  to  the  consuming  market,  which  has  also  increased 
very  much  in  the  past  two  or  three  years. 

Mr.  Hamilton.  You  have  not  got  the  increase  in  wages  and  the 
increase  in  cost  of  transportation  summed  up  to  find  out  whether  that 
explains  the  increase  in  price. 

Mr,  Loos,  No ;  I  have  not,  I  have  not  made  any  investigation  of 
that, 

Mr.  Sanders  of  Indiana.  I  would  like  to  ask  one  question  on  this 
matter  of  distribution  of  coal  cars.    Does  your  proposed  amendment, 
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or  do  your  proposed  amendments,  deal  with  the  question  of  the  stand- 
ard for  the  distribution. 

Mr.  Loos.  I  have  not  finished  reading  the  amendment.  Our 
amendment  provides  that  every  raih-oad  shall  provide  reasonable 
rules  and  regulations  for  the  rating  of  mines  and  for  the  distribu- 
tion of  coal  cars. 

Mr.  Sanders  of  Indiana.  But  that  does  not  fix  a  definite  standard. 

Mr.  Loos.  It  does  not,  because  we  feel  it  is  an  impossible  thing  to 
fix  by  legislation  the  details  of  the  method  by  which' the  mines  must 
be  rated. 

Mr.  Sanders  of  Indiana.  As  I  remember,  the  standard  during  the 
Federal  control  of  railroads  has  been  the  standard  of  the  production 
of  the  preceding  month  of  the  particular  mine. 

Mr.  Loos.  I  think  that  is  correct. 

Mr.  Sanders  of  Indiana.  I  have  heard  some  complaint  about  dis- 
tribution being  based  upon  the  call  or  order  for  a  certain  number 
of  cars.  For  instance,  during  a  shortage  of  cars  when  the  railroads 
would  get  an  order  for  a  certain  number  of  cars  from  different  indus- 
tries and  were  unable  to  supply  the  full  order,  they  would  give  each 
one  its  proportionate  quota  based  upon  the  number  of  cars  called  for, 
and,  of  course,  that  is  an  entirely  incorrect  standard,  because  by  bol- 
stering the  number  called  for  they  could  get  the  number  of  cars  they 
desired. 

Mr.  Loos.  That  would  be  a  very  bad  standard  and  is  a  standard 
which  is  not  in  general  use  so  far  as  I  know  anywhere.  It  may  have 
been  used,  as  you  have  said 

Mr.  Sanders  of  Indiana  (interposing).  It  was  used  by  the  Rail- 
road Administration  outside  of  the  coal  industry  to  a  large  extent 
and  I  have  heard  complaints  of  that  character. 

Mr.  Loos.  Of  course,  w-e  insist  that  the  mines  should  be  rated  upon 
the  basis  of  their  capacity  to  produce,  and  the  distribution  should 
be  made  on  that  basis.  The  details,  however,  of  mine  ratings  are  so 
complex  that  they  can  not  very  well  be  put  into  a  statutory  enact- 
ment, but  they  can  be  worked  out,  either  by  agreement  among  opera- 
tors in  a  given  field,  as  is  often  the  case,  or  by  the  Interstate  Com- 
merce Commission  or  by 

Mr.  Sanders  of  Indiana  (interposing).  How  about  regulation  by 
the  Interstate  Commerce  Commission  fixing  a  standard? 

Mr.  Loos.  That,  of  course,  has  been  done.  The  commission  has 
considered  mine  ratings  very  often  in  a  great  many  cases,  and  has,  in 
fact,  made  one  or  two  general  investigations  on  the  subject  and  have 
announced  rules  and  methods  by  which  coal  mines  should  be  rated. 

Mr.  Sanders  of  Indiana.  Now,  I  w^ant  to  ask  you  one  more  ques- 
tion, and  this  question  has  been  presented  to  me  by  representatives  of 
the  miners'  labor  organization,  the  United  Mine  Workers  of  Amer- 
ica— do  you  know  whether  that  organization  approves  of  the  amend- 
ments which  you  propose? 

Mr.  Loos,  i  know  this,  Mr.  Sanders,  that  the  United  Mine  Workers' 
officials  during  the  discussion  between  the  Fuel  Administration  and 
the  Railroad  Administration  on  the  subject  of  assigned  cars  were 
among  the  most  active  and  the  most  effective  advocates  of  the  aboli- 
tion of  the  assigned  car. 
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Mr.  Saxdeks  of  Indiana.  Their  interests  are  the  same  as  the  op- 
erators' with  reference  to  that  feature;  in  fact,  they  would  have  a 
keener  interest  in  that  matter. 

Mr.  Loos.  I  belieA^e  so.    Of  course,  I  am  not  prepared  to  speak  for 
them,  but  I  believe  the  officials  of  the  United  Mine  Workers  are  verv 
much  interested  in  not  having  the  assigned-car  practice  revived,  be- 
cause it  makes  for  unrest  among  the  laborers  and  makes  for  move 
ment  from  one  field  to  aother,  and  causes  very  serious  disturbance. 

Mr.  Cooper.  "While  you  are  on  that  matter,  may  I  ask  just  one 
short  question?  If  the  policy  of  the  United  Mine  Workers  which 
they  now  advocate  is  adopted,  a  six-hour  day  and  five  days  a  week, 
5'OU  will  not  need  so  many  cars,  will  you  ? 

Mr.  Loos.  Well,  in  the  car-shortage  period  we  seldom  work  six 
hours  a  day.  The  car-shortage  periods  now  cause  complete  shut- 
downs of  a  great  many  mines. 

Mr.  Cooper.  Is  there  a  shortage  of  coal  now  in  the  country  ? 

Mr.  Loos.  That  is  also  a  question  which  has  caused  a  good  deal  of 
controversy  between  the  officials  of  the  Geological  Survey  and  the 
United  States  Eailroad  Administration  and  the  National  Coal  Asso- 
ciation.   We  believe  that  there  is  danger  of  a  shortage. 

Mr.  Cooper.  There  is  just  one  other  question  I  want  to  ask  you  and 
then  I  will  conclude.  If  this  policy  of  the  United  Mine  Workers  of 
America  is  adopted,  six  hours  a  day  and  five  days  a  week,  will  you 
be  able  to  produce  enough  coal  in  this  countrj'^  ? 

Mr.  Loos.  I  do  not  like  to  say.  I  have  not  the  information  on 
which  to  base  a  reasonable  estimate  in  answer  to  that  question. 

Mr.  Sanders  of  Indiana.  If  the  gentleman  from  Ohio  will  perndt 
me,  I  will  say  that  if  the  policy  of  the  United  Mine  AVorkers  is  car- 
ried out  the  Coal  Association  will  not  be  doing  the  producing,  because 
among  their  demands  is  the  demand  for  nationalization  of  the  coal 
mines  just  as  the  Plumb  plan  requires  nationalization  of  the  railroads. 

Mr.  Montague.  Mr,  Loos,  T  understood  you,  in  answer  to  a  ques- 
tion put  by  Judge  Hamilton,  to  say  that  you  did  not  know  of  the 
vast  accumulation  of  cars  loaded  with  coal  at  14  divisional  points  as 
testified  to  here  yesterday. 

ISIr.  Loos.  No,  Mr.  Montague,  I  do  not  know  about  that.  I  have 
never  heard  that. 

Mr.  Montague.  Would  a  fact  of  that  sort  come  under  the  observa- 
tion of  your  organization  ? 

Mr,  Loos,  I  believe  it  would. 

Mr.  Montague.  Would  you  be  interested  in  a  matter  of  that  sort  ? 

Mr.  Loos.  We  certainly  would  be  very  much  interested, 

Mr,  Montague,  And  you  know  nothing  of  that? 

Mr,  Loos.  We  do  not. 

Mr,  Montague.  Do  you  know  anything  personally  about  the  num- 
ber of  cars,  as  stated  by  Chairman  Esch,  or  at  least  as  stated  by  him 
as  emanating  from  the  correspondence  with  the  Director  General  of 
Railroads,  between  Cleveland  and  Westfield? 

Mr.  Loos.  We  have  a  great  deal  of  information  on  that  subject. 
I  do  not  have  it  at  my  command.  I  do  not  recall  that  specific  in- 
stance. 

Mr.  Montague.  How  many  cars  were  there? 

The  Chairman.  One  thousand  cars  unstenciled. 
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Mr.  Montague.  Would  that  be  a  material  factor  in  the  distribu- 
tion of  coal — 1,000  cars? 

Mr.  Loos.  It  would  be  in  a  given  district.  Of  course,  it  would 
only  be  a  drop  in  the  bucket  for  the  country  as  a  whole,  but  there  are 
a  great  many  cars  that  are  ready  to  be  put  in  service  as  soon  as  they 
can  be  stenciled,  and  we  have  the  assurance  of  the  railroad 

Mr.  MoiSTAGUE  (interposing).  What  do  you  mean  by  stenciling? 

Mr,  Loos.  Painting  the  name  and  number,  weight,  capacity,  and 
so  on,  of  the  car  on  the  outside. 

Mr.  Montague,  Does  that  require  a  great  length  of  time? 

Mr.  Loos.  I  do  not  know  how  long  it  takes  to  do  that. 

Mr.  Montague.  I  should  think,  or  if  you  and  I  were  approximat- 
ing that,  we  would  say  that  would  not  require  a  great  length  of  time. 

Mr.  Loos.  If  there  are  available  the  painters  and  the  laborers  to 
do  the  work,  it  ought  not  to  take  a  great  deal  of  time,  and  we  under- 
stand that  that  is  being  done. 

Mr.  Montague.  That  is  under  the  control  of  the  Director  General 
of  Railroads,  is  it  not? 

Mr.  Loos.  It  is. 

jNIr.  Montague.  If  the  cars  are  packed  up  in  any  such  way  as  that, 
the  Railroad  Administration  has  authority  to  do  something  about  it, 
has  it  not? 

Mr.  Loos.  It  has.  The  Railroad  Administration  has  entire  charge 
of  this  matter.  These  are  cars,  I  understand,  that  were  built  by  the 
administration. 

Mr.  Montague.  If  they  do  not  put  them  in  use  with  reasonable 
expedition  it  is  their  fault  ? 

Mr,  Loos.  It  certainly  is.    Perhaps  it  can  be  explained. 

Mr.  Montague.  I  do  not  say  that  it  can  not  be  explained,  but  with 
reasonable  diligence  and  industry? 

Mr.  Loos.  Yes,  sir ;  that  is  certainly  correct. 

Mr.  Montague.  Do  you  know  of  any  similar  instance  anywhere  in 
the  country  than  that  suggested  by  the  chainnan? 

Mr.  Loos.  We  have  a  great  number  of  instances  of  car  shortage  all 
over  the  country. 

Mr.  Montague.  Have  you  any  data  on  that  subject? 

Mr.  Loos.  Yes,  sir, 

Mr,  Montague.  Do  you  have  any  data  to  this  effect,  that  there  are 
unused  cars  in  large  numbers  here  and  there  throughout  the  country 
in  time  of  car  shortage? 

]Mr.  Loos.  There  are  many  cars  that  are  awaiting  stenciling  to  be 
put  in  use. 

Mr.  Montague,  How  many,  do  you  know? 

Air,  Loos,  Just  how  many  to-day  I  do  not  know,  Mr.  Callahan, 
the  traffic  manager  of  our  association,  has  that  information  in  his 
hands,  or  he  has  the  best  information  he  can  get  on  the  subject.  I 
have  not  attempted  to  keep  myself  posted  upon  it. 

Mr.  Montague.  I  do  not  care  to  ask  any  further  questions,  Mr. 
Chairman, 

Mr,  Sims.  I  should  like  to  ask  this  question :  I  do  not  understand 
that  the  United  States  or  the  Government  is  of  itself  manufacturing 
car  supplies  and  materials,  but  it  is  purchasing  them  in  the  ordinary 
way  by  contract  through  manufacturers? 
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Mr.  Loos.  I  so  understand. 

Mr.  Sims.  And  a  car  is  not  received  by  the  Government  until  it  is 
finished  and  completed  by  the  manufacturer? 

Mr.  Loos.  I  think  that  is  true. 

Mr.  Sims.  Is  not  painting  and  stenciling  also  a  part  of  the  work  of 
the  manufacturer? 

Mr.  Loos.  My  understanding  Avas  that  they  were  stenciled  by  the 
administration.  Of  course  I  may  be  incorrect.  It  may  be  that  it  is 
the  delay  of  the  manufacturers,  l3ut  I  think  the  car  is  stenciled  after 
it  is  delivered  to  the  administration. 

Mr.  Sims.  As  far  as  it  could,  I  got  the  impression  that  the  Rail- 
road Administration  is  doing  everything  it  can  with  the  facilities  at 
hand  to  put  these  cars  in  service. 

Mr.  Loos.  We  so  understand.  Mr.  Hines  has  so  stated.  We  believe 
that  the  Railroad  Administration  is  making  every  effort  to  get  these 
cars  in  the  service  and  to  relieve  the  present  shortage  and  to  prevent 
the  more  serious  shortage  threatened  in  the  future. 

Mr.  Sims.  This  practice  of  car  assignment  grew  up  before  Govern- 
ment control  ? 

Mr,  Loos.  Yes,  sir. 

Mr.  Sims.  Was  there  no  law,  rule,  or  regulation  of  the  Interstate 
Commerce  Commission  or  of  the  State  commissions  to  prevent  that  ? 

Mr.  Loos.  There  have  been  many  decisions  of  the  Interstate  Com- 
merce Commission  saying  that  such  a  practice  was  wrong  and  un- 
lawful, but,  as  I  say,  their  orders  are  directed  only  against  one  or 
two  defendants,  and  the  rest  of  the  carriers  are  not  affected,  but'the 
order  is  entered  against  the  defendant  carriers  after  the  car-shortage 
l^eriod  is  over.  It  is  ineffective  wholly.  We  suggest  this  legisla- 
tion, declaring  the  principle  and  providing  a  rule  and  a  penalty  for 
violation  of  the  rule.  For  violation  of  the  failure  to  count  any  one 
car  against  the  distributive  share  of  a  mine  operator,  we  advocate 
the  imposition  of  a  specific  penalty  that  will  require  enforcement 
and  observance  of  this  rule  in  the  same  manner  as  the  Elkins  law 
requires  observance  of  tariff  rates  as  published.  Because  we  have 
a  specific  penalty  we  do  not  have  any  more  rebates. 

Mr.  Sims.  The  regulations  of  the  Commission  to-day.  as  far  as 
they  go  under  the  law,  have  proved  ineffective? 

Mr.  Loos.  They  have  proved  ineffective  in  abolishing  the  abuse. 

Mr.  Sims.  And  you  have  reason  to  believe  as  soon  as  the  railroads 
are  returned  that  this  practice,  if  found  profitable  or  desirable,  will 
be  resumed? 

Mr.  Loos.  We  fear  very  much  that  it  will  be  revived  at  once,  par- 
ticularly in  the  period  of  car  shortage,  and  we  feel,  unless  this  legis- 
lation is  passed  and  a  rule  defined  by  a  statutoiy  declaration  and  a 
specific  penalty  imposed  to  require  its  observance,  that  we  will  suf- 
fer from  the  practice  again. 

Mr.  Sims.  In  other  words,  human  nature  will  be  the  same  after 
Government  operation  as  before? 

Mr.  Loos.  Yes,  sir. 

Mr.  Montague.  The  abuse  to  which  Judge  Sims  refers,  you  say, 
was  started  under  private  control? 

Mr.  Loos.  Yes,  sir. 

Mr.  Montague.  Has  it  been  remedied  under  public  control  ? 
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Mr.  Loos.  It  has  been  remedied  by  reason  of  the  agreement  be- 
tween the  Fuel  Administration  and  the  Raih^oad  Administration. 
The  Raih'oad  Administration  issued  an  order  that  assigned  cars 
must  be  abolished ;  the  director  general  made  that  order. 

Mr.  Montague.  Has  it  been  abolished? 

Mr.  Loos.  We  feel  that  the  director  general's  order  has  been  very 
generally  observed.' 

Mr.  Sims.  Your  statement  was  that  it  does  not  exist  now? 

Mr.  Loos.  It  does  not  exist  now  as  an  abuse. 

Mr.  Montague.  Do  you  have  any  trouble  with  the  distribution 
of  cars  now? 

Mr.  Loos.  We  have  many  troubles,  of  course,  in  the  interj^retation 
of  the  car-distrilnition  rules,  one  thing  and  another.  The  assigned 
car  proposition  is  only  one  of  many  questions,  but  it  is  the  big  and 
important  and  serious  question. 

Mr.  Montague.  And  the  question  that  counts  more  than  anything 
else  for  the  shortage  of  the  distribution  of  coal  to  the  points  of  con- 
sumption ? 

Mr.  Loos.  I  can  not  say  that  it  would  account  for  shortage  in  the 
distribution  of  coal ;  it  is  an  unequal  distribution  of  cars  among  the 
various  operators,  and,  of  course,  it  is  discrimination  against  one 
operator  in  preference  to  another  operator.  The  total  number  of 
cars  remains  the.  same. 

Mr.  Haimilton.  I  have  gathered  from  what  you  have  said  that 
there  is  a  vast  number  of  idle  cars  standing  on  sidetracks,  some  of 
them  not  in  use  because  the  simple  little  thing  of  stenciling  has  not 
been  accomplished.  It  is  really  important  that  the  coal  should  be 
gotten  from  the  mines  to  the  consumer.  Why  is  it  that  these  cars 
can  not  be  put  in  motion  and  why  is  it  that  the  Railroad  Adminis- 
tration can  not  do  it?  Wliat  is  there  holding  the  hands  of  the  Rail- 
road Administration?  We  hear  a  great  deal  about  the  slowness  of 
Government  functioning,  and  I  would  like  to  know^  something  about 
it. 

Mr.  Loos.  I  do  not  want  to  create  the  impression  that  there  is 
a  vast  number  of  idle  cars. 

Mr.  Ha]milton.  A  good  many? 

Mr.  Loos.  There  are  a  good  many  cars  which  have  been  sent  in, 
awaiting  repairs. 

Mr.  Hamilton.  Why  are  they  not  repaired? 

Mr.  Loos.  That,  it  is  impossible  for  me  to  say. 

Mr.  Hamilton.  You  do  not  Iniow? 

Mr.  Loos.  We  should  like  very  much  to  know. 

Mr.  Hamilton.  They  are  needed? 

Mr.  Loos.  Yes,  sir. 

Mr.  Hamilton.  If  a  man  used  a  wagon  to  transport  his  stuff  and 
it  got  out  of  repair,  he  would  have  the  wagon  repaired  ? 

Mr.  Loos.  I  think  he  would.  We  should  like  to  have  those  cars 
very  much.  We  believe  that  efforts  are  being  made  to  repair  them. 
Of  course,  the  United  States  Railroad  Administration  is  the  only 
one  who  can  tell  you. 

Mr.  Hamilton.  Well,  it  just  simply  goes  on,  that  is  all? 

Mr.  Loos.  As  I  have  stated,  the  third  suggested  amendment  filed 
by  Mr.  Morrow  declares  it  to  be  the  duty  of  every  carrier  serving 


2186        RETURN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP. 

any  coal  mines  to  make  just,  reasonable,  and  nondiscriminatory 
distribution  of  available  cars.  It  also  defines  a  car  shortage  period 
as  any  period  when  the  supply  of  cars  for  the  coal  service  is  not 
sufficient  to  fill  the  requirements  of  all  of  the  mines.  The  suggested 
amendment  then  declares  that  it  is  the  duty  of  every  carrier  to 
make  reasonable  rules  and  regulations  providing  for  the  rating 
of  the  mines  and  for  the  distribution  during  car  shortage  periods 
in  proportion  to  such  rating. 

These  first  declarations  establish  the  duties  of  the  carrier  in 
specific  and  unmistakable  language  in  accordance  with  the  duties 
imposed  upon  them  by  the  present  law  under  the  broad  general 
provisions  of  section  3  of  the  interstate-commerce  act  prohibiting 
discrimination.  The  declaration  of  these  duties  in  specific  and  un- 
mistakable terms  is  necessary,  however,  in  order  that  there  can  be 
no  question  raised  as  to  the  obligations  of  this  character  resting 
upon  the  carriers. 

Our  suggested  amendment'  then  provides  that  each  and  every 
car  furnished  during  a  car-shortage  period  must  be  counted  against 
the  distributive  share  of  the  mine  receiving  the  car,  and  that  no 
mine  shall  receive  more  than  its  fair  distributive  share.  It  is  also 
specifically  stated  that  the  manner  in  which  the  coal  is  to  be  used, 
the  consignor  of  the  coal,  or  the  consignee  of  the  coal,  or  the  own- 
ership of  the  car  shall  not  be  a  justification  for  any  mine  receiving 
more  than  its  fair  share  of  cars  during  any  car-shortage  period. 
The  suggested  amendment  then  states  that  it  shall  be  unlawful  for 
any  carrier  to  fail  or  refuse  to  count  against  the  distributive  share 
of  any  mine  any  car  or  cars  furnished  for  the  transportation  of 
coal.  This  is  specifically  aimed  at  the  assigned  car  practice.  In 
express  and  definite  terms  it  makes  unlawful  the  practice  formerly 
in  effect  of  omitting  or  failing  to  count  against  the  distributive  share 
of  the  favored  mine  assigned  cars  furnished  it  for  loading  of  rail- 
way fuel.  With  such  legislation  there  could  be  no  misunderstanding 
of  ithe  duty  and  obligation  of  the  carrier.  There  could  be  no  excuse 
for  any  carrier  reviving  the  nract^ce  of  assigned  <'ars.  There  would 
be  no  possible  justification  for  the  renewal  of  such  a  practice. 

The  suggested  amendment  further  provides  that  the  equaliza- 
tion of  the  distribution  among  the  mines  of  any  district  must  be 
accomplished  during  successive  14-day  periods.  When  the  practice 
of  assigned  cars  was  in  effect  many  carriers  sought  to  evade  what 
was  well  known  to  be  the  duty  resting  upon  them  under  the  law  by 
the  assertion  that  although  certain  mines  were  receiving  more  than 
their  fair  distributive  share,  the  proportionate  distribution  would  be 
equalized.  However,  such  equalization  was  put  off  from  day  to 
day  and  week  to  week  and  unequal  distribution  would  continue 
oftentimes  for  many  weeks  and  sometimes  for  months  before  any 
serious  attempt  was  made  to  equalize  the  distribution  to  the  mines 
discriminated  against.  By  the  time  the  proportionate  distribution 
was  accomplished  the  serious  car  shortage  would  be  at  an  end  and 
the  additional  cars  offered  to  the  mines  which  had  received  less  than 
their  fair  share  during  the  acute  shortage  period  could  not  be  used 
by  them.  To  avoid  any  such  method  of  indirect  evasion  of  the 
lawful  duty  of  the  carrier,  it  is  required  that  tlie  proportionate  dis- 
tribution must  be  accomplished  within  the  period  of  14  days. 
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It  is,  of  course,  recognized  that  the  distribution  can  not  be  exact 
each  day  and  some  leeway  must  be  given  to  the  carriers  in  this 
matter.  However,  the  distribution  should  be  as  nearly  as  possible 
equalized  from  day  to  day,  but  in  any  event  must  be  equalizecl  within 
a  period  of  two  weeks  so  that  the  total  ears  furnished  during  any 
two-weeks'  period  shall  be  distributed  with  absolute  equality  on  the 
basis  of  the  mine  ratings  fixing  the  number  of  cars  to  which  each 
mine  is  fairly  entitled.  This  provision  is  exceedingly  important. 
Probably  the  most  frequent  form  of  the  assigned  car  practice  is 
this  indirect  method  of  promising  equalization  of  the  distribution 
but  failing  to  do  so  until  the  acute  car-shortage  period  has  passed. 
If.  during  the  first  few  days,  a  particular  mine  operator  should  not 
receive  as  many  cars  as  he  was  entitled  to  have,  based  upon  the 
cars  given  to  his  competitors,  he  would  be  assured  by  this  legisla- 
tion that  during  the  following  week,  at  the  very  latest,  he  would  re- 
ceive enough  cars  to  make  up  his  fair  distributive  share.  The  mine 
workers  who  might  be  forced  into  idleness  during  the  fii*st  few  days, 
of  car  shortage,  would  know  that  during  the  following  week,  at  the 
very  latest,  there  would  be  additional  cars  delivered  to  their  mine 
sufficient  to  provide  a  reasonable  operating  time  and  they  would 
know  that  during  that  week  they  would  have  work  to  do.  They 
w^ould.  therefore,  remain  at  the  mine  awaiting  the  opportunity  to 
do  the  work  that  would  be  offered.  On  the  other  hand,  if  there  were 
no  such  assurance  of  the  equalization  of  the  car  supply  so  that  their 
mine  would  have  work  for  tliem  to  do.  and  if,  as  in  the  past,  the 
postponement  of  the  equalization  of  the  car  distribution  might  be 
continued  from  week  to  week  so  that  the  outlook  of  work  was  poor, 
they  would,  as  they  have  done  in  the  past,  go  to  other  mine  fields 
or  to  other  mines  or,  in  many  cases,  desert  the  industry  entirely 
ii.nd  seek  new  occupations  in  other  lines  of  work.  With  the  provision 
which  we  have  suggested  ever}^  mine  worker,  in  every  mine,  would  be 
assured  that  in  any  two- weeks'  period  he  would  have  the  same 
amount  of  working  time  as  the  mine  workers  in  any  other  mine  in 
that  field.  This  would  eliminate  one  of  the  greatest  and  most 
serious  causes  of  labor  disturbance  and  unrest  in  the  coal  mines. 

Our  suggested  amendment  then  provides  a  penalty  for  the  viola- 
tion of  the  rule  requiring  each  carrier  to  count  each  and  every  car 
against  the  distributive  share  of  the  mine  receiving  such  car.  The 
penalty  is  not  less  than  $100  or  more  than  $500  for  each  offense, 
but  it  is  provided  that  the  failure  or  refusal  to  count  any  one  car 
shall  be  deemed  a  separate  offense.  Thus,  if  a  carrier  should  deliver 
to  a  favored  mine  100  more  cars  tlian  that  mine  was  entitled  to  dur- 
ing any  two  weeks'  period,  it  would  be  guilty  of  100  separate 
offenses  and  subject  to  a  maximum  penalty  of  $50,000.  This  strin- 
gent penalty,  specifically  covering  the  violation  of  this  particular 
rule,  would  insure  its  observance  by  every  carrier  serving  coal  mines. 
The  possible  penalty  would  greatly  exceed  any  advantage  that  tli^ 
carrier  might  derive  by  unduly  favoring  the  mine  from  which  it 
purchased  its  railway  fuel  and  would  thus  remove  every  incentive 
that  might  now  induce  the  carrier  to  revive  the  practice  of  assigned 
car. 

The  enactment  of  this  positive  rule  and  the  imposition  of  a  spe- 
cific  and   heavy   penalty  for   its  violation   would   prove   far   more 
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effective  than  the  present  indefinite  and  general  rule  that  tliere  shall 
be  no  discrimination  and  the  ineffective  means  of  its  enforcement 
through  orders  of  the  Interstate  Commerce  Commission  which  can 
be  entered  only  after  a  hearing  and  only  against  particular  defend- 
ants and  then  usually  after  the  car  shortage  has  long  since  passed. 
Carriers  know  that  at  present  they  would  be  able  to  revive  the  prac- 
tice of  assigned  cars  without  incurring  the  slightest  danger  of  pay- 
ing a  penalty  for  the  unlawful  practice  and  that  it  could  be  con- 
tinued for  many  months  after  any  action  might  be  brought  by  an 
injured  shipper  to  obtain  an  order  of  the  Interstate  Commerce  Com- 
mission requiring  that  the  practice  be  stopped.  The  carriers  further 
know  that  the  circumstances  of  the  situation  are  such  that  it  is 
extremely  difficult  for  the  injured  shipper  to  prove  the  damage  and 
the  amount  of  the  loss  which  he  may  suffer  by  reason  of  the  unlaw- 
ful practice  of  assigned  cars.  They  feel  fairly  certain  that  no 
shipper  Avould  ever  be  able  to  make  proof  with  the  certainty  re- 
quired by  the  commission  in  order  to  secure  redress  in  the  way  of 
damages  for  the  unlawful  discrimination  in  the  distribution  of  coal 
cars.  Thus,  under  the  present  law  the  carriers  would  be  able  to 
revive  the  practice  of  assigned  cars  without  the  slightest  danger 
and  without  the  slightest  opportunity  for  the  shipper  to  stop  the 
practice  within  a  period  of  many  months.  At  the  present  time  there 
is  not  a  single  order  of  the  commission  outstanding  against  any 
carrier  in  the  United  States  requiring  that  it  shall  distribute  coal 
cars  in  a  fair  and  reasonable  manner,  so  far  as  we  have  been  able 
to  ascertain  by  an  examination  of  decisions  and  orders  entered  dur- 
ing the  last  two  years. 

The  only  means  of  preventing  the  resumption  of  the  practice  of 
assigned  cars  is  by  the  enactment  of  a  statutory  rule  and  a  penalty 
for  its  violation  in  the  language  we  have  suggested  or  language 
similar  to  it.  Only  by  the  enactment  of  such  legislation  can  the 
mine  workei^  be  assured  that  there  will  be  a  fair  and  equitable 
amount  of  working  time  in  each  mine,  and  only  by  such  legislation 
can  the  mine  operators  be  assured  that  each  will  receive  his  fair 
share  of  cars  and  that  no  favored  competitor  will  receive  more  than 
a  fair  proportionate  distributive  share. 

This  amendment  is  contained  substantially  in  the  bill  introduced 
by  Senator  Cummins  August  23,  Senate  Bill  No.  2906,  beginning 
with  the  eighth  paragraph  of  section  32,  on  page  52,  twelfth  line  of 
the  Senate  print.  The  language  differs  somewhat  from  the  lan- 
guage which  we  have  suggested,  but  the  provisions  are  practically 
the  same.  We  believe  that  the  use  of  the  words  "  car  shortage 
period  "  and  the  provision  that  proportionate  distribution  must  be 
accomplished  during  successive  14-day  periods,  in  which  respect 
our  suggested  amendment  presented  to  your  committee  differs  from 
the  language  used  in  the  Cummins  bill,  are  important  changes,  and 
we  hope  that  the  Senate  bill  will  be  amended  to  incorporate  those 
changes. 

In  another  important  respect  the  provision  in  the  Senate  bill 
differs  from  the  amendment  which  we  have  suggested,  namely,  in 
the  jjroviso  that  tlie  V)oard  of  ti-ansportation  may  prescribe  a  rule 
permitting  certain  cars  to  be  ouiitted  in  the  count  of  the  distributive 
share,  whenever  it  is  necessai-y  to  do  so  in  order  to  furnish  trans- 
portation companies  with  coal  to  be  used  in  the  movement  of  trains. 
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Such  omissions  could  be  made  only  on  the  order  of  the  board  and 
only  to  the  extent  prescribed  by  the  board.  If  the  board  would 
exercise  the  power  given  it  by  this  proviso,  with  restraint  and  mod- 
eration, the  provision  would  be  unobjectionable  to  coal  operators, 
because  they  realize  that  coal  must  be  furnished  to  transportation 
companies  in  order  that  any  freight,  including  connnercial  coal,  may 
be  moved.  But  it  is  felt  that  such  a  power  is  a  dangerous  one  and 
if  not  carefully  administered  might  soon  result  in  legalizing  the 
whole  practice  of  assigned  cars.  We  believe  that  railroad  companies 
will  never  have  any  difficulty  in  getting  their  railway  fuel  if  they 
will  take  the  same  precautions  which  any  consumer  of  coal  must 
reasonably  take,  in  making  contracts  and  distributing  their  require- 
ments among  the  many  mines  situated  at  different  points  in  position 
to  handle  such  requirements.  We  would  much  prefer  to  hsive  the 
absolute  rule  enacted  as  we  have  suggested,  but  call  attention  to  the 
proviso  contained  in  Senator  Cummins's  bill  so  that  your  committee 
may  give  consideration  to  that  suggestion. 

The  fourth  suggested  amendment  which  we  have  submitted  to  your 
committee  consists  of  an  amendment  to  section  6  of  the  present  act  to 
regulate  commerce.  We  have  suggested  that  it  be  incorporated  in 
section  7  of  House  bill  No.  4378.  by  an  insertion  before  the  close  of 
the  sentence  ending  in  line  15  on  page  15  of  the  bill.  The  amend- 
ment would  make  the  first  sentence  of  section  7  read :  "  That  every 
common  carrier  subject  to  this  act  shall  file  with  the  commission  and 
print  and  keep  open  to  public  inspection  schedules  sliowing  all  the 
rates,  fares,  and  charges  of  transportation  or  transmission  l^etween 
different  points  on  its  own  routes  and  between  points  on  its  own 
route  and  points  on  the  route  of  any  other  carrier  subject  to  this  act, 
when  a  through  route  and  joint  rate  have  been  established,  and  (fol- 
lowing is  our  suggested  amendment)  in  the  case  of  every  such  car- 
rier which  reaches,  by  its  line  or  lines  of  railroad,  any  coal  mine  or 
coal  mines,  schedules  also  showing  all  rules  and  regulations  having 
to  do  with  the  rating  of  mines  and  the  distribution  of  cars  used  for 
the  transportation  of  coal." 

The  purpose  of  this  suggested  amendment  is  to  require  the  publica- 
tion as  a  part  of  the  tariffs  of  the  carriers,  of  all  mine  rating  and  car 
distribution  rules  and  regulations.  This  is  a  very  effective  means  of 
securing  the  enforcement  and  observance  of  all  mine  rating  and 
car-distribution  rules.  The  establishment  of  reasonable  rules  and 
regulations  pertaining  to  the  rating  of  mines  and  the  distribution  of 
cars  is  much  more  easily  accomplished  than  is  the  enforcement  and 
observance  of  such  rules  when  established  under  the  present  state  of 
the  law.  This  same  situation  existed  before  1906  in  respect  to  rates 
for  the  transportation  of  freight.  The  means  for  securing  the  estab- 
lishment of  reasonable  rates  were  much  more  effective  and  much  more 
adequate  at  that  time  than  the  means  for  the  enforcement  of  such 
rates  when  once  established.  Although  reasonable  rates  might  be 
established,  rebating  was  common  and  much  discrimination  resulted 
from  that  practice.  It  was  found  almost  impossible  to  prevent  the 
very  serious  abuse  of  granting  rebates.  But  when  the  carriers  were 
required  to  publish  their  rates  in  tariffs  by  section  6  of  the  act  to  regu- 
late, commerce  as  it  now  stands  and  when  heavy  penalties  for  any 
deviation  from  the  tariff  rates  were  provided,  the  practice  of  rebating 
at  once  ceased  and  this  very  serious  abuse  was  eliminated.     In  the 


2190        RETURN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP. 

same  way  we  hope  by  the  requirement  that  car-distribution  rules  and 
mine-rating  rules  be  published  as  a  part  of  the  tariffs,  their  observ- 
ance and  enforcement  will  be  assured.  From  the  results  of  the  estab- 
lishment of  this  rule  in  respect  to  freight  rates,  we  have  every  reason 
to  believe  that  the  establishment  of  the  same  rule  with  respect  to  car- 
distribution  rules  would  have  the  same  results  of  eliminating  the  dis- 
criminatory practices  that  have  existed  in  this  particular  and  par- 
ticularly with  respect  to  the  abuse  of  assigned  cars. 

This  provision  has  been  incorporated  in  the  bill  introduced  by 
Senator  Cummins,  previously  referred  to,  and  appears  in  the  jfirst 
paragraph  of  section  87,  beginning  on  line  3  on  page  61  of  the  Senate 
print. 

We  believe  the  provision  is  highly  important  and  consider  it  essen- 
tial to  complete  the  object  of  the  third  suggested  amendment.  With 
the  statutory  enactment  of  the  specific  cluty  of  the  carrier,  of  the 
requirement  that  each  and  every  car  be  counted,  of  the  penalty  for 
the  violation  of  the  rule,  and  in  addition  the  requirement  that  the 
rules  and  regulations  pertaining  to  mine  ratings  and  car  distribution 
be  published  as  a  part  of  the  tariff,  there  would  be  no  loophole  by 
which  to  escape  the  observance  of  fair  and  equitable  distribution  of 
cars. 

The  fifth  suggested  amendment  submitted  to  your  committee  has 
for  its  purpose  the  requirement  that  the  carriers  permit  the  shipper 
to  inspect  the  records  showing  available  car  supply  and  the  distribu- 
tion of  cars. 

We  urge  the  serious  and  careful  consideration  by  your  committee 
of  the  amendments  which  we  have  suggested,  ancl  particularly  the 
third  and  fourth  suggested  amendments  relating  directly  to  the  dis- 
tribution of  cars.  The  importance  of  the  coal  industry  to  our  coun- 
try can  not  be  overemphasized.  The  fuel  problem  has  become  largely 
a  problem  of  car  supply,  as  there  now  are  in  operation  sufficient 
bituminous-coal  mines  to  produce  much  more  coal  than  has  ever 
been  consumed  by  the  whole  United  States.  Given  an  unlimited  car 
supply  there  would  be  a  certainty  of  vast  overproduction  of  coal. 
The  capacity  and  ability  of  the  bituminous-coal  mines  to  furnish 
adequate  coal  supply  for  the  country  is  limited  only  by  the  supply 
of  cars  for  the  transportation  of  the  coal.  The  fuel  problem  is  almost 
entirely  a  transportation  problem. 

The  amendments  which  we  ha^e  suggested  strike  at  the  most 
serious  and  the  fundamental  abuse  in  the  distribution  of  cars  for 
the  transportation  of  coal.  They  are  the  only  means  which  can 
prove  adequate  to  eliminate  the  abusive  practice  of  assigned  cars 
from  the  coal  industry  and  are  the  only  possible  way  in  which  the 
mine  worker  can  be  assured  of  reasonable  certainty  of  continuous 
employment  and  in  which  the  mine  operator  can  be  assured  of  rea- 
sonable certaint}'  of  continuous  operation.  By  fairly  and  equitably 
distributing  the  car  supply  during  the  car-shortage  periods  all  the 
mines  of  the  country  will  be  on  an  equal  basis  as  to  operating  time 
and  all  can  be  kept  in  position  to  supply  the  demands  of  the  markets. 
If  the  practice  of  assigned  cars  were  to  be  revived  on  any  large  scale 
it  might  well  result  in  serious  labor  disturbances,  in  the  loss  of  more 
mine  workers  than  the  industry  could  afford  to  lose,  in  the  complete 
shutdown  of  many  mines  unable  to  operate  on  irregular  and  inade- 
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quale  operating  time,  with  a  final  result  tliat  the  capacity  for  pro- 
duction of  bituminous  coal  might  be  reduced  to  such  a  point  that 
the  supply  would  become  inadequate  to  meet  the  necessities  and 
requirements  of  the  industrial  and  domestic  consumption  of  this 
country.  A  fair  and  reasonable  car  distribution  is  essential  to  the 
coal  industry  and  to  the  public  welfare  in  so  far  as  it  is  affected  by 
the  fuel  supply. 

It  is  for  these  reasons  that  we  have  submitted  the  suggested 
amendments  to  your  committee  and  that  we  urge  their  careful  con- 
sideration and  their  adoption  in  the  legislation  which  the  present 
Congress  may  enact  pending  the  return  of  the  carriers  to  private 
control. 

The  Chairman.  Mr.  Loos,  we  thank  you  for  your  statement. 

Mr.  Loos.  I  thank  you,  Mr,  Chairman. 

The  Chairman.  The  war-risk  act  will  come  up  for  consideration 
in  the  House  at  12  o'clock  to-day,  and  we  will  not  be  able  to  have  a 
meeting  this  afternoon.  In  view  of  the  time  that  we  have  lost  this 
week,  I  feel  that  we  ought  to  meet  to-morrow  morning,  as  there  are 
two  witnesses  from  out  of  town  to  be  heard.  One  of  them  is  Mr. 
Libby  and  one  is  Mr.  Barrett,  of  Pittsburgh,  and  then  there  is  Mr. 
Manker,  of  Chicago,  and  Mr.  Brady.  Therefore,  we  will  meet  to- 
morrow morning  at  10  o'clock. 

Thereupon  the  committee  took  a  recess  until  to-morrow,  Saturday, 
September  13,  1919,  at  10  o'clock  a.  m. 


Committee  ox  Interstate  and  Foreign  Commerce, 

House  or  Representatives, 
Saturday^  Sejytemher  13,  1919. 
The  connnittee  this  day  met,  Hon.  John  J.  Esch  (chairman)  pre- 
siding. 

The  Chairman.  We  will  first  hear  Mr.  Libby  this  morning.  We 
have  four  witnesses,  and  if  we  can  not  get  through  by  12  o'clock 
it  may  be  necessary  for  them  to  stay  until  Monda}^  We  do  not  want 
to  force  that  hardship  upon  them  if  we  can  avoid  it. 

Mr.  Libby,  please  give  your  name,  your  address,  and  whom  you 
represent. 

STATEMENT   OF   MR.   WILLIAM   P.   LIBBY,    TRAFFIC   MANAGER, 
PLYMOUTH  CORDAGE  CO.,  NORTH  PLYMOUTH,  MASS. 

Mr.  Libby.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  ap- 
pear as  traffic  manager  of  the  Plymoutliv  Cordage  Co.  and  also  in 
these  proceedings  I  represent  the  Associated  Industries  of  Massa- 
chusetts, the  Massachusetts  Chamber  of  Commerce,  and  the  New  Eng- 
land Transportation  Conference.  Mr.  Rich  very  completely  out- 
lined the  scope  of  membership  and  work  of  the  Massachusetts  Cham- 
ber of  Commerce  and  the  Associated  Industries  yesterday,  so  I  do 
not  believe  it  necessary  for  me  to  cover  that  this  morning'.  I  do  want 
to  make  this  clear  that  this  representation  practically  includes  all 
of  the  shipping  public  of  the  State  of  Massachusetts. 

I  want  to  be  as  brief  as  possible,  and  I  have  prepared  a  statement, 
Mr.  Chairman,  that  I  will,  with  your  permission,  proceed  to  read. 
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Tlie  Chairihan.  Very  well. 

Mr.  LiBBY.  The  interests  that  I  have  named  are  all  united  in  the 
firm  belief  that  legislation  should  be  enacted  that  will  at  least  per- 
mit of  the  reestablishment  of  service  over  the  Great  Lakes,  such  as 
was  enjoj'ed  prior  to  1917  and  Avhich  in  our  own  estimation  can  only 
be  realized  by  rail  lines  again  being  permitted  to  own  and  operate 
their  lake  lines. 

Back  in  1915  there  was  a  thoroughly  dependable  competitive  serv- 
ice between  Buffalo  and  Erie  on  the  east  to  all  Lake  Superior  and 
Lake  Michigan  ports  on  the  west.  New  England  shippers  could 
forward  their  tonnage  by  either  of  several  lines  on  the  basis  of 
lake-and-rail  rate  much  lower  than  the  all-rail  rate  and  be  assured 
of  excellent  service. 

I  might  digress  long  enough  to  point  out  that  this  service  in  1915 
consisted  of  such  lines  as  the  Rutland  Transit  Co.,  owned  and  op- 
erated by  the  Rutland  Railroad  Co. ;  the  Canada  Atlantic  Transit 
Co.,  owned  and  operated  by  the  Grand  Trunk  Railroad  Co.;  the 
Western  Transit  Co.,  owned  and  operated  by  the  New  York  Central 
Railroad  Co. ;  the  Lehigh  Valley  line,  owned  and  operated  by  the 
Lehigh  Valley  Railroad  Co. ;  the  Anchor  line,  owned  and  operated  by 
the  Pennsylvania  Railroad  Co.,  and  the  Union  Steamship  Co.,  owned 
and  operated  by  the  Erie  Railroad  Co. ;  and  in  addition  to  that  the 
Mutual  Transit  Co.,  which,  I  believe,  was  owned  by  three  of  the 
rail  lines,  but  operated  as  a  separate  institution  called  the  Mutual 
Transit  Co. 

The  Chairman.  When  the  decision  of  the  Interstate  Commerce 
Commission,  under  the  Panama  Canal  act,  caused  these  rail  lines  to 
dissassociate  themselves  from  their  water  lines,  what  became  of  the 
boats  ? 

Mr.  LiBBY.  The  majority  of  the  boats,  as  I  understand  it,  were 
purchased  by  what  later  was  called  the  Great  Lakes  Transit  Co., 
the  Conners  combination,  at  Buffalo.  They  purchased  the  entire 
fleet  of  the  Western  Transit  Co.  and  the  Anchor  line  and  a  number 
of  boats  of  the  other  lines. 

The  Chairman.  Did  they  go  off  the  Lakes  during  the  war? 

Mr.  LiBBY.  Some  of  them  were  later  moved  from  the  Lakes  into 
the  Atlantic  seaboard. 

The  Chairman.  The  remaining  vessels  were  not  continued  in  the 
package  business? 

Mr.  LiBBY.  No,  sir ;  some  of  them  were,  but  not  all. 

The  Chairman.  What  line  of  business  did  they  go  into? 

Mr.  LiBBY.  Most  of  them  Avent  into  the  grain  trade.  Of  course, 
some  of  them  went  into  the  package  business,  and  for  a  time  we  had 
serAHce  between  Buffalo  and  Lake  Michigan  ports,  but  that  service 
was  discontinued  a  year  ago. 

For  three  years,  or  practically  from  the  date  the  trunk  lines  were, 
under  an  order  of  the  Interstate  Commerce  Commission,  forced  to 
withdraw  from  the  lake  service,  those  shippers  who  had  previously 
been  dependent  on  that  service  in  reaching  their  western  markets 
have  suffered  great  injury.  During  the  season  of  lake  navigation 
in  1918  there. was  practically  no  service  to  Lake  Michigan  ports,  and 
all  sailings  of  package  freight  boats  to  Duluth  were  under  the  con- 
trol of  a  single  company — a  monopoly  of  service  that  is  without 
duplication  in  the  history  of  the  Great  Lakes.     Moreover,  were  it 
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not  for  the  fact  that  the  Railroad  Administration,  through  its  un- 
limited power,  has  provided  for  the  resumption  of  a  limited  service 
from  Buffalo  in  connection  with  the  Lehigh  Valley  Railroad,  it  is 
fair  to  assume  the  situation  this  3'ear  would  be  no  better  than  last. 

From  the  daj  the  Interstate  Commerce  Commission  directed  the 
Irunk  Line  Railroad  to  dispose  of  their  lake  steamers  and  with- 
di'aw  entirely  as  common  carriers  over  the  Great  Lakes  the  service 
commenced  to  deteriorate  and  conditions  went  from  bad  to  worse. 

Through  rates  to  point  beyond  the  western  lake  ports  were  with- 
drawn and  have  never  been  reestablished;  switching  absorptions  at 
lake  terminals  were  canceled  and  have  never  been  restored;  a  hun- 
dred and  one  facilities  various  in  character  enjoyed  by  shippers  and 
consignees  and  freely  extended  by  the  carriers  in  the  old  days 
passed  out  with  the  retirement  of  rail  control ;  and  finally  the  ship- 
pers of  the  country  found  the  monopoly  created  to  handle  the  ton- 
nage following  the  divorcement  proceedings  had  entirely  withdrawn 
its  steamers  from  Lake  Michigan  service  on  the  ground  that  it  did 
not  pay  to  operate  them. 

From  the  character  of  the  testimony  submitted  to  the  Interstate 
Commerce  Commission  when  they  were  investigating  the  status  of 
the  lake  lines  under  the  Panama  act,  a  very  rosy  picture  was  painted 
of  how  independent  steamship  lines  would  spring  up  overnight  like 
mushrooms;  that  more  service  would  be  offered  than  had  ever  been 
enjoyed  and  that  through  rates  would  be  lower  than  ever  before. 
That  picture,  however,  has  actually  proven  to  be  the  most  expensive 
one  our  New  England  shippers  have  ever  been  permitted  to  view. 

I  have  submitted  to  you  without  exaggeration  just  what  did  actu- 
ally result  from  the  divorcement  proceedings,  and  from  our  view- 
point there  is  but  one  remedy  for  the  situation,  and  that  is  to  nuxke 
possible  in  the  bill  now  before  your  committee  for  the  trunk  lines  to 
again  own  and  operate,  if  they  so  desire,  a  lake  line  service  between 
eastern  and  western  lake  ports. 

Mr.  Chairman,  we  believe  that  the  bill  as  it  noAV  reads  on  page  15 
is  splendid,  so  far  as  it  goes,  but  we  also  believe  that  there  is  some 
opportunity  at  least  for  discussion  as  to  whether  the  wording  of  this 
bill  really  provides  for  what  we  believe  is  the  solution  of  the  situa- 
tion. The  amendment  as  presented  by  Mr.  Rich  yesterday  covers 
the  ground.  If  it  is  the  opinion  of  the'committee  that  it  does  not 
quite  go  far  enough,  then  we  hope  you  will  take  the  views  into  con- 
sideration that  have  been  presented  to  you  and  make  the  bill  read  so 
that  we  can  be  assured  of  the  splendid  competitive  service  that  ex- 
isted in  the  lake  trade  prior  to  the  passage  of  the  Panama  Canal  act. 

The  Chairman.  Do  you  think  that  if  this  provision  becomes  a 
law,  section  6  of  the  bill  H.  R.  4378,  that  the  rail  lines  which  ow^n 
the  water  lines  on  the  Great  Lakas  would  reestablish  their  water 
lines  ? 

Mr.  LiBBY.  I  am  not  at  all  surprised  that  that  question  is  asked. 
I  will  be  very  frank  and  say  that  I  have  been  rather  authentically 
informed  that  the  Pennsylvania  Railroad  Co.  or  some  member  of  it? 
traffic  department  has  stated  that  they  did  not  care  to  go  back  into 
the  lake  trade.  I  have  heard  indirectly  that  the  New  York  Central 
or  the  officials  of  the  New  York  Central  have  taken  the  same  posi- 
tion. On  the  other  hand,  I  have  heard  it  stated  that  the  Lehigh 
Valley  and  the  Lackawanna  would  look  upon  the  establishment  of  a 
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lake  service  with  interest,  and  it  seems  reasonable  to  suppose  that 
the  Lehigh  A^allej^  and  the  Lackawanna,  whose  roads,  as  you  know, 
terminate  at  Buffalo,  would  be  inclined  to  take  up  the  iTike  service  as 
a  continued  haul  on  their  tonnage  through  from  New  York  to  Chi- 
cago in  connection  with  the  steamers  from  Buffalo.  I  think  it  is 
reasonable  to  suppose  that  those  lines  at  least  would  establish  a  lake 
service.  The  lake  and  rail  service,  as  you  know,  provides  for  a  lower 
basis  of  rates  than  the  all-rail  service  and  is,  therefore,  one  of  the 
great  factors  that  is  of  interest  to  shippers.  Now,  to  follow  my 
line  of  reasoning  a  little  bit  further.  Assuming,  if  you  please,  that 
the  Lackawanna  and  the  Lehigh  Valley  do  establish  a  service  in  con- 
nection with  the  Lakes,  and  I  think  it  reasonable  to  so  assume,  is  it 
not  also  fair  to  assume  that  in  view  of  the  competition  arising  there- 
from both  the  Pennsylvania  and  the  New  York  Central  might  then 
be  forced  to  establish  a  service  to  meet  that  competition?  So  I  do 
not  believe  it  is  too  much  of  an  exaggeration  to  predict  that  if  it  is 
permitted  we  would  ultimately  have  a  dependable  competitive  service, 
such  as  was  enjoj^ed  prior  to  1915. 

The  Chairman.  The  bill  says  that  should  restoration  take  place  it 
may  take  place  where  it  meets  this  competition  and  on  through  routes 
if  it  also  finds  that  the  service  is  in  the  interest  of  the  public  and 
convenient  to  the  commerce  and  the  people? 

Mr.  LiBBY.  The  way  the  bill  reads  at  the  present  time? 

The  Chairman.  Yes,  sir. 

Mr.  LiBBY.  You  simply  say,  "  may  in  like  manner  extend,"  but  you 
do  not  provide  for  the  reestablishment  of  the  lines  that  the  com- 
mission has  already  put  out  of  business. 

The  Chairman.  I  understand  that  Mr.  Rich's  amendment  was  to 
supplement  this  and  take  care  of  that  situation  ? 

Mr.  LiBBY.  Yes,  sir.  In  other  words,  provide  for  the  restoration 
of  the  very  service  that  we  believe  in  New  England  can  only  give  us 
the  character  of  treatment  that  we  enjoyed  prior  to  the  Panama 
Canal  act  going  into  force. 

The  Chairman.  The  New  England  railroad  situation  is  rather 
unique,  is  it  not,  in  that  it  has  a  congested  population,  has  very  ex- 
pensive terminals,  and  has  no  coal  production? 

Mr.  LiBBY.  I  think  that  is  a  fair  statement.  In  other  words,  the 
New  England  railroads  are  terminals. 

The  Chairman.  If  you  could  be  aided  by  stimulating  water  trans- 
portation it  would  relieve  the  situation  of  New  England — is  that  your 
point? 

Mr.  LiBBY.  Yes,  sir.  I  think  that  is  the  view  of  New  England  to- 
day, that  the  development  of  water  facilities  is  the  one  remaining 
safeguard  to  our  industries. 

Mr.  WiNSLOW.  In  the  matter  of  coal,  how  many  months  in  the  year 
is  New  England  able  to  get  coal  by  water  ? 

Mr.  LiBBY.  Mr.  Congressman,  1  do  not  cover  the  coal  situation  in 
my  work  as  much  as  other  industrial  traffic.  I  should  say  we  could 
at  least  get  coal  10  months  anyway.  I  can  not  see  any  reason  why, 
except  where  the  ice  may  interfere,  that  we  should  not  be  able  to  get 
it  for  12  months.  Boston  Harbor  is  open  12  months  during  the 
year. 

The  Chairman.  How  long  is  the  Cape  Cod  Canal  open? 
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Mr.  LiBBY.  I  imagine  that  that  canal  might  be  open  during  the 
entire  year,  because  there  is  a  terrific  tide  which  flows  through  the 
canal,  and  that  would  wash  the  ice  out. 

The  Chairman.  Your  barge  service  from  Jersey  ports  with  coal 
for  Massachusetts  and  New  England  points  is  practically  open  10 
months  in  the  year  ? 

Mr.  LiBBT.  I  should  say  12  months.  I  said  10  months.  Without 
the  ice  interfering  it  might  be  considered  as  12  months. 

The  Chairman.  The  committee  is  indebted  to  you,  Mr,  Libby,  for 
your  statement. 

Mr.  LiBBY.  I  thank  you,  Mr.  Chairman. 

The  Chairman.  The  committee  will  now  be  glad  to  hear  Mr. 
Barrett. 

STATEMENT  OF  MR.  THOMAS  F.  BARRETT,  PRESIDENT  MORGAN- 
TOWN  &  WHEELING  RAILROAD  CO.,  PITTSBURGH,  PA. 

The  Chairman.  Mr.  Barrett,  please  give  your  name,  address,  and 
whom  you  represent. 

Mr.  Barrett.  My  business  is  that  of  railroad  construction.  I  am 
the  president  of  the  Morgantown  &  Wheeling  Eailroad,  one  of  the 
coal  lines  of  West  Virginia  and  Pennsylvania,  also  receiver  of  a  rail- 
road and  coal  company. 

The  Chairman,  You  may  proceed,  Mr.  Barrett. 

Mr.  Barrett.  Mr.  Chairman  and  gentlemen  of  the  committee,  in 
approaching  the  discussion  of  the  problem  before  us  I  will  not  de- 
vote much  time  to  the  question  of  Government  ownership  in  its  gen- 
eral sense,  or  to  what  is  commonly  called  the  "  Plumb  plan." 

Everyone  must  be  convinced  that  Government  ownership  is,  at 
least  for  the  time  being,  overwhelmingly  disapproved  by  public  sen- 
timent. This  sentiment  against  such  ownership  has  been  greatly  en- 
hanced by  the  character  of  the  measure  introduced  in  Congress  known 
as  the  "  Plumb  plan." 

The  weight  of  public  discussion  which  has  followed  the  introduc- 
tion of  the  bill  embodying  that  plan  has  been  so  denunciatory  and 
manifestly  opposed  to  it  that  the  public  man  Avho  undertakes  the 
support  of  it  would  be  rash,  to  say  the  least. 

In  addition  to  this  the  admission  of  an  extremely  radical  element, 
if  not  revolutionary,  into  the  leadership  of  the  trade-unions  and 
brotherhoods  and  the  revolutionary  statements  of  many  of  these  radi- 
cal leaders  and  their  evident  seditious  purposes  has  aided  in  throw- 
ing the  weight  of  public  sentiment  overwhelmingly  in  the  opposite 
scale,  and  the  effect  has  further  been  to  practically  destroy  whatever 
public  confidence  these  organizations  at  one  time  enjoyed. 

This,  added  to  the  very  unsatisfactory  results  achieved  by  the  op- 
eration of  the  railroads  by  the  Government,  has  put  out  of  the  run- 
ning for  the  time  being  at  least  all  plans  of  Government  ownership. 

Therefore  it  is  not  worth  while  to  devote  any  effort  of  mine  or  to 
take  up  your  time  in  presenting  arguments  for  the  purpose  of  show- 
ing the  impracticability,  the  economic  fallacy,  or  the  unconstitu- 
tional and  illegal  character  of  propositions  along  that  line  that  have 
been  submitted  for  your  consideration,  either  by  the  formal  bill 
which  has  been  introduced  in  Congress  or  by  the  various  defenses  of 
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the  same  made  by  arguments  before  this  committee  or  in  magazine 
articles,  pamphlets,  or  otherwise,  though  which  an  effort  is  made  to 
impress  the  public.  My  belief  is,  and  I  think  you  will  agree,  that  the 
public  mind  is  made  up  definitely  on  that  subject. 

If  I  am  right  in  this  conclusion,  we  then  face  the  problem  of  fram- 
ing legislation  under  which  the  railroads  may  be  turned  back  to  pri- 
vate ownership  and  under  Avhich  they  may  in  the  future  be  regu- 
lated in  the  public  interests.  However,  in  passing  from  the  subject 
of  public  ownership  it  is  appropos  to  refer  to  one  feature  made 
prominent  in  the  present  discussions  by  those  who  favor  it;  that  is. 
the  claim  urged  by  those  favoring  that  side,  that  railroads  should  be 
considered  not  from  the  standpoint  of  the  investment  of  the  capital 
which  created  them,  nor  from  the  standpoint  of  the  private  manage- 
ment, but  first  from  the  point  of  public  service.  This  part  of  their 
doctrine  I  agree  with,  because  it  must  be  manifest  to  every  intelli- 
gent person  that  railroads  are  semipublic  corporations.  That  is,  be- 
cause of  the  nature  of  their  origin  and  the  powers  and  duties  with 
which  they  are  invested  as  common  carriers,  and  because  they  have 
the  right  of  eminent  domain  and  enjoy  public  franchises  and  other 
special  powers  particularly  delegated  to  them  by  the  statutes  under 
which  they  are  created,  they  are  semi  or  quasi  public  corporations, 
and  therefore  not  to  be  considered  as  private  corporations,  and  only 
indeed  in  a  secondary  sense  from  the  point  of  private  investment. 

On  the  other  hand,  the  railroads  must  be  looked  at  from  the  point 
of  interest  of  all  of  the  people,  and,  therefore,  while  they  remain 
privately  owned,  they  must  be  dealt  with  as  semipublic  corporations 
and  regulated  as  such.  The  very  claim  made  by  advocates  of  the 
"  Plumb  plan,"  that  railroads  must  be  considered  from  the  stand- 
point of  service  to  the  public  first,  is  the  strongest  refutation  of  the 
main  argument  which  supports  their  plan,  because  that  plan  pro- 
vides, among  other  things,  that  the  roads,  after  they  are  taken  over 
by  the  Government  and  paid  for  by  the  public,  are  to  be  leased  to  an 
operating  organization,  and  this  organization  is  to  be  controlled 
partly  by  representatives  of  the  operating  management  of  the  roads 
and  partly  by  members  of  a  board  of  the  lessee  company  appointed 
by  the  President  and  confirmed  by  the  Senate,  and  that  as  a  result 
of  the  operation  of  the  roads  by  this  organization  the  profit  arising 
from  the  operation  of  the  roads,  after  paying  the  interest  on  the  in- 
vestment, which  is  fixed  at  4  per  cent,  shall  be  divided  equally  be- 
tween the  railroad  employees  and  the  public.  This  constitutes  the 
rankest  kind  of  class  legislation.  There  is  nothing  more  repugnant 
to  our  sense  of  Americanism  than  class  legislation.  From  the  be- 
ginning of  the  Government  to  the  present  there  has  been  no  louder 
acclaim  against  any  wrong,  sought  to  be  perpetrated  against  the  in- 
terest of  the  people,  than  special  privilege  and  class  legislation.  In 
all  of  the  tariff  debates  in  Congress  running  through  the  whole  politi- 
cal history  of  our  country,  and  upon  the  subject  of  ship  subsidies  and 
mail  subsidies,  from  the  beginning  there  has  Iieen  continuous  de- 
nunciation of  class  legislation  or  special  privilege.  Has  there  ever 
been  presented  to  the  people  a  more  rank  piece  of  class  legislation 
than  that  which  proposes  that  all  of  the  people  of  the  United  States 
shall  buy  the  railroad  systems  of  the  country  and  then  lease  them  to 
a  corporation  which  is  supposed  to  earn  a  profit  at  the  expense  of  all 
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the  people  and  divide  that  profit  one  half  to  one  class  of  its  people, 
to  wit,  the  railroad  employees,  while  the  Government  in  behalf  of  all 
the  public  retains  the  other  half  ?  When  they  urge  that  the  railroads 
should  be  considered  only  from  the  standpoint  of  service,  they  con- 
demn their  proposition  out  of  their  own  mouths,  because  (and  I  ap- 
prove that  part  of  their  doctrine)  if  the  railroads  are  to  be  considered 
alone  from  the  standpoint  of  service,  then  in  the  interests  of  all  the 
people,  and  in  order  that  class  legislation,  or  special  privilege,  shall 
not  enter  into  the  proposition,  the  aim  should  be  to  earn  no  profit 
beyond  a  satisfactory  return  upon  the  investment  necessary  to  create 
the  railroads  and  the  payment  of  proper  wages,  or  salaries,  corre- 
sponding to  proper  hours  of  service,  and  compatible  with  the  risk, 
danger,  and  other  exigencies  of  the  employment. 

But,  on  the  contrary,  the  railroads  being  considered  from  the 
standpoint  of  service  should  be  operated  in  the  interest  of  the  public 
as  economically  as  is  possible  consistent  with  the  development  and 
extension  of  the  properties,  proper  return  upon  the  investment,  and 
proper  requirements  for  sinking  fund,  replacements,  and  natural 
deterioration  from  use,  and  from  time  to  time  rates  should  be  so 
adjusted  as  to  accomplish  this  end,  and  no  more. 

This  much  preliminar}^  to  a  more  intimate  discussion  of  the  real 
problems. 

So  much  has  been  presented  to  tliis  committee  in  tl\e  way  of  oral 
statement,  pamphlets,  plans,  amendments  to  pending  legislation,  etc., 
that  the  very  weight  of  the  discussion  has  worn  the  subject  down  to 
a  few  important  principles  divorced  from  all  theoretical  and  purely 
psychological  verbiage. 

And  no  doubt  your  minds  are  seeing  through  the  great  maze  of 
evidence  and  advice  offered  you,  standing  out  in  bold  relief,  these  few 
simple  principles  or  problems  which  alone  vitally  affect  the  railroad 
business;  for  I  want  to  urge  upon  you,  as  a  person  who  has  long 
been  engaged  in  practical  railroad  work,  that  there  is  not  so  much 
mystery,  or  complication,  or  complex  conditions  connected  with  the 
railroad  business,  nor  does  it  require  so  much  technical  knowledge 
to  understand  it  as  would  appear  from  this  mass  of  argument,  a 
large  part  of  which  is  theoretical  and  impractical. 

For  the  purpose  of  discussing  these  essential  problems  the  subject 
divides  itself  up  in  such  a  way  as  to  present  the  railroads  separated 
into  two  classes. 

And  for  the  purpose  of  this  discussion  it  is  the  most  convenient 
way  for  me  to  deal  with  the  subject.  Each  class  has  its  own  peculiar 
problems,  but  all  share  in  all  of  the  ])roblems  common  to  the  railroad 
business.  These  divisions  of  the  subject  therefore  present  themselves 
as  follows : 

First.  Interstate  railroads,  including  their  subsidiaries  owned  out- 
right or  controlled  by  lease,  which  with  the  main  line  extend  through- 
out two  or  more  States,  and  often  throughout  several  States,  and 
sometimes  also  called  the  trunk  lines. 

Second.  Intrastate  roads,  being  those  that  begin  and  end  wholly 
within  the  boundaries  of  one  State  and  are  owned  and  operated  en- 
tirely independent  of  each  other  and  of  any  interstate  railroad. 
These  roads  are  often  called  "  short  lines,"  but  sometimes  their  lines 
may  be  greater  in  extent  of  mileage  than  an  interstate  railroad,  be- 
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cause  a  comparatively  short  road  may  cross  a  State  line  and  there 
fore  be  classed  as  an  interstate  railroad. 

Of  the  two  above  classes  of  railroads  we  have  what  is  now  beinj? 
commonly  referred  to  as  "strong-  roads"  and  "weak  roads,"  and  a 
very  large  part  of  the  discussion  before  the  committee  has  been  upon 
this  subject  of  strong  and  weak  roads.  Therefore,  we  have  for  the 
purpose  of  simplifying  the  discussion  of  the  matter  intrastate  roads 
which  are  engaged  in  transporting  freight  and  passengers  wholly 
within  the  boundaries  of  a  State,  but  are  incidentally  engaged  in 
interstate  connnerce  because  they  connect  with  other  lines  and  to 
some  extent  engage  in  interstate  shipments  originating  on  their  lines, 
or  shipments  received  by  them  from  a  connecting  railroad  for  de- 
livery to  points  on  their  own  line. 

To  arrive  at  a  diagnosis  of  the  difficulty  and  what  the  cure 
should  be,  the  character  of  the  service  rendered  by  the  interstate 
railroad  and  the  character  of  the  service  rendered  by  the  intrastate 
railroad  should  be  first  considered,  and  these  railroads  should  be 
I^roperlj'  placed  and  classed  under  the  law  so  that  the  one  may 
become  entirely  the  subject  of  Federal  regulation  (because  under 
the  Constitution  only  Congress  may  deal  with  matters  affecting 
commerce  between  the  several  States  and  with  foreign  countries), 
but  under  our  dual  form  of  government  the  State  alone  should 
control  the  regulation  of  these  local  lines  of  railroads  known  as 
intrastate  roads,  except  so  far  as  the  intrastate  road  may  engage 
in  interstate  commerce  by  concurring  in  joint  through  rates  with 
the  connecting  lines  and  receiving  on  such  interstate  shipments  a 
part  of  division  of  such  through  rate.  With  this  exception  the 
intrastate  railroads  should  be  left  entirely  to  the  control  of  the 
several  States  in  which  they  are  located,  and  in  addition  to  this 
conforming  to  what  I  conceive  to  be  the  spirit  of  our  dual  form 
of  government,  I  urge  the  wisdom  of  it  upon  your  consideration 
for  another  reason  which  is:  If  new  railroads  in  the  future  are 
not  permitted  to  be  constructed  except  upon  a  certificate  of  authority 
issued  by  a  Federal  Commission  at  Washington,  the  business  of 
railroad  construction  which  already  practically  is  dead  under  present 
conditions,  will  become  entirely  obsolete.  This  is  supported  by  a 
long  experience  in  the  business  in  many  sections  of  the  country 
which  has  conclusively  demonstrated  to  me  that  practically  every 
new  railroad  enterprise  has  its  inception  with  the  people  in  the 
locality  which  is  to  be  served  by  such  railroad.  People  living  re- 
mote from  the  city  of  Washington  in  distant  sections  of  the  Republic 
will  be  vein-  reluctant  to  leave  their  homes  and  travel  to  Wash- 
ington accompanied  by  attorneys  and  engineers,  and  undergo  the 
heavy  expense  incident  thereto,  to  prove  their  case  before  a  Federal 
commission  in  order  to  obtain  the  authority  to  build  a  piece  of 
railroad  necessary  in  the  development  of  the  particular  locality  in 
which  they  live. 

A  few  years  ago  railroad  construction  was  one  of  the  leading- 
industries  in  this  country.  Now  this  industry  hardly  exists,  and 
if  the  change  of  laws  which  have  taken  place  within  the  last  few 
years  and  the  change  of  conditions  has  been  such  as  to  deter  railroad 
builders  from  going  on  with  their  work,  what  can  be  said  of  the 
condition  which  will  result  from  the  enactment  of  a  law  taking 


RETURN   OF  THE  RAILROADS  TO  PRIVATE   OWNERSHIP.       2199 

away  from  the  State  aiitlioritics  all  right  to  authorize  such  local  rail- 
road construction  and  conferring  the  authority  entirely  upon  a 
P'ederal  commission.  Such  a  step,  I  urge  upon  you,  would  entirely 
destroy  all  private  initiative  and  enterprise  necessary  to  carry 
through  the  financing  and  construction  of  new  roads,  which  at  best 
is  considered  a  hazardous  enterprise.  Besides  is  it  good  judgment? 
Is  it  good  common  sense?  Is  it  proper  consideration  to  the  several 
States?  Do  the  people  of  your  various  districts  which  you  represent 
in  Congress  want  to  be  so  circumscribed  in  that  particular?  Will 
it  inure  to  the  public  interest?  And  lastly,  is  it  legal  and  con- 
stitutional, and  is  it  good  public  policy  to  interfere  in  this  way  with 
the  sovereign  right  of  the  States  ( 

Mr.  Sims.  It  is  your  tliough  that  the  bill  should  be  amended 
&o  as  to  provide,  in  so  far  as  certificates  of  convenience  and  neces- 
sity are  concerned,  that  the  building  of  railroads,  intrastate,  should 
be  left  entirely  to  State  authority  and  that  the  central  authority 
should  have  nothing  to  do  /t^ith  it  ? 

Mr.  Barrett.  When  the  railroad  law  of  1910  was  pending  before 
Congress  and  before  this  committee,  I  occupied  very  much  the  same 
position  on  railroad  business  then  as  I  do  now.  I  had  the  honor 
to  appear  before  the  committee  and  advocate  that  same  action,  but 
the  bill  which  was  finally  passed  was  entirely  different  from  the 
bill  Avhich  was  originally  introduced.  The  feature  of  the  bill  which 
conferred  authority  upon  the  Interstate  Commerce  Commission  to 
regulate  security  issues  was  entirely  stricken  out. 

Mr.  Sims.  Have  you  an  amendment  which  you  have  drawn? 

Mr.  Barrett.  No ;  I  have  not. 

I  shall  be  glad  to  send  the  chairman  an  amendment  which  I 
believe  Avill  cover  this  feature  of  the  law  as  soon  as  I  can  have 
the  same  prepared.  I  have  no  personal  interest  in  seeing  the  amend- 
ment adopted  beyond  my  earnest  desire  to  see  the  subject  left  in 
such  shape  that  while  properly  regulated  the  people  will  be  left 
with  their  hands  untied  to  proceed  in  their  own  Avay  Avith  such 
local  development  as  they  care  to  undertake  by  the  building  of 
branch  or  local  lines  of  railroad  for  the  interest  of  their  own  com- 
munities, unhampered  and  unrestrained  by  any  other  authority  ex- 
cept that  exercised  by  their  several  States. 

Now,  as  to  the  other  branch  of  the  subject,  the  strong  and  the 
weak  roads,  I  have  gone  over  most  of  the  testimony  heretofore  pre- 
sented to  the  conmiittee,  and  practically  all  of  the  plans  that  have 
been  submitted,  and  I  presume  that  with  few  exceptions  all  the 
magazine  articles  and  other  papers  which  have  been  written  upon 
the  subject  during  the  past  few  months  while  it  has  been  under  dis- 
cussion, and  I  have  observed  the  controversy  or  difference  of  opinion 
arising  over  what  is  termed  the  "  strong  roads  "  and  "  weak  roads," 
and  many  propositions  having  for  their  purpose  a  plan  by  which 
the  w^eak  roads  may  be  made  stronger,  while  the  strong  roads  re- 
main strong,  but  I  must  confess  that  I  have  seen  no  plan  or  sug- 
gestion which  seems  to  go  to  the  root  of  the  difficulty.  As  I  stated 
before,  it  is  opportune  to  inquire  why  are  the  strong  roads  strong 
and  the  weak  roads  weak?  The  answer  to  a  man  who  has  been 
engaged  in  the  railroad  business  all  of  his  life,  and  dealing  daily  with 
the  problems,  is  straight  and  simple.    The  reason  why  it  has  not  been 
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more  clearly  answered  here  is  because  the  people  who  come  before 
you  see  the  proi)osition  and  discuss  it  only  from  the  angle  of  their 
own  interests  and  from  the  standpoint  of  their  daily  environment. 
The  trunk-line  official  who  advocates  his  plan  before  you  looks  at 
the  problem  wholly  and  entirely  from  what  he  has  learned  from  his 
training  as  a  trunk-line  man.  He  has,  perhaps,  like  myself,  been  en- 
gaged in  the  railroad  business  all  his  life  and  has  been  saturated 
and  imbued  with  the  interest  of  caring  for  the  property  imder  his 
control.  He  has  probably  seen  it  grow  from  a  small  railroad  by 
steady  progress  into  a  larger  and  stronger  road,  until  it  has  reached 
the  point  where  it  is  classed  as  one  of  the  strong  railroads  of  the 
country.  Now,  what  has  made  his  railroad  strong?  It  is  of  the 
same  gauge,  the  same  general  character,  and  carries  on  exactly  the 
same  kind  of  business  as  the  weak  road,  and  yet  it  is  strong,  and  in 
order  to  understand  the  problem  clearly  enough  to  deal  with  it  in- 
telligently, it  is  necessary  to  know  why  it  is  strong.  The  answer  is 
very  simple.  The  strength  of  all  railroad  properties  is  in  their  ter- 
minals. It  is  a  fundamental  truth,  and  has  always  been  so,  that  a 
railroad  without  terminals  is  practically  valueless,  generally  speak- 
ing, for  railroad  purposes. 

Take  one  or  two  examples  which  will  illustrate  the  subject  as  to 
all  which  are  strong.  The  Pennsylvania,  New  York  Central,  Union 
Pacific,  and  Southern  Pacific,  and  what  I  say  about  these  four  sys- 
tems as  strong  roads  is  true  of  every  other  system  which  is  strong, 
for  the  same  reason  and  that  reason  alone.  They  own  the  most 
valuable  terminals  in  the  country.  These  railroads  were  constructed 
in  the  earlier  history  of  our  country  when  the  districts  from  which 
they  receive  the  major  portion  of  their  business  were  yet  quite 
undeveloped.  In  these  districts  large  centers  of  population  have 
grown  up,  such  as  New  York,  Philadelphia,  Pittsburgh.  Buffalo, 
Cleveland.  Detroit,  Chicago,  Milwaukee,  Omaha,  Los  Angeles, 
San  Francisco,  and  so  on.  These  largo  cities  and  others  have  be- 
come the  principal  centers  of  industrial  activity,  and  as  such  the 
principal  producers  of  the  traffic  which  makes  railroads  pay,  be- 
cause it  must  be  remembered  that  a  railroad  grows  prosperous  and 
becomes  strong  in  proportion  to  the  volume  of  its  business,  and,  on 
the  other  hand,  its  volume  of  business  is  entirely  dependent  upon  the 
location  of  its  terminals  in  large  industrial  or  traffic-producing  cen- 
ters, as,  for  instance,  in  the  city  of  Pittsburgh,  the  coal,  steel,  iron, 
and  other  industries  originate  an  enormously  large  traffic,  whereas 
the  delivery  of  this  traffic  to  the  Atlantic  seaboard  cities,  and  to  the 
terminals  where  it  is  transferred  to  ocean-carrying  vessels,  etc.,  con- 
stitutes an  enormous  business.  Likewise,  the  Union  Pacific  Rail- 
road, with  its  terminals  located  in  the  large  centers  of  the  middle 
West  and  far  West,  and  in  the  grain  and  mineral  districts,  and  on 
the  Pacific  seaboard,  has  the  same  advantage  as  to  terminals. 

Assuming  for  the  sake  of  argument  that  one  railroad  is  as  ably 
managed  as  another,  what  is  there  in  the  nature  of  the  business  to 
make  a  road  strong  or  weak  except  the  volume  of  traffic  which  it 
enjoys,  and  how  may  it  enjoy  this  volume  of  traffic  unless  it  is 
located  in  those  centers  where  the  traffic  exists?  These  railroad 
terminals  located  in  the  large  cities  and  in  the  dense  traffic  centers 
have  become  enormously  valuable,  and  therefore  it  has  become  com- 
paratively' easy  for  such  roads  to  float  the  necessary  issues  of  bonds 
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•and  stocks  in  llie  past  at  comparatively  low  rates  because  of  the 
high  credit  which  they  enjoyed.  This  new  capital  acquired  upon 
reasonable  terms  has  in  turn  been  used  to  build  up  and  enhance  the 
value  of  the  properties.  Now,  as  to  the  weak  roads,  I  venture  the 
suggestion  that  if  the  proposition  is  carefully  analyzed  in  the  case 
of  every  railroad  in  the  United  States  that  is  classed  as  a  weak  road 
it  will  be  found  that  it  is  so  situated  that  it  does  not  enjoy  ad- 
A^antageous  terminal  facilities  in  the  larger  cities  and  industrial 
centers,  and  in  many  cases  in  order  to  get  into  such  cities  or  indus- 
trial centers  at  all  it  is  obliged  to  use  the  tracks  and  terminals 
of  other  railroads  at  high  rentals,  and  they  are  also  circumscribed 
or  limited  in  their  terminal  contracts  in  such  a  way  that  they  can 
not  reach  out  and  compete  for  the  business  which  they  would  other- 
wise enjoy  if  the  terminals  could  be  used  to  the  common  and  equal 
advantage  of  all  railroads.  If  a  railroad  line  must  live  upon  such 
business  as  originates  along  its  line  in  the  smaller  cities  and  villages, 
or  from  agricultural  product,  or  the  general  traffic  which  is  supplied 
from  the  smaller  centers  of  population  and  the  more  thinly  inhabited 
sections  of  the  country,  then  it  labors  under  a  natural  handicap  due 
to  its  unfortunate  location  and  its  unfortunate  lack  of  terminal  fa- 
cilities, and,  as  I  have  said,  often  under  contracts  for  the  use  of  termi- 
nals imposing  burdensome  or  onerous  charges  for  the  benefit  of  or 
in  behalf  of  the  strong  line  which  already  owns  the  terminal  in  the 
larger  centers  as  before  stated. 

The  very  astonishing  proposition  has  been  made  from  many  rep- 
utable sources  that  this  situation  can  be  cured  by  taking  away  a  part 
of  the  earnings  of  a  strong  road  and  turning  it  over  to  the  weaker 
road.  This  proposition  has  been  advocated  in  some  cases  by  public 
men  of  considerable  reputation,  and  to  some  extent  by  economists 
and  others  who  evidently  believe  that  it  is  an  equitable  and  legal 
way  of  solving  the  problem.  But  who  is  there  who  has  only  an  ele- 
mentary knowledge  of  law,  to  say  nothing  of  the  ethics  of  the  propo- 
sition, who  does  not  know  that  such  a  proceeding  is  unconstitutional 
and  therefore  illegal?  After  a  railroad  company  has  received  a 
certain  amount  of  money  for  performing  a  certain  service  and  the 
money  has  passed  into  its  possession  and  has  gone  into  its  bank 
account  or  into  its  cash  drawer  it  becomes  just  as  much  the  property 
of  that  company  as  its  rails,  ties,  locomotives,  or  any  other  part  of 
its  property,  and  it  will  be  just  as  much  confiscation  to  undertake 
to  take  that  money  away  from  it  and  turn  it  over  to  some  other  rail- 
road corporation  as  it  would  be  to  deprive  it  of  its  rolling  stock 
or  its  right  of  way.  The  law  makes  no  classification  as  between 
money  and  other  kinds  of  property.  My  money  in  my  bank  account 
or  in  my  pocket  is  as  much  my  own  as  the  farm  I  own  or  my  house 
and  lot,  and  neither  can  be  legally  taken  from  me  for  the  benefit 
of  my  neighbor  or  for  any  other  purpose,  except  under  the  right  of 
eminent  domain  for  public  use  after  due  process  and  upon  just 
compensation.  What  is  true  of  my  private  property  as  a  citizen  and 
individual  is  equally  and  exactly  true  of  a  corporation,  whether  it 
is  a  railroad  or  some  other  kind  of  corporation.  Therefore  that  plan 
must  be  set  aside  as  wholly  untenable. 

The  proper  suggestion,  in  my  judgment,  would  be  to  deal  with  the 
income  of  the  roads  before  it  reaches  the  possession  of  any  one  road 
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by  a  proper  division  of  the  joint  rate  made,  under  the  direction  of 
the  Interstate  Commerce  Commission  or  some  other  commission  hav- 
ing jurisdiction.  Because  if  such  commission  is  invested  with  the 
right  to  fix  the  through  rate  and  prescribe  the  division  thereof  be- 
tween the  carriers,  then  the  income  from  traffic  carried  under  joint 
concurrences  between  different  railroads  does  not  become  the  separate 
property  of  either  company  until  the  commission  has  first  decided 
how  it  shall  be  divided.  After  the  division  has  been  effected  under 
the  law^  and  the  proceeds  paid  over  to  either  company  it  then  be- 
comes the  private  property  of  that  company,  and  of  which  it  may  not 
be  divested  under  the  law  in  any  manner  whatsoever;  but  as  long- 
as  it  is  joint  income  in  the  form  of  the  full  rate  for  the  carrying- 
of  passengers  and  freight  under  joint  concurrences  approved  by  the 
commission,  and  before  the  division  has  been  made,  it  is  the  property 
of  all  the  companies  that  participate  in  the  carrying  of  that  par- 
ticular traffic,  and  until  it  has  been  divided  and  paid  over  in  right 
proportion  to  each  company  it  should  remain  the  subject  of  control 
under  the  Federal  commission  and  be  divided  as  the  commission 
may  prescribe. 

In  making  this  division  due  allowance  can  be  made  for  the  volume 
of  business  enjoyed  by  each  railroad,  and  of  the  advantages  of  ter- 
minals enjoyed  l3y  one  road  or  the  disadvantage  of  not  having  such 
terminals,  by  another,  and  also  of  the  growth  of  jiopulation  in  some 
districts  and  along  some  lines,  while  the  population  and  development 
of  the  country  along  other  lines  may  have  remained  stationary. 
Incidentally  this  brings  us  back  to  the  proposition  that  railroads  as 
semipublic  corporations  should  be  looked  upon  first  from  the  stand- 
point of  public  service,  and,  this  being  true,  we  can  argue  in  all 
directions  in  the  interest  of  protecting  all  of  the  public,  while  at  the 
same  time  protecting  each  road.  We  can  properly  and  justly  say 
that  the  people  residing  in  the  thinly  settled  sections  of  the  country, 
where  the  population  is  not  great  and  the  traffic  is  necessarily  light, 
are  as  much  entitled  to  railroad  service  as  those  who  dwell  in  larger 
cities  and  industrial  centers,  where  the  traffic  is  dense:  and  yet  in 
order  that  all  the  people  may  have  proper  railroad  service  and  that 
all  lines  serving  the  public  may  have  an  income  sufficient  on  which 
to  live,  the  commission  must  take  into  consideration  every  factor  in 
the  question  involved  in  determining  how  that  rate  may  be  divided 
among  the  various  companies  participating.  If  this  is  done,  and  I 
shall  advocate  later  on  that  it  be  done  under  the  control  of  regional 
commissions,  and  if  the  terminals  owned  in  the  larger  industrial  and 
traffic-producing  centers — in  fact  in  all  cities  of  any  magnitude — are 
under  the  control  of  suitable  commissions,  and  if  the  use  of  these 
terminals  may  be  regulated  in  the  public  interest,  and  in  such  a  way 
that  all  the  railroads  entering  such  centers  may  do  so  under  terms 
fair  and  reasonable,  based  upon  proper  rentals  considered,  as  I  stated 
before,  from  every  element  that  enters  into  the  situation,  there  is  no 
reason  why  under  such  conditions  the  weak  roads  should  not  begin 
to  grow  strong,  and  the  strong  roads  still  retain  their  strength. 

In  further  support  of  this  argiunent  I  want  to  offer  the  contention 
that  the  value  of  the  terminals  in  the  large  centers  of  population  and 
in  industrial  centers  where  traffic  has  grown  dense  has  not  been 
created  by  the  railroads  alone,  and  such  values  are  not  due  to  the 
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i-ailronds  themselves,  but  principally  to  natural  conditions  under 
which  these  large  industrial  centers  have  grown  up,  the  particular 
railroads  located  in  them  having  been  fortunate  in  securing  an  en- 
trance to  such  large  centers  of  population  before  the  population  and 
coniinercial  interests  thereof  developed  to  their  present  large  propor- 
tions. Therefore,  while  these  roads  are  to  be  commendecl  for  their 
enterprise  in  developing  their  systems  in  such  a  way  as  to  render  the 
public  most  valuable  service,  yet  the  public  franchise  under  which 
they  retain  their  right  of  way  remains  inherently  the  right  of  the 
public,  and  does  not  vest,  or  should  not,  exclusive  privilege  in  any 
single  corporation. 

The  most  important  thing  to  consider  in  regidating  railroads  is 
this  tenninal  question.  If  you  leave  it  untouched  or  unaffected  by 
the  present  law,  the  rest  of  the  law  will  be  of  little  value  in  effecting 
the  purposes  for  which  it  is  drawn,  for  the  whole  railroad  business 
revolves  around  the  terminals;  in  other  words,  practically  the  ter- 
minals are  the  railroads;  lines  between  are  merely  the  stems  which 
reach  out  from  one  terminal  to  another.  They  enter  the  large  centers 
of  population  like  the  spokes  of  a  wheel  into  the  hub.  The  railroad 
that  is  in  enjoj^s  the  prestige  and  advantage  of  a  large  business  and 
a  large  income,  and  the  railroad  that  is  out  suffers  a  handicap  which 
it  can  never  overcome  except  through  the  means  of  a  commission 
which  has  power  to  deal  with  the  subject  in  such  a  way  as  to  give  the 
weak  road  its  proper  and  legitimate  opportunity. 

REGIONAL  COMMISSIONS. 

In  my  judgment  there  is  no  way  to  regulate  these  interstate  rail- 
roads, taking  into  consideration  the  enormous  growth  of  the  popula- 
tion of  the  country  and  the  business  of  the  country,  except  by  divid- 
ing the  territory  up  into  regions  and  by  providing  for  regional  com- 
missions, much  after  the  same  plan  as  our  present  National  Reserve 
Banking  System.  The  very  admirable  machinery  created  under  the 
reserve  act  for  carrying  on  our  national  banking  system  has  given  us 
one  of  the  strongest  banking  systems  in  the  world,  if  not  the  strongest. 
It  ha.s  recently  stood  the  test  of  a  great  foreign  war  and  carried  the 
country  successfully  through  that  crisis.  This  is  due  largely  to  the 
fact  that  in  each  reserve  district  there  is  a  board  composed  of  men 
and  bankers  who  live  within  the  reserve  district  and  who  understand 
the  needs  and  requirements  of  their  various  reserve  districts.  The 
railroad  business  is  a  much  larger  business  in  its  scope  than  the  bank- 
ing business,  and  the  questions  involved  are  much  more  complex  and 
to  a  very  much  greater  extent  affect  the  welfare  of  the  people  locally 
in  a  more  intimate  way  than  the  banking  buiness.  It  might  be  en- 
tirely practicable  that  one  commission  located  at  Washington  could 
manage  the  banking  system  of  the  country,  because  after  all  it  is  a 
subject  easily  susceptible  to  systematic  organization  and  there  are  no 
physical  problems  involved,  such  as  the  construction  of  railroads, 
terminals,  grain  elevators,  coal  fields,  docks,  shipping  facilities  on  the 
Great  Lakes,  the  Pacific  or  Atlantic  seaboard,  or  the  Gulf,  trans- 
portation to  the  Panama  Canal ;  in  fact,  all  of  the  means  which  invite 
through  our  States  the  commerce  of  all  nations,  the  originating  of  all 
traffic,  passenger  or  freight,  or  otherwise,  destined  to  remote  sections 
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of  our  country  or  to  foreign  countries.  All  being  a  part  of  the  rail- 
road problem,  because  these  arteries  of  transportation  connected  with 
the  water  systems  now  reach  the  remotest  sections  of  the  world,  and 
in  all  these  a  development  unequalled  in  the  history  of  this  or  any 
other  country  is  now  taking  place.  The  population  of  the  country 
is  increasing  rapidly,  all  of  which  requires  additional  terminals, 
equipment,  tracks,  elevators,  docks,  and  other  shipping  facilities,  and 
I  submit  for  your  earnest  consideration  how  can  one  commission  lo- 
cated at  "Washington,  which  is  to-day  the  most  overcrowded  and 
oyerworked  commission  we  have  ever  had  in  this  country,  deal  ade- 
quately with  all  of  the  local  complex  problems  involved  in  the  situ- 
ation. 

I  have  noticed  the  advocacy  here  of  a  national  board  of  transporta- 
tion. I  think  this  plan  originated  Avith  the  railroad  executives.  I  am 
heartily  in  favor  of  a  national  board  of  transportation,  but  not  of 
the  kind  that  has  been  advocated.  I  would  create  a  national  board 
of  transportation  composed  of  not  less  than  15  members  or  some  other 
larger  number  divisible  by  3.  I  would  haye  this  board  made  up  one- 
third  of  persons  selected  by  the  employees  of  the  railroad  systems^ 
one-third  of  persons  selected  from  the  operating  management  of  the 
railroads  and  one-third  to  be  appointed  by  the  President,  subject  to 
confirmation  by  the  Senate.  I  would  have  this  board  deal  in  a  gen- 
eral way  with  all  matters  affecting  wages,  hours  of  service,  conditions 
of  service,  technical  questions  of  operation — in  fact,  all  problems 
affecting  wages,  conditions  of  labor,  and  hours  of  service  and  em- 
ployment, and  all  technical  devices  in  the  interest  of  safety  to  the 
public,  and  in  efficient  operation  and  mangement  of  the  railroads, 
and  so  far  as  it  is  competent  to  do  so  under  the  law,  I  would  give  this 
board  absolute  plenary  power  to  deal  with  such  subjects.  I  would 
invest  on  the  other  hand  regional  commissions  with  all  power  over 
roadways,  terminals,  and  the  joint  use  thereof,  tracks  and  the  joint 
use  thereof,  rates,  interchanges  between  railroads,  and  with  water 
carriers,  and  in  fact  all  questions  involved  under  the  head  of  trans- 
l^ortation  of  freight  and  passengers  in  interstate  and  foreign  com- 
merce, including  water  carriers.  As  to  the  control  of  terminals  and 
trackage,  I  would  give  the  regional  board  final  jurisdiction  as  to  all 
matters  affecting  rates,  interstate  or  with  foreign  countries.  I  would 
make  their  financing  subj.ect  to  a  central  body  at  Washington,  and 
if  anything  in  these  suggestions  may  prove  valuable  to  you  in  making 
your  final  decision  as  to  the  form  and  substance  of  this  law,  I  would 
feel  very  gratified,  indeed,  for  the  effort  and  study  I  have  devoted 
to  the  subject,  and  for  your  attention  and  consideration  I  render  my 
sincere  thanks. 

STATEMENT  OF  MR.  T.  BRADY,  JR.,  BROOKHAVEN,  MISS. 

The  Chairman.  Give  your  name  and  address  and  whom  you  rep- 
resent to  the  reporter. 

Mr.  Brady.  My  name  is  T.  Brady,  jr.,  Brookhaven,  Miss.,  repre- 
senting the  short-line  railroads  of  the  State  of  Mississippi,  through 
appointment  by  the  president  of  the  American  Short  Line  Railroad 
Association,  and  the  class  of  short-line  railroads  commonly  knoAvn  as 
tap-line  roads. 
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jSIr.  Chairman,  the  purpose  of  my  appearing  before  this  committee 
is  to  present  tlie  question  of  the  inadequate  divisions  to  that  class  of 
short-line  railroads  commonly  known  as  tap  lines. 

In  the  year  1912  there  were  119  of  these  roads  scattered  throughout 
the  country,  all  enjoying  a  division  of  rate,  paid,  of  course,  by  the  con- 
necting trunk-line  railroads.  The  commission  had  a  hearing  and  held 
that  57  of  these  roads  were  plant  industries  or  plant  facilities,  and 
that  a  division  was  unlawful,  the  language  being : 

The  service  performed  therewith  for  the  respective  proprietary  lumber  com- 
panies for  moving  the  logs  to  the  respective  mills,  moving  the  product  of  the 
mill  to  the  trunk  line,  is  not  a  service  of  transportation  by  a  common-carrier 
railroad. 

I  believe  that  the  order  of  the  commission  eliminating  these  57 
railroads  from  the  enjoyment  of  a  division  of  rate  was  a  correct 
order.  I  have  been  connected  with  some  of  them,  and  I  have  no  com- 
plaint to  make  on  account  of  that  order  or  classification  of  these  57 
railroads. 

At  the  time  this  order  was  made,  however,  62  of  the  roads  were 
held  to  be  common-carrier  railroads,  and  under  the  order,  and  else- 
where, every  requirement  has  been  placed  upon  them  that  is  placed 
upon  any  other  railroad.  Sixty-two  were  held  to  be  common-carrier 
railroads  with  all  requirements  placed  upon  them  that  are  placed 
upon  other  railroads ;  but  notwithstanding  the  fact  that  the  common- 
carrier  character  of  the  railroad  was  established  and  such  require- 
ments laid  upon  these  railroads,  the  commission  held  that  they  were 
only  entitled  to  a  switching  charge  in  the  sum  of  $2  per  car  if  the  dis- 
tance switched  was  1  mile  or  under.  If  the  distance  was  greater, 
there  was  a  proportionate  increase  in  the  amount  allowed.  The  com- 
mission ordered  that  the  tap-line  railroads,  as  they  called  them,  could 
not  contract  for  greater  divisions  than  those  named  in  the  order.  An 
appeal  was  taken  from  this  order  to  the  United  States  Supreme 
Court,  and  that  court  held  that  the  reasons  upon  which  this  order 
was  based  were  erroneous.  The  order  was  predicated  upon  the  idea 
that  because  the  short-line  railroad  companies'  stockholders  were 
stockholders  of  some  manufacturing  industry  along  the  line  which 
furnished  a  large  portion  of  the  tonnage,  that  there  should  be  no 
division.  The  Supreme  Court  held,  as  we  all  know,  that  an  order  re- 
fusing a  division  of  rate  could  not  be  predicated  upon  stock  owner- 
ship. 

In  spite  of  this  decision,  the  Interstate  Commerce  Commission  in- 
creased the  divisions,  or  the  switching  allowances,  only  50  cents  a 
car. 

The  commission  based  its  order  upon  the  erroneous  conclusion  that 
because  in  a  majority  of  instances  the  stockholders  of  a  large  manu- 
facturing corporation  along  the  tap-line  road  owned  the  stock  of  the 
railroad  that  they  would  profit  through  a  division  to  the  railroad 
and  in  that  way  a  discrimination  would  arise  against  the  stockholders 
of  other  manufacturing  corporations  located  on  tap  lines. 

In  the  first  place,  the  idea  is  erroneous,  because,  as  a  general  propo- 
sition, there  are  no  large  manufacturers  along  these  short  lines  except 
the  manufacturing  companies  whose  stockholders  also  own  stock  of 
the  railroad  company.  Then,  again,  the  idea  is  erroneous  because  of 
the  fact  that  the  stockholders  of  the  small  shipper  or  the  small 
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manufacturer  along  the  railroad  have  no  investment  in  a  railroad 
compan3\  To  say  that  because  the  two  institutions,  namel}'',  the 
short-line  railroad  company  and  the  chief  manufacturing  company 
along  the  line,  have  the  same  stockholders,  therefore  there  should 
not  be  any  divisions,  is  absolutely  unjust,  because  it  does  not  take 
into  consideration  the  fact  of  the  investment  in  a  railroad  property. 

Many,  if  not  all  of  the  62  railroad  companies  held  to  be  common 
carriers  which  have  had  laid  upon  them  duties  of  railroads  were 
encouraged  to  be  built  by  trunk  lines,  and  in  some  instances  I  am 
sure  that  the  trunk  lines  were  not  unwilling  to  allow  a  reasonable 
division.  Either  the  trunk  line  had  to  build  the  road  through  this 
undeveloped  territory  or  else  private  capital  had  to  do  it.  The 
trunk  lines  did  not  care  in  a  majority  of  cases  to  invest  money  in 
that  way,  and  it  encouraged  private  capital  to  make  the  investment. 
The  result  has  been  a  developed  community,  and  when  this  en- 
couragement was  offered  in  many  instances  it  was  understood  that 
there  would  be  such  a  division  as  would  recompense  the  short-line 
railroad  for  its  investment.  In  other  words,  the  trunk  line  prac- 
tically said  to  many  of  these  short  lines :  "  Invest  and  deliver  us  the 
tonnage  and  we  will  see  that  you  have  remuneration  through  a  proper 
division  of  rate." 

The  Interstate  Commerce  Commission,  seeking  to  correct  tliQ 
trouble,  which  it  did  correct,  went  so  far  as  to  do  a  great  injustice 
in  these  cases. 

Under  the  bill  4378  as  written,  as  I  see  it,  there  is  no  provision  to 
protect  the  short-line  railroad,  which  is  known  as  a  tap  line,  but 
which  has  nevertheless  been  held  to  be  a  common  carrier.  By  refer- 
ence to  page  5  of  the  bill,  and  by  the  insertion  of  certain  words  after 
the  words  "  to  establish,"  in  the  fourth  line 

The  Chairman  (interposing).  That  has  reference  to  the  bill  and 
not  the  committee  print  ? 

Mr.  Brady.  Yes,  sir ;  I  believe  it  is  the  bill. 

The  Chairman.  It  occurs  in  line  4,  page  5,  of  the  bill? 

Mr.  Brady.  Yes,  sir;  it  occurs  in  line  4,  page  5,  of  the  bill..  If  we 
write  these  words  after  the  words  "to  establish,"  it  will  then  read: 

and  to  provide  reasonable  facilities  for  operating  tlirongh  routes  and  to  tiiake 
reasonable  rules  and  regulations  witb  respect  to  the  operation  of  through 
roTites  and  providing  for  reasonable  compensation  to  those  entitled  thereto ; 
and  in  case  of  joint  rates,  fares,  or  charges  to  establish — 

Here  comes  the  amendment — 

without  reference  to  ownership  of  stock  or  source  of  tonnage  of  the  carriers, 
as  between  those  of  them  subject  to  this  act  participating  therein. 

Without  reference  to  ownership  of  stock  or  source  of  tonnage  of  the  carriers — 

By  the  insertion  of  those  words  the  short-line  railroads  will  be 
allowed  to  contract  with  the  trunk  lines  with  reference  to  proper 
divisions,  because  this  part  of  the  bill  provides  for  the  right  of 
contract. 

The  Chairman.  Was  not  that  the  same  as  the  amendment  offered 
by  Mr.  Robinson? 

Mr.  Brady.  I  am  unable  to  say.  I  have  not  had  time  to  discuss 
the  matter  with  Mr.  Eobinson,  and  I  am  merely  directing  the  com- 
mittee's attention  to  these  words  for  the  purpose  of  illustrating  my 
point  rather  than  for  the  purpose  of  suggesting  an  amendment,  be- 
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cause  I  have  no  doubt  that  Mr,  Robinson  has  already  prepared  the 
correct  amendment  to  protect  the  situation. 

Then,  on  page  24,  after  the  word  "  carriers,"  in  line  7 : 

Wlieiipvpr.  after  full  hearing,  the  commission  shall  be  of  opinion  that  the 
♦livisioiis  of  joint  rates,  fares,  or  charges  are  or  will  be  unjust,  unreasonable, 
or  unduly  preferential  or  prejudicial  as  between  the  carriers  parties  thereto 
the  commission  may  by  order  prescribe  the  just  and  reasonable  divisions  thereof 
to  be  received  by  the  several  carriers — 

Now,  after  the  word  "  carriers,"  write — 

which  Khali  not  be  decreased  on  account  of  stock  ownership  or  source  of  ton- 
nM.jre  of  the  carriers. 

1  want  to  illustrate  the  injustice  which  has  been  done  and  is  being 
done  to  railroads  of  the  same  type  and  character  by  order  of  the 
commission,  from  which  we  must  have  protection.  Otherwise,  in- 
stead of  ha  vino;  railroads  built  which  are  common  carriers  through- 
out my  section  of  the  United  States,  we  are  going  to  have  logging 
roads  built. 

The  illustration  I  want  to  make  is  this:  There  are  two  roads  in 
Mississippi,  one  of  them  extending  from  Fernwood,  Miss.,  on  the 
Illinois  Central  Railroad,  directly  east  to  Columbia,  Miss.,  on  the 
New  Orleans  &  Great  Northern  Railroad.  Another  road,  just  about 
25  or  30  miles  north,  parallels  it  from  a  point  on  the  Illinois  Cen- 
tral called  Norfield  to  a  point  on  the  New  Orleans  &  Great  Northern 
called  Tilton.  When  this  order  was  issued  the  owners  of  the  lumber 
company  at  Fernwood  and  the  owners  of  the  railroad  company  at 
Fernwood  had  a  meeting — I  mean  the  owners  of  the  stock  of  these 
two  companies  had  a  meeting.  The  stock  of  both  companies  was 
owned  by  brothers.  They  divided  the  stock,  one  brother  taking  the 
lumber  company's  stock  and  one  brother  taking  the  railroad  com- 
pany's stock.  They  made  the  showing  to  the  Interstate  Commerce 
Commission,  and  they  were  released  from  the  tap-line  case  and  then 
allowed  to  contract  as  they  chose;  and  afterwards  they  contracted 
profitably,  as  was  right  and  proper,  because  the  railroad  was  actu- 
ally entitled  to  what  was  given  it,  as  I  see  it.  The  other  lumber  com- 
pany, at  Norfield,  and  the  railroad  companies  domiciled  at  the  same 
place — I  mean  the  stockholders  of  these  companies — declined  to  or 
did  i^.ot  divide  their  stock. 

The  result  is  that,  instead  of  receiving  3  or  4  cents  per  100  division, 
they  received  $2. .50  a  car,  and  that  has  been  going  on  now  since  1912, 
and  the  only  difference  between  these  two  railroad  companies  is 
purely  a  question  of  stock  ownership.  There  is  no  difference  in 
service  rendered. 

I  had  occasion  a  little  later  to  advise  another  one  of  my  clients 
which  was  about  to  construct  a  railroad,  and  it  has  within  the  last  six 
months  built  18  miles  of  railroad.  I  said,  "  Well,  we  shall  not  build 
a  railroad;  we  will  simply  build  a  logging  road.  When  we  are 
through  we  cast  take  the  logging  road  up  and  that  will  end  the 
matter." 

But  that  is  not  the  right  way  in  which  to  develop  a  country.  We 
were  driven  to  it. 

The  idea  I  want  to  express  is  this,  that  these  short-line  railroads 
should  be  protected.  They  should  be  allowed  to  develop  the  coun- 
try ;  and  the  trunk-line  railroads,  which,  I  happen  to  know,  in  some 
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instances  are  willing  to  treat  them  fairly  in  the  way  of  divisions, 
should  be  allowed  to  treat  them  fairly,  and  they  should  be  allowed  to 
contract  without  reference  to  stock  ownership  or  source  of  tonnage. 

The  Chairman.  A  tap  line,  so  called,  under  the  definition,  gets 
for  the  transportation  on  such  tap  line  only  a  switching  charge. 

Mr.  Bradf.  Yes,  sir;  that  is  practically  true  in  every  instance. 

The  Chairman.  While  the  commercial  line  gets  the  division  of 
the  rate  ? 

Mr.  Brady.  Yes,  sir. 

The  Chairman.  And  your  idea  is  that  you  want  both  on  the  same 
footing? 

Mr.  Brady,  Yes,  sir. 

The  Chairman.  Any  other  questions? 

Mr.  Sims.  Mr.  Chairman,  I  remember  we  had  a  very  full  investiga- 
tion before  this  committee  several  years  ago  about  this  very  question 
that  has  been  discussed  by  Mr.  Brady,  and  there  it  was  at  least  al- 
leged to  be  a  fact  that  where  a  strong  company  could  come  in  and 
buy  up  the  land  and  stumpage  and  then  built  a  tap  line  to  the  main 
line  and  organized  a  railroad  company  for  that  purpose  and  elect 
the  officers  out  of  the  mill  company,  officers  of  the  railroad  company, 
and  then  they  would  get  a  through  rate  from  the  mill,  or  wherever 
the  railroad  terminated,  to  the  point  of  shipment,  and  then  they 
would  be  recognized  as  railroad  officers  and  get  passes  and  courtesies 
which  was  permissible  between  officers  of  the  different  railroad  com- 
panies, and  it  would  have  this  effect,  that  the  man  or  a  company  not 
able  to  buy  or  to  build  a  tap-line  railroad  and  organize  it  as  such 
was  practically  driven  out,  and  therefore  that  the  strong  company, 
able  to  build  tap  lines,  practically  monopolized  the  timber  and 
stumpage,  and  in  that  way  persons  who  owned  timber  felt  the  effect 
of  this,  and  it  was  really  just  a  tap-line  industrial  facility,  a  plant 
facility,  in  fact,  and  that  in  many  cases  it  seemed  to  appear  that 
business  outside  of  the  company — I  mean  the  owning  company — was 
practically  driven  out,  and  these  were  in  some  instances  purely  log- 
ging roads,  which  brought  in  logs  to  the  mills,  and  they  got  a  division 
of  through  rates  even  on  business  of  that  sort,  commercial  business 
that  originated  along  the  road,  but,  of  course,  it  also  appeared  very 
often,  even  after  this  industry  was  worked  out  and  the  lumber  was 
all  manufactured,  that  a  commercial  business  had  been  built  up. 
Now,  what  is  your  experience  as  to  the  crowding  out  companies  or 
preventing  competition  between  purchases  of  the  stumpage  by  a 
company  not  able  to  own  a  railroad  and  having  to  haul  by  ordinary 
wagons  their  lumber  from  the  plant  to  the  railroad,  or  to  build  a 
tramway,  or  something  of  that  kind?  That  argimient  was  made  to 
us  very  fully,  and  there  were  instances  given  which  seemed  to  make 
it  absolutely  true  in  some  cases.    How  do  you  find  that? 

Mr.  Brady.  There  is  no  question  in  my  mind,  as  I  stated  at  the 
outset,  that  there  were  some  abuses  which  were  corrected  by  the 
elimination  of  these  57  purely  industrial  roads.  In  the  pine  belt  in 
which  I  live,  and,  of  course,  it  is  one  of  the  largest  timber  belts  in 
the  country,  except  in  the  extreme  West,  the  condition  which  you 
describe  as  being  injurious  to  the  small  shipper  or  the  outsider,  so 
to  speak,  can  not  exist,  or  does  not  exist,  for  the  mere  reason  that 
all  the  timber  is  owned  by  large  companies.  The  small  timber  owner 
is  not  there. 
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Mr.  Sims.  He  has  already  sold  it? 

Mr.  Brady.  He  has  sold  his  timber,  to  start  with,  and  the  owner- 
ship of  the  timber  in  Mississippi,  for  instance,  and  there  is  a  lot  of 
it  in  that  State,  is  in  the  hands  of  not  more  than  six  or  eight  com- 
panies. In  other  words,  the  lumber  industry,  outside  of  the  chief 
owners,  is  a  negligible  proposition. 

Mr.  Sims.  Well,  my  recollection  is  that  the  greatest  amount  of  this 
thing  which  you  call  "  abuse  "  did  exist  west  of  the  Mississippi,  in 
Arkansas  and  portions  of  Texas,  rather  than  in  Mississippi. 

Mr.  Brady.  I  think  probably  that  is  true,  but  my  contention  is 
this.  Judge ;  that  is,  our  railroads,  these  62  railroads,  are  railroads — 
they  are  common  carriers.  They  are  performing  every  service  that 
any  railroad  can  perform — carrying  passengers,  carrying  freight, 
carrying  mail,  running  passenger  trains  subject  to  all  the  orders 
of  the  commission.   . 

And  for  further  illustration  of  the  justice  of  my  contention,  last 
week  one  of  these  roads  had  a  passenger  coach  to  turn  over.  Six 
persons  were  injured.  Now,  this  investment  is  taking  that  hazard. 
A  common-carrier  hazard.  It  is  not  taking  the  hazard  of  an  in- 
dustrial road.  It  is  taking  the  hazard  of  a  common  carrier,  and  it 
is  entitled  to  the  rights  and  privileges  of  a  common  carrier. 

Mr.  Robinson.  Before  Mr.  Brady  leaves  the  stand,  he  made  one 
statement  that  I  would  like  to  call  to  his  attention,  because  I  think 
he  intended  to  confine  it  to  practically  these  62  railroads  and  not 
generally.  He  made  the  statement  that  there  was  usually  only  one 
enterprise  on  a  short  line. 

Mr.  Brady.  I  meant  a  tap  line. 

Mr.  Robinson.  I  think  he  meant  that  particular  class  of  roads  to 
which  he  is  addressing  himself,  and  I  would  like  to  have  him  correct 
the  record  to  that  extent,  because  I  am  quite  sure  he  did  not  mean 
that. 

Mr.  Brady.  I  meant  tap  lines. 

The  CiiAiRMAN.  We  will  now  hear  Mr.  Manker. 

STATEMENT  OF  MR.  W.  W.  MANKER,  ASSISTANT  TRAFFIC  MANA^ 
GER.  ARMOUR  &  CO.,  CHICAGO,  ILL. 

The  Chairman.  Mr.  Manker,  please  give  your.name,  address,  and 
whom  you  represent. 

Mr.  Manker.  My  name  is  W.  W.  Manker.  I  am  the  assistant 
traffic  manager  of  Armour  &  Co.,  located  in  Chicago,  111. 

My  testimony  will  be  largely  confined  to  a  reply  to  the  statement 
made  before  this  committee  by  Mr.  Lewis  J.  Ilaney,  and  in  order 
to  expedite  and  conserve  time,  if  I  may  have  your  pennission,  Mr. 
Chairman,  I  will  read  a  statement. 

The  Chairman.  Very  well ;  you  may  proceed. 

Mr.  Manker.  In  the  testimony  of  Mr.  Haney,  he  refers  several 
times  to  the  operation  of'  so-called  peddler  cars  by  the  packers,  and 
the  effect  in  loading  nonperishable  freight  therein  discriminates 
against  the  wholesale  grocers,  and  his  principal  contentions  may  be 
summarized  as  follows : 

1.  That  the  peddler  cars  operated  hj  the  packers  are  accorded  by 
the  railroads  a  special  expedited  service,  and  that  this  service  re- 
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suits  in  a  discrimination  against  and  a  disadvantage  to  the  whole- 
sale grocer  because — 

{a)  The  packer'^,  by  shipping  in  these  peddler  cars  certain  per- 
ishable or  semiperishable  conunodities,  ^A'hich  are  also  handled  by 
the  wholesale  grocers,  secure  a  refrigerator  service  upon  such  com- 
modities, in  addition  to  the  special  expedited  service  which  is  not 
rendered  to  the  wholesale  grocers  in  the  distribution  of  their  perish- 
able and  semiperisliable  conunodities; 

(5)  The  packers,  by  loading  in  peddler  cars  certain  nonperishable 
commodities,  which  are  also  handled  by  the  wholesale  grocers,  se- 
cure expedited  service  on  such  conunodities,  while  this  same  service 
is  not  rendered  to  the  wholesale  grocers  in  the  distribution  by  them 
of  the  same  or  similar  commodities. 

Before  proceeding  to  answer  the  contentions  of  Mr.  Haney  in  de- 
tail, it  would  perhaps  be  helpful  in  understanding  the  situation  to 
describe  briefly  the  nature  of  a  peddler  car,  and  the  method  of 
operating  it.  The  term  "  peddler  car  "  is  in  reality  a  misnomer  when 
applied  to  the  car  under  discussion,  in  so  far  as  it  signifies  that  a 
miscellaneous  quantity  of  goods  is  loaded  in  these  cars  without 
having  been  first  sold  in  advance,  and  that  the  car  is  then  sent  oiXt 
over  a  certain  route  with  a  man  in  charge  who  has  the  car  set  out 
of  the  train  at  various  stations  and  peddles  out  or  sells  from  the 
car  door  the  goods  to  anyone  who  may  desire  to  jnirchase  them.  This 
is  the  commonly  understood  meaning  and  method  of  operation  of 
these  peddler  cars.  It  is  absolutely  incorrect,  as  these  cars  are  not 
lumdled  in  this  way. 

The  articles  loaded  in  a  peddler  car  have  first  been  sold  bj^  sales- 
men operating  in  the  various  towns  along  the  route  over  which  the 
car  will  travel.  They  are  usually  small  quantities.  Each  commodity 
is  billed  and  invoiced  to  the  particular  customers  in  the  various 
towns  who  have  purchased  them.  They  are  loaded  in  the  car  in 
station  order.  No  one  accompanies  the  car  in  transit.  It  moves  in 
the  railroad's  regular  way  freight  trains,  and  when  it  arrives  at 
any  town  for  which  it  contains  shipments  the  train^  crew  unloads 
the  articles  from  the  car,  and  leaves  them  with  the  station  agent, 
Avho  makes  delivery  to  the  consignee  for  whom  they  are  intended. 
The  car  is  not  taken  out  of  the  train.  The  goods  are  unloaded  by  the 
ePiiployees  of  the  Qirriers  the  same  as  any  other  less  than  carload 
freight.  The  same  process  is  repeated  at  the  various  stations  along 
the  line.  The  car  is  initially  iced  and  re-iced  in  transit,  at  the  ex- 
pense of  the  shipper.  The  less  than  carload  freight  rates  are  paid 
upon  all  of  the  articles  in  the  car.  The  term  "route  car"  would  be 
a  much  better  description  of  this  kind  of  a  car  than  the  term  "ped- 
dler car."  In  as  much,  however,  as  the  term  "  peddler  car "  has 
been  used  by  Mr.  Haney  in  his  testimony,  we  will  continue  to  refer 
to  the  car  by  that  name  in  the  discussion  which  will  follow. 

Peddler  cars  move  under  rules  of  the  carriers,  which  are  published 
in  tariffs  and  filed  with  the  Interstate  Commerce  Commission.  The 
present  or  similar  rules  have  been  in  effect  for  the  past  25  or  30 
years,  and  have  been  considered  a  number  of  times  by  the  Interstate 
Connnerce  Commission,  and  in  each  case  have  been  approved  by 
the  commission  with  respect  to  the  method  of  distribution,  minimum 
charges,  etc.     These  rules  vary  somewhat  in  the  different  freight 
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territories.  In  official  classification  territory,  which  is  that  part  of 
the  United  States  east  of  the  Indiana-Illinois  State  line  and  north 
of  the  Ohio  and  Potomac  Rivers,  the  rules  provide  that  the 
shipper  must  pay  the  carrier  a  certain  minimum  amount  on  each 
peddler  car  shipped  in  this  territor3^  This  charge  is  computed 
on  the  basis  of  20,000  pounds  at  the  fresh  meat  carload  rate  to  the 
farthest  destination  to  which  the  car  contains  shipments.  Each 
commodity  in  the  car  pays  its  respective  less  than  carload  rate  to 
the  point  shipped.  If  the  aggregate  of  these  less  than  carload 
charges  does  not  equal  the  minimum  charges  computed  in  the  way 
just  described,  the  shipper  must  pay  to  the  carrier  the  difference 
between  the  aggregate  less  than  carload  charges  and  the  minimum 
charge. 

In  the  western  and  northwestern  portion  of  the  United  States  the 
rules  provide  that  the  car  must  contain  10,000  pounds  of  certain  specific 
articles  to  the  first  destination  to  which  the  car  contains  shipments. 
Any  deficit  in  weight  is  charged  for  at  the  fourth-class  rate  from 
point  of  origin  to  the  first  destination.  A  minimum  charge  is  also 
required  computed  upon  the  basis  of  10,000  pounds  at  the  fourth- 
class  rate  from  point  of  origin  to  the  farthest  destination  to  which 
the  car  contains  shipments.  In  computing  the  weight  minimum 
and  the  mininmm  charge,  the  weight  of  and  the  revenue  on  only  the 
following  articles  may  be  taken  into  consideration,  namely:  Fresh 
meats,  butterine,  dressed  poultry,  mincemeat,  neat's-foot  oil,  lard 
oil,  tallow  oil,  and  packing-house  products.  While  the  shipper  is 
permitted  to  load  in  the  peddler  cars  in  this  territory  any  article  he 
pleases,  still  if  they  are  not  contained  in  the  above  list,  the  weight 
of  them  and  the  revenue  accruing  on  them  at  the  less  than  carload 
rates  can  not  be  taken  into  consideration  in  making  up  the  minimum 
weight  and  the  minimum  charge. 

On  some  railroads  in  the  Southwest,  the  rules  which  we  have  just 
described  as  applicable  in  the  West  and  Northwest,  apply.  On 
other  railroad  in  the  Southwest  no  weight  minimum  is  required,  but 
there  is  a  minimum  charge  computed  on  the  basis  of  10,000  pounds 
at  the  fresh  meat  less  than  carload  rate  to  the  farthest  destination 
to  which  the  car  contains  shipments.  In  the  Southeast  in  certain 
cases  a  minimum  charge  is  required  computed  on  the  basis  of  12,000 
pounds  at  the  class  B  or  packing-house  product  less  than  carload 
rate,  whichever  is  the  highest,  to  the  final  destination  of  the  car. 
In  other  cases  the  minimum  charge  is  computed  on  the  basis  of 
10,000  pounds  at  the  fresh  meat  less  than  carload  rate  from  point 
of  origin  to  the  first  destination  to  which  the  car  contains  shipments. 

These  are  the  rules  applicable  generally  in  the  territories  above 
described.    There  may  be  some  minor  unimportant  exceptions. 

It  often  happens  that  these  cars  do  not  contain  a  sufficient  quantity 
of  goods,  the  aggregate  revenue  on  which  will  equal  the  minimum 
charge,  or  the  aggregate  weight  of  which  will  equal  the  minimum 
weight  where  a  weight  minimum  is  required.  In  such  cases  the 
shippers  must  make  up  the  deficiency  in  the  way  of  a  penalty.  The 
penalties  paid  by  the  packers  on  these  peddler  cars  aggregate  many 
thousands  of  dollars  per  year,  and,  of  course,  corresponclingly  in- 
crease the  freight  charges  on  the  commodities  actually  shipped  in 
such  cars.     The  rates  paid  by  shippers  on  the  articles  shipped  in 
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these  cars  are  the  less  than  carload  rates,  and  are  the  same  rates 
which  the  wholesale  grocers  pay  when  shipping  the  same  com- 
modities. In  addition  to  this,  the  shippers  using  these  cars  assume 
the  entire  refrigeration  expense,  as  well  as  the  expense  of  loading, 
cleaning,  and  preparing  the  car  for  shipment.  " 

Referring,  now,  to  Mr.  Haney's  contentions,  the  first  of  which  is 
that  peddler  cars  are  accorded  by  the  railroads  a  special  expedited 
service.  He  was  either  badly  misinformed,  or  purposely  made  a 
misstatement.  We  will  discuss  these  contentions  in  the  following 
order  named : 

PEDDI.ER  CARS  RECEIVE  A  SPECIAL  EXPEDITED  SERVICE. 

It  is  very  easy  to  demonstrate  that  this  is  an  absolute  misstatement 
and  not  in  accordance  with  the  facts.  Perhaps  nothing  more  is  nec- 
essary to  convince  any  one  of  the  inaccuracy  of  this  statement  than 
to  refer  to  the  manner  in  which  peddler  cars  are  handled,  which  is 
described  above.  It  would  be  a  physical  impossibility  to  give  these 
cars  special  expedited  service  under  the  present  method  of  handling. 
Let  us  illustrate  the  situation.  Assume  a  peddler-car  route  on  any 
railroad  out  of  Chicago  over  which  a  car  will  travel  serving  towns 
located  on  the  first  two  divisions  of  the  railroad.  This  car  must  of 
necessity  move  on  a  local  way  freight  train  which  stops  at  every  sta- 
tion, because  the  car  contains  shipments  for  various  stations  along 
the  route.  In  this  train  would  be  other  cars  containing  less-than-car- 
load  shipments  of  merchandise  or  any  other  commodities  for  the  same 
or  different  towns.  It  is  a  physical  impossibility  for  the  railroads  to 
handle  these  way-freight  trains  on  special  expedited  schedule,  which 
would  in  any  manner  approximate  the  speed  of  passenger  trains. 
They  are,  in  fact,  the  slowest  class  of  trains  operated  by  the  railroads. 
Any  one  familiar  with  railroad  operations  will  verify  this  statement. 

The  Chairman.  That  is  treated  as  division  way  freight? 

Mr.  Manker.  Yes,  sir.  I  expect  to  show  a  little  later  on,  Mr. 
Chairman,  if  I  have  an  opportunity,  just  exactly  how  the  merchan- 
dise cars  are  handled. 

Mr.  Stiness.  I  should  like  to  inquire  if  these  peddler  cars,  so-called, 
are  privately  owned  cars  always  or  sometimes  belong  to  the  railroad 
companies  ? 

Mr.  Mankek.  They  are  iiot  always  privately  owned  cars.  There 
are  a  number  of  the  packers  who  use  railroad  refrigerator  cars  in 
the  peddler-car  trade.    I  will  refer  to  that  a  little  later  on. 

If  the  car  contains  shipments  for  towns  located  only  on  the  second 
division  of  a  railroad  beyond  the  point  of  origin  the  car  would  move 
in  through  service  to  the  first  division  point  and  there  be  placed  in 
the  local  way-freight  train  which  stops  at  every  station  along  the  sec- 
ond division. 

Mr.  Stiness.  I  should  like  to  ask  if  the  wholesale  grocers  could  put 
their  merchandise  in  the  peddler  car,  so-called,  if  there  was  room  for 
it  to  be  put  in  the  same  car  and  be  handled  the  same  by  the  station 
agent  ? 

Mr.  Manker.  I  think  it  would  be  impracticable  to  do  so,  Mr.  Con- 
gi-essman,  because  the  merchandise  would  either  have  to  be  hauled 
to  where  the  packer's  car  was  loading  in  certain  districts,  or  the 
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packer's  car  would  have  to  be  switched  down  town  where  the  whole- 
sale gi'ocer  would  deliver  his  shipment. 

Mr.  Stiness.  If  there  was  only  half  a  carload  of  the  packer  and 
half  a  carload  of  the  wholesale  grocer,  instead  of  having  one  full 
oar  they  would  have  to  use  two  of  these  refrigerator  cars  to  do  that? 

Mr.  Manker.  There  would  be  two  refrigerator  cars  provided  the 
wholesale  grocer  was  shipping  freight  requiring  refrigeration,  but 
the  wholesale  grocers  Vise  what  is  Iniown  as  the  carriers'  less-than-car- 
load  refrigerator  cars,  which  are  operated  out  of  all  the  larger  cities 
each  day  of  the  week,  except  Sunday. 

Mr.  Stiness.  If  there  was  a  shortage  of  cars  it  would  not  be 
economy  to  use  two  cars  where  one  car  could  do  it? 

Mr.  Manker.  It  would  be  impossible  to  give  the  service  that  would 
be  required  on  perishable  freight  if  these  cars  had  to  be  switched  over 
the  terminals  and  go  out  to  the  various  points  of  loading.  The  whole- 
sale grocers  ship  very  little  of  what  is  known  as  perishable  freight. 
Their  shipments  consist  almost  entirely  of  nonperishable  freight. 
That  is  handled  in  what  is  known  as  trap  or  ferry  cars,  loaded  at 
their  industry  plant  and  switched  to  the  carrier's  station  and  handled 
directly  to  the  destination  for  which  the  car  contains  freight,  or  they 
handle  the  shipment  to  the  local  freight  station  by  team  or  other 
means  of  transportation,  and  it  is  loaded  by  the  carriers  in  what  is 
known  as  their  merchandise  cars. 

Mr.  Stiness.  If  a  packer  has  only  half  a  car  and  the  wholesale 
grocer  wanter  to  get  his  goods  quickly  to  the  same  point  that  the 
packer's  car  was  going  to,  if  thej^  would  not  be  received  by  the  car 
he  would  have  to  wait  for  another  car? 

Mr.  Manker.  No;  because  the  carriers  provide  the  service  for 
handling  shipments  made  by  wholesale  grocers  in  what  is  known  as 
their  merchandise  cars,  and  while  the  wholesale  grocers  are  able  to 
get  practically  a  six  days'  service  the  packers'  peddler  cars  operate 
to  certain  destinations  only  once  every  week.  The^wholesale  grocer 
would  be  able  to  get  his  shipments  to  destination  by  using  the  car- 
rier's merchandise  cars,  which  operate  every  day  in  the  week  except 
Sunday,  and  he  would  get  his  shipments  to  destination  much  quicker 
than  by  holding  them  for  the  packers'  peddler  cars,  which  only  run, 
possibly,  once  a  week. 

Mr.  Stiness.  If  I  remember  correctly  the  complaint  of  the  whole- 
sale grocers  made  before  this  committee,  it  was  that  they  could  not 
get  as  quick  service  as  the  packer's  car,  and  while  the  packer's  car 
went  through  and  was  taken  care  of  they  had  to  take  any  old  time 
they  could  get  to  get  their  merchandise  through. 

Mr.  Manker.  That  is  a  misstatement,  and  I  think  I  will  be  able 
to  show  you  that. 

Tlie  Chairman.  That  was  some  of  the  testimony  in  the  packers' 
hearing  ? 

Mr.  Manker.  Yes,  sir. 

The  Chairman.  I  think  Mr.  Bode  of  Chicago  testified  along  that 
line? 

Mr.  Manker.  That  is  true.  I  think  I  will  be  able  to  show  you  that 
the  service  that  the  wholesale  grocers  are  getting  on  their  shipments 
today  is  far  greater  and  a  more  frequent  service  than  the  service  in 
handling  peddler  cars. 
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Mr.  Stiness.  My  memory  is  that  the  president  of  the  wholesale 
grocers  or  some  official  appeared  here  and  very  earnestly  asked  that 
they  be  treated  fairly,  because  the  packers  could  get  their  goods 
through  immediately  and  they  had  to  wait  until  the  car  was 
made  up. 

Mr.  Manker.  That  contention  was  made,  Mr.  Congressman,  but 
if  you  will  permit  me,  I  wish  to  say  that  it  was  an  inaccurate 
statement. 

.  Mr.  Stiness.  T  thought  that  was  the  fact  until  you  stated  it  dif- 
ferently. 

Mr.  Manker.  You,  of  course,  are  aware  that  there  have  been  two 
complaints  filed  with  the  Interstate  Commerce  Commission,  one  by 
the  National  Wholesale  Grocers  and  another  b,y  the  Southern  Whole- 
sale Grocers.  They  have  been  assigned  vdocket  No.  10745  and  sub- 
division No.  1.  These  cases  are  set  for  hearing  in  Chicago  on  Octo- 
ber 22  before  Chairman  Aitchison,  of  the  Interstate  Commerce  Com- 
mission. I  wish  to  say,  as  far  as  Armour  &  Co.  is  concerned,  that 
we  welcome  those  complaints.  We  feel  that  the  Interstate  Commerce 
Commission  is  the  proper  tribunal  to  remove  dist'rimination  if  there 
is  discrimination,  and  we  feel  that  we  will  be  able  to  show  beyond 
all  question  of  doubt  that  there  is  no  discrimination  as  has  been 
alleged  by  the  representatives  of  the  wholesale  grocers. 

This  is  the  same  manner  in  which  merchandise  cars  are  handled 
containing  freight  only  for  the  second  division.  There  is  absolutely 
no  difference  between  the  physical  handling  of  a  peddler  car  and 
the  handling  of  any  other  less-than-carload  freight,  so  far  as  the  line 
haul  is  concerned.  Wholesale  grocers  may  deliver  their  less-than- 
carload  freight  to  the  freight  stations  of  the  carrier,  and  it  will  be 
handled  in  exactly  the  same  trains  and  delivered  at  exactly  the  same 
time  to  the  various  stations  along  the  route  as  are  the  packers' 
shipments  contained  in  peddler  cars.  It  is  absurd  to  contend  that 
these  peddler  cars  receive  special  expedited  service.  Mr.  Haney 
knew  or  should  have  known  the  facts  before  attempting  to  enlighten 
the  committee  with  reference  to  peddler-car  operations.  That  he  was 
badly  misinformed  is  clearly  evidenced  by  this  statement  and  many 
other  erroneous  statements  in  his  testimony.  All  that  the  commit- 
tee has  to  do  to  verify  our  statements  with  reference  to  this  matter 
is  to  call  upon  any  railroad  operating  official  familiar  with  the  opera- 
tion of  peddler  cars,  who  we  are  positive  will  confirm  our  statements. 

PEDDLER  CARS  RECEIVE  A  DAILY  SERVICE. 

Here,  again,  Mr.  Haney  is  very  badly  misinformed.  Packers  op- 
erating peddler  cars  have  certain  designated  routes  serving  certain 
specified  towns  on  different  railroads  over  which  these  cars  travel. 
Salesmen  operate  in  these  various  towns  soliciting  orders.  As  a 
general  proposition  it  takes  about  one  week  for  a  salesman  to  secure 
a  sufficient  number  of  orders  to  justify  the  sending  out  of  a  peddler 
car.  For  that  reason  the  packers  operate  only  one  peddler  car  a 
week  over  any  given  route.  A  car  leaves  the  point  of  shipment  on 
a  Monday  morning,  serving  the  towns  along  the  route  over  which 
it  travels,  and  no  other  peddler  car  travels  the  same  route  until 
the  following  Monday,  so  that  Mr.  Haney  made  a  clear  misstatement 
when  he  told  the  committee  that  this  was  a  daily  service. 
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One  of  Mr.  Haney's  contentions  is  that  the  packers  by  shipping  in 
these  peddler  cars  certain  perishable  and  semiperishable  commodi- 
ties, which  are  also  handled  by  the  wholesale  grocers,  secure  a  re- 
frigeration service  upon  such  commodities  in  addition  to  the  spe- 
cial expedited  service,  which  is  not  rendered  to  the  wholesale  grocers. 
We  have  already  shoA^n  that  these  perishable  and  semiperishable 
commodities  do  not  receive  a  special  expedited  service  when  loaded 
in  these  peddler  cars,  and  we  will  show,  later  on,  in  our  discussion 
of  the  transportation  facilities  available  to  the  wholesale  grocers, 
that  they  can  secure  refrigeration  i^r  these  perishable  and  semi- 
perishable connnodities  by  using  the  peddler  car  system  of  distribu- 
tion themselves  or  other  methods  furnished  by  the  carriers. 

It  is  Mr.  Haney's  position  that  these  perishable  and  semiperish- 
able connnodities  should  not  be  loaded  in  these  meddler  cars.  Ad- 
mission is  made  that  meats  require  refrigeration,  and  are  essen- 
tial and  needed  by  the  people  of  the  country;  the  peddler  car 
service  shoukl  be  used  in  their  distribution,  but  he  contends  that 
this  method  should  not  be  used  in  the  distribution  of  these  other 
perishable  and  semiperishable  commodities.  At  the  same  time  he 
says  that  there  is  no  other  method  of  distribution  available  by  which 
refrigeration  can  be  secured  for  these  articles  in  delivering  them  to 
the  smaller  cities  and  towns.  These  other  perishable  and  semiperish- 
able connnodities  are  just  as  necessary  to  the  public  as  are  meats, 
yet,  if  Mr.  Haney's  suggestion  is  followed  and  he  is  right  in  his  con- 
tention that  there  is  no  refrigeration  service  available  except  the  ped- 
dler-car service  to  these  smaller  towns  and  cities,  the  result  would 
be  that  the  people  living  in  these  towns  would  be  unable  to  secure 
these  articles  in  suitable  condition  for  consumption.  It  is  thus 
apparent  that  his  position  is  entirely  inconsistent  and  selfish.  It 
shows  the  real  purpose  back  of  his  testimony,  which  is  an  attempt 
on  the  part  of  himself  and  others  engaged  in  the  wholesale  grocery 
business  to  force  the  packers  out  of  the  handling  of  articles  dealt 
in  by  the  wholesale  grocers.  He  would  deprive  these  small  cities  and 
towns  of  these  perishable  and  semiperishable  commodities  to  accom- 
plish his  purpose.  He  has  raised  a  great  hue  and  cry  about  the 
special  expedited  service  accorded  these  peddler  cars  which  exists 
only  in  his  imagination,  for  the  purpose  of  prejudicing  the  com- 
mittee and  the  public  against  the  packers  in  handling  of  these  com- 
moditic"'  in  the  ho^^s  that  Ccncrress  will  enact  leciF'lation  depriv- 
ing the  packers  of  the  right  to  deal  in  them  and  thus  leave  the  field 
entirely  clear  for  the  wholesale  grocers.  If  there  is  no  other  refrig- 
erator service  available  to  these  smaller  towns  and  cities  than  the 
peddlar-car  service,  which  can  not  be  used  according'  to  Mr.  Haney 
by  the  wholesale  grocers,  what  possible  advantage  can  it  be  to  them  to 
prevent  the  packers  from  loading  these  perishable  and  semiperish- 
able commodities  in  these  peddler  cars,  except  that  by  so  doing  it 
would  prevent  the  packers  from  furnishing  to  the  communities  in 
these  smaller  tow^ns  these  perishable  commodities,  which  is  appar- 
ently what  the  wholesale  grocers  desire. 

Mr.  Haney  also  contends  that  the  packers  b}^  loading  in  peddler 
cars  certain  nonperishable  commodities,  which  are  also  handled  by 
the  wholesale  grocers,  secure  a  special  expedited  service  on  such  com- 
modities which  is  not  rendered  to  the  wholesale  grocers  in  the  dis- 
tribution bv  them  of  the  same  or  similar  articles.    This  contention, 
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SO  far  as  the  expeditious  movement  of  these  peddler  cars  is  concerned, 
is  fully  answered  above,  and  later  on  in  this  statement  we  will  discuss 
the  facilities  available  to  the  wholesale  grocers  for  the  distribution 
of  the  commodities  handled  by  them.  We  wish  to  say  a  word  here, 
however,  with  respect  to  the  propriety  of  loading  these  nonperishable 
articles  in  these  peddler  cars.  It  must  be  borne  in  mind  that  by  so 
doing  no  advantage  whatever  is  secured  from  a  rate  standpoint.  In 
other  words,  the  packers  pay  the  full  less-than-carload  rate  upon  all 
articles  loaded  in  the  peddler  car,  which  are  the  same  rates  which 
are  paid  by  the  wholesale  grocers  for  the  transportation  of  their  less- 
than-carload  shipments,  which  are  delivered  to  the  carriers  at  their 
freight  houses.  It  is  now  and  always  has  been  permissible  for  any 
shipper  to  load  any  commodities  of  whatsoever  kind  in  a  car,  and 
the  only  question  wdiich  has  ever  arisen  in  this  connection  is  as  to 
the  rates  which  should  be  paid  upon  the  various  articles.  The  load- 
ing of  a  miscellaneous  assortment  in  railroad  cars  has  always  been 
encouraged  by  both  the  Interstate  Commerce  Commission  and  the 
Railroad  Administration,  because  this  practice  makes  for  heavier 
loading  and  car  conservation.  If  any  restriction  is  now  made  on  the 
articles  which  can  be  loaded  into  a  peddler  car,  it  will  be  contrary  to 
the  railroad  practice  which  has  existed  for  a  great  many  years,  and 
be  the  first  time  that  any  such  restrictive  rule  has  been  made.  It 
would  probably  result  in  the  elimination  of  a  great  many  of  the 
peddler  cars  now  in  operation,  because  if  the  packers  were  restricted, 
as  Mr.  Haney  contends  they  should  be,  to  the  loading  of  only  meat 
in  peddler  cars,  it  would  be  impossible  to  secure  sufficient  orders  for 
meat  alone  to  justify  their  operation.  Even  under  the  present  meth- 
ods of  loading  miscellaneous  articles  in  these  peddler  cars  it  often 
happens  that  the  packers  must  pay  penalties  because  of  light  loading, 
and  if  they  were  required  to  load  only  meat  in  the  car  the  penalties 
which  would  accrue  would  be  prohibitive.  If  the  operation  of  these 
peddler  cars  is  discontinued,  many  of  the  smaller  cities  and  towns 
in  this  country  which  are  now  served  by  them  would  be  deprived  not 
only  of  their  supply  of  meat  but'also  of  their  supply  of  other  perish- 
able and  semiperishable  articles  which  are  now  transported  in  these 
cars. 

y 
METHODS  OF  DISTRIBUTION  OF  LESS-THAN -CARLOAD  SHIPMENTS  AVAILABLE 
TO  THE  WHOLESALE  GROCERS. 

In  addition  to  the  peddler-car  service  afforded  by  carriers  there 
are  four  other  methods  of  distribution  of  less-than-carload  shipments 
which  may  be  used  by  the  wholesale  grocers  in  the  distribution  of 
their  products.  They  are  as  follows:  (1)  The  trap-car  method,  (2) 
the  scheduled  refrigerator-car  method,  (3)  the  special  refrigerator- 
car  service,  (4)  merchandise  cars  containing  freight  delivered  to  car-' 
riers'  freight  houses.    We  will  discuss  these  in  the  order  above : 

TRAP-CAR   METHOD. 

A  trap  car  is  a  car  which  is  loaded  with  less-than-carload  freight 
on  the  sidetrack  of  the  shipper  at  his  plant  or  factory.  The  only  re- 
quirement as  to  minimum  weighs  is  that  in  western  territory  the  car 
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must  contain  6,000  pounds  and  in  southern  and  eastern  territory 
10,000  pounds.  There  are  some  exceptions  to  this.  For  instance,  on 
the  Mobile  &  Ohio  Railroad  in  the  South  no  minimum  weight  what- 
ever is  required,  but  the  general  rule  as  to  minimum  weights  is  as 
stated.  After  these  cars  are  loaded  they  are  switched  by  the  railroad 
either  to  their  freight  house,  at  which  the  contents  are  consolidated 
with  other  shipments  into  the  same  or  other  cars,  or  they  are  handled 
direct  to  the  line-haul  road,  which  moves  them  in  their  regular 
freight  trains  over  their  line,  the  contents  being  unloaded  at  the 
various  towns  and  cities  for  which  they  are  intended  in  exactly  the 
same  way  that  peddler  cars  are  handled.  The  less-than-carload 
rates  are  paid  upon  shipments  in  trap  cars,  which  are  the  same  rates 
as  are  paid  on  shipments  in  peddler  cars  destined  to  the  same  points. 

Mr.  Stiness.  May  I  interrupt  you  a  moment? 

Mr.  Manker.  Yes,  sir;  certainly. 

Mr.  Stiness.  Suppose  that  the  packers  had  taken  their  own  car 
or  a  railroad  car  and  were  going  to  ship  beef  25  miles  out  in  a  j)ed- 
dler  car,  and  that  beef  was  taken  out  of  the  car  25  miles  out,  and 
another  shipper  of  poultry  found  out  when  the  car  was  going  to  be 
there  and  the  consignment  taken  out  of  the  car ;  and  suppose  that  he 
had  some  poultry  that  he  wanted  to  send  down  the  line,  50  or  100 
miles  farther,  could  he  use  the  vacant  space  in  the  car  after  the  beef 
had  been  delivered  to  the  station  agent  to  put  in  his  poultry? 

Mr.  Manker.  No,  sir. 

Mr,  Stiness.  Why? 

Mr.  Manker.  Because  it  would  be  impracticable. 

Mr.  Stiness.  Why? 

Mr.  Manker.  He  would  have  to  haul  it  out  to  where  the  packer's 
peddler  car  was  loading,  to  the  packing  plant,  and  from  his  own 
town  he  would  get  a  much  better  service  by  delivering  it  to  the  car- 
rier's freight  station,  where  it  would  be  loaded  into  a  refrigerator 
car  and  carried  to  the  same  destination. 

Mr.  Stiness.  Pardon  me.  He  has  found  out  that  the  car  is  going 
to  arrive  there  at  10  o'clock  Tuesday ;  that  the  beef  is  going  to  be 
taken  out  of  the  car,  and  he  wants  to  put  the  poultry  in;  do  you 
mean  to  say  that  he  would  not  be  allowed  to  do  that  and  that  the 
car  would  go  vacant? 

Mr.  Manker.  The  car  would  not  be  going  vacant. 

Mr.  Stiness.  I  do  not  mean  entirely  vacant,  but  say  that  they  have 
taken  out  a  quarter  of  the  carload ;  could  he  not  put  his  poultry  into 
that  vacant  space? 

Mr.  Manker.  No,  sir ;  he  could  not. 

Mr.  Stiness.  And  therefore  he  would  have  to  wait,  perhaps  a  week, 
before  he  could  send  the  poultry  ? 

Mr.  Manker.  No,  sir.  The  carriers  have  what  is  known  as  less- 
than-carload  refrigerator  service  which  operates  daily  at  all  the 
larger  terminals,  and  at  some  points  that  is  better  than  the  packers' 
cars. 

Mr.  Stiness.  That  would  be  all  right  if  there  were  plenty  of  care. 

Mr.  Manker,  Yes,  sir. 

Mr.  Stiness.  Suppose  there  was  a  shortage  of  cars — and  it  is 
claimed  by  many  that  at  times  there  is  a  very  considerable  shortage — 
could  he  not  take  advantage  of  the  vacant  space  to  send  his  poultry? 
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Mr.  Manker.  The  packers  would  make  no  objection  to  his  doing  so. 
I  would  saj'^  that  Armour  &  Co.  would  make  no  objection  to  his  doing 
so  if  there  was  space  for  it;  but  I  do  not  think  it  w^ould  be  practicable, 
Mr.  Congressman,  for  him  to  do  so,  and  I  do  not  believe  that  he 
would  want  to  do  so.  There  is  this  situation :  It  would  cost  him  more 
money  to  do  so,  because  the  packer  pays  all  of  the  expense  of  icing 
and  reicing  in  transit  of  the  peddler  refrigerator  car,  while  the  rail- 
roads furnish,  at  their  own  expense,  the  cost  of  icing  and  reicing  of 
less-than-carload  refrigerator  cars.  It  would  cost  him  more  money 
to  do  so. 

Mr.  Stiness.  I  simply  want  to  know  the  practice. 

Mr.  Manker.  That  is  not  the  practice;  but,  as  I  said  before,  Ar- 
mour &  Co.  would  not  prohibit  him  from  doing  that  if  he  wanted  to 
do  it;  but  it  would  cost  him  more  money,  because  he  would  have  to 
pay  his  portion  of  the  refrigeration  service  when  he  can  get  the 
service  without  paying  'anything  at  all  by  delivering  to  the  carrier's 
freight  station. 

No  switching  charges  are  assessed  for  the  switching  of  the  trap' 
car  from  the  industry  to  the  freight  house  or  to  the  line-haul  road. 
This  also  is  true  of  peddler  cars.  A  trap  car  refrigerator  car  may 
also  be  secured  if  desired.  It  will  be  placed  at  the  industry  of  the 
shipper  fully  iced  and  ready  to  receive  perishable  commodities, 
which  may  be  loaded  in  the  car,  and  it  is  then  switched  to  the  freight 
house,  where  additional  perishable  freight  is  loaded  into  this  car,  or 
the  freight  in  the  car  is  loaded  into  another  refrigerator  car.  The 
car  then  moves  out  to  the  destinations  for  which  it  contains  freight. 

scheduled    REFRIGERATOR-CAR    METHOD.  , 

A  scheduled  refrigerator  car  is  one  operated  by  the  carriers  for  the 
handling  of  perishable  products  over  certain  routes,  and  on  certain 
days  of  each  week.  These  scheduled  refrigerator  cars  serve  smaller 
towns  and  cities  the  same  as  the  peddler  cars.  They  also  serve 
many  of  the  larger  towns  and  cities.  These  cars  are  operated  wlien- 
ever  and  wherever  the  traffic  justifies  their  operation.  The  icing 
service  is  at  the  expense  of  the  carriers,  while  in  the  case  of  the 
peddler  cars  the  shippers  must  bear  the  entire  cost  of  icing,  both 
initially  and  reicing  en  route.  The  regular  less-than-carload  rates 
are  paid  upon  the  articles  shipped  in  these  scheduled  refrigerator 
cars  the  same  as  are  paid  when  the  same  articles  are  shipped  in  ped- 
dler cars.  The  shipper  in  the  scheduled  refrigerator  car  has  the 
advantage  over  the  shipper  in  a  peddler  car  in  that  he  does  not  have 
to  pay  for  any  refrigeration  service.  In  making  use  of  the  scheduled 
refrigerator  cars  a  shipper  may  either  deliver  his  perishable  freight 
b}'^  truck  or  wagon  to  the  freight  house  of  the  carrier,  or  he  may 
deliver  it  by  the  use  of  the  trap  car.  This  is  a  service  which  is  used 
extensively  by  shippers  of  perishable  commodities,  and  may  be  used 
by  the  wholesale  grocers  in  case  they  care  to  do  so.  There  is  no 
difficulty  whatever  in  persuading  carriers  to  put  on  additional 
scheduled  refrigerator  cars  where  you  are  able  to  show  them  that  the 
business  will  justify  their  operation. 
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In  certain  territories  the  railroads  will  furnish  shippers  with 
refrigerator  cars  in  which  they  may  load  any  and  all  kinds  of 
freight,  both  perishable  and  nonperishable,  and  in  small  quantities, 
if  they  like,  to  any  number  of  consignees  and  to  any  number  of 
destinations.  The  car  must  contain  15,000  pounds  of  perishable 
freight  and  any  deficit  in  weight  will  be  charged  for  at  the  fourth- 
class  rate  from  the  shipping  point  to  the  first  station  to  which  the 
car  contains  shipment.  A  minimum  charge  on  15,000  pounds  of 
perishable  freight  is  required  at  the  fourth-class  rate  from  the  point 
of  origin  to  the  last  destination  to  which  the  car  contains  shipments. 
The  carriers  assume  the  cost  of  refrigeration,  both  initial  and  reicing 
en  route.  To  this  extent  the  users  of  this  kind  of  a  car  have  an 
advantage  over  the  users  of  peddler  cars.  These  cars  are  handled 
in  exactly  the  same  way  and  in  exactly  the  same  trains  as  peddler 
cars  when  moving  over  the  same  route.  They  may  be  shipped  over 
any  route  which  the  shipper  desires.  There  is  no  restriction  upon 
their  movement.  It  is  a  service  which  is  clearly  available  to  the 
wholesale  grocers  if  they  care  to  use  it  for  the  shipment  of  their 
perishable  commodities,  and  they  may  also  place  in  the  car  any  of 
their  nonperishable  commodities  which  they  may  desire. 

MERCHANDISE    CARS    CONTAINING    FREIGHT    DELIVERED    TO    CARRIERS' 

FREIGHT  HOUSES. 

This  is  probably  the  method  used  most  by  less-than-carload  ship- 
pers of  nonperishable  freight,  who  do  not  handle  shipments  to  freight 
houses  by  trap  cars.  Under  this  method  of  handling  the  shippers 
truck  their  freight  or  deliver  to  the  freight  houses  of  the  carriers 
by  other  methods  of  transportation,  where  the  freight  is  assembled 
and  loaded  into  freight  cars,  which  move  out  over  the  various  lines 
of  railroad  delivering  the  freight  at  the  various  stations  to  which 
it  is  intended.  These  cars  move  in  the  same  trains  with  peddler 
cars  when  serving  the  same  territory.  So  they  necessarily  are 
liandled  with  the  same  speed  as  peddler  cars.  This  service  is  uni- 
versal and  reaches  all  towns  and  cities.  In  the  larger  cities  of  the 
country  freight  delivered  by  3  or  4  o'clock  in  the  afternoon  will  leave 
the  same  day.  If  the  pedler  cars  of  the  packers  are  intended  to 
leave  the  same  day,  they  must  be  delivered  to  the  carriers  by  the  same 
time,  so  there  is  no  truth  in  Mr.  Haney's  assertions  that  the  delivery 
of  freight  to  freight  houses  results  in  slower  handling  to  destination 
than  by  the  peddler-car  service.  Of  course,  there  may  be  exceptions 
where  the  freight  houses  are  congested,  but  there  are  also  exceptions 
in  the  case  of  the  movement  of  peddler  cars  where  the  terminals  are 
congested. 

In  addition  to  the  above  methods  outlined,  there  is,  of  course,  the 
peddler-car  method,  which  is  available  to  the  wholesale  grocers  if 
they  care  to  use  that  method.  There  is  no  provision  in  the  tariffs 
restricting  the  use  of  the  peddler-car  method  to  the  packers  alone. 
From  the  testimony  given  by  Mr.  Haney  one  would  gam  the  impres- 
sion that  in  order  to  make  use  of  the  peddler-car  method  a  shipper 
must  own  and  furnish  his  own  car.    This  is  not  a  fact.    Packers  \er^ 
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often  use  railroad  refrigerator  cars  in  the  peddler  ear  service,  and 
some  of  the  packers  use  railroad  cars  exclusively  in  this  service. 

From  the  a.bove  outline  of  the  service  famished  by  carriers  and 
available  to  the  shippers  of  less  than  carload  freight,  it  must  be  ap- 
parent that  the  contentions  of  Mr.  Haney  that  the  wholesale  grocer^; 
are  not  accorded  adequate  facilities  for  the  distribution  of  their  com- 
modities is  not  a  fact.  At  one  time  at  certain  periods  during  the  war 
carriers  established  what  was  known  as  ''  sailing  days,"  and  there 
was  some  irregularity  in  the  daily  service  applicable  to  all  traffic, 
whether  shipped  by  the  wholesale  grocers  or  the  packers  during  that 
period.  These  "  sailing  days "  have  now  been  discontinued,  and 
freight  through  the  freight  houses  is  now  being  handled  in  the  manner 
above  described. 

However,  if  Mr.  Haney 's  contention  is  right  (which  we  deny) 
that  the  wholesale  grocers  do  not  receive  adequate  railroad  service 
for  the  transportation  of  their  commodities,  or  service  equal  to  that 
received  by  the  packers,  the  remedy  is  not  to  discontinue  or  disrupt 
the  service  now  used  by  the  packers  but  to  require  the  railroads  to 
furnish  a  reasonable  and  adequate  service  for  the  wholesale  grocers. 
Mr.  Haney's  plan  is  destructive  instead  of  constructive.  It  is  very 
apparent  from  his  testimony  that  it  is  not  a  question  of  securing 
better  service  for  the  transportation  of  commodities  shipped  by  the 
wholesale  grocers  that  is  desired  by  them,  but  that  the  packers  be 
deprived  of  the  service  that  they  now  use,  and  which  is  necessary  in 
order  to  furnish  important  food  products  to  the  consuming  public. 

The  statements  made  by  Mr.  Haney  clearly  indicate  that  he  Is  of 
the  opinion  that  there  are  a  large  number  of  commodities  termed 
"  packing-house  products  "  that  are  improperly  classified  as  such  and 
are  not  entitled  to  the  packing  house  product  rates,  as  j)rovided  for 
in  tariffs  on  file  with  the  Interstate  Commerce  Commission.  The 
fact  is,  that  every  article  enumerated  in  the  list  of  packing  house 
products,  and  on  which  the  packing  house  product  rates  apply  is  of 
animal  origin,  and  therefore  is  properly  classified  as  a  packing  house 
product,  and  entitled  to  the  packing  house  products  rates  when 
shipped  in  interstate  commerce. 

He  refers  to  the  canned  meat  items,  which  include  canned  soup, 
and  intimates  that  lard  substitutes  or  lard  compounds  are  not  products 
of  the  packers,  but  belong  to  the  wholesale  grocers.  The  canned 
product  items  in  the  packing  house  products  list  are  as  follows: 
Canned  meats  and  soups,  including  canned  sausage,  potted  and 
pickled  meats,  chile  con  carne,  chicken  tamales,  spaghetti  with  meat 
and  chile,  corned  beef,  dried  or  smoked  meats,  corned  beef  hash, 
and  canned  meats  with  vegetable  ingredients, 

ifivery  one  of  these  products  was  originally  manufactured  and 
placed  on  sale  by  the  packers. 

Furthermore,  Mr.  Haney  states  that  the  packers  are  shipping  pork 
and  beans  and  securing  the  packing  house  product  rate  on  same.  As 
far  as  Armour  &  Co.  is  concerned,  we  have  never  classified  pork  and 
beans,  whether  shipped  in  carloads  or  less  than  carloads,  as  a  packing 
house  product.  Although  it  is  largely  manufactured  by  the  packers, 
and  should  be  given  the  same  rates  as  applied  on  packing  housei 
products,  at  the  same  time  it  can  not  be  properly  classified  as  a 
^nned  meat  with  vegetable  ingredients,  because  the  preponderance  of 
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the  commodities  contained  in  the  can  are  of  vegetable  origin,  and  it 
is  more  properly  a  canned  vegetable  with  a  meat  ingredient. 

When  any  shipment  of  pork  and  beans  is  made  in  mixed  cars  of 
packing-house  products  in  western,  southwestern,  or  southern  clas- 
sification territories,  the  less-than-carload  rates  are  paid  on  this 
commodity,  and  the  weight  thereof  and  the  revenue  thereon  does  not 
go  in  to  make  up  the  required  minimum  weight  and  minimum  charge 
on  packing-house  products. 

Mr.  Haney  makes  the  statement  that  lard  substitute  is  a  nonper- 
ishable  commodity,  and  therefore  it  properly  belongs  to  the  trade 
of  the  wholesale  grocer.  Armour  &  Co,  was  the  first  packer  to  go 
into  the  manufacture  of  lard  substitutes  and  lard  compounds.  This 
was  in  the  year  1884;  and  therefore  this  article  is  properly  classified 
as  a  packing-house  product,  and  is  entitled  to  the  packing-house 
product  rate ;  and,  furthermore,  this  product  must  be  shipped  under 
refrigeration  in  order  to  guarantee  that  same  will  reach  the  point  of 
consumption  in  a  wholesome  condition.  This  commodity  also  con- 
tains a  large  amount  of  animal  products  in  addition  to  vegetable 
products,  and  the  combination  of  the  two  products  produces  what  is 
known  as  lard  substitutes  or  compounds. 

Within  the  past  two  years  there  has  been  one  j)roduct  manufac- 
tured that  is  strictly  of  vegetable  origin,  but  the  large  percentage  of 
lard  substitutes  or  compounds  contain  animal  products. 

Mr.  Haney  also  makes  the  statement  that  by  the  elimination  of 
nonperishable  freight  from  cars  containing  perishable  freight  that 
there  will  be  a  large  number  of  refrigerator  cars  available  for  other 
perishable  freight  than  fresh  meats  and  packing-house  products. 
This  statement  is  not  founded  upon  the  facts;  the  packers  do  not  use 
railroad-owned  or  private  refrigerator  cars  for  the  shipment  of  non- 
perishable  freight  exclusively.  Should  they  be  prohibited  from 
loading  nonperishable  freight  with  perishable  freight,  it  would  not 
release  one  refrigerator  car  for  the  transportation  of  perishable 
freight  other  than  fresh  meats  and  packing-house  products,  because 
the  quantity  of  nonperishable  freight  shipped  in  mixed  cars  of  fresh 
meats  and  packing-house  products  is  so  small  that  the  same  number 
of  cars  would  of  necessity  be  required  for  the  transportation  of  fresh 
meats  and  packing-house  products;  by  loading  the  nonperishable 
freight  in  with  fresh  meats  and  packing-house  products,  it  is  eco- 
nomical to  do  so  from  a  car-conservation  standpoint  and  at  the  same 
time  gives  the  carriers  revenue  at  no  additional  expense  in  the  trans- 
portation of  the  cars  containing  the  perishable  freight. 

Mr.  Haney  states  that  owing  to  the  refrigerator  car  being  heavier 
than  the  box  car,  that  a  burden  is  placed  upon  the  carriers  by  loading 
nonperishable  freight  with  perishable  freight.  This  statement  is  ab- 
surd, because  the  addition  of  quantities  of  nonperishable  freight  does 
not  in  any  way  increase  the  cost  of  transportation  to  the  carriers  in 
handling  the  car,  even  though  it  contains  fresh  meats,  packing-house 
products,  and  nonperishable  commodities. 

Statement  is  made  that  the  packers  make  shipments  of  stationery, 
which  can  not  be  associated  with  the  packing-house  business.  This 
shows  how  unfamiliar  Mr.  Haney  is  with  this  industry.  The  fact  is 
that  the  stationery  that  is  loaded  in  these  cars  is  not  for  sale.  It  is 
only  a  supply  that  is  used  by  our  branch  houses  in  the  conduct  of  the 
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business,  which  is  shipped  from  the  pacldng-house  plant  from  which 
the  supplies  of  all  branch  houses  are  distributed.  It  certainly  is  not 
placing  any  hardship  upon  any  industry  for  the  packer  to  ship  his 
supplies,  such  as  stationery,  in  the  cars  containing  freight  for  the 
branch  houses,  because  no  one  is  injured  thereby,  and,  as  far  as  the 
rates  are  concerned,  the  packer  pays  the  less-than-carload  rate  the 
same  as  if  the  shipment  was  delivered  to  the  carrier's  freight  house 
and  handled  in  their  regular  merchandise  cars.  Furthermore,  by 
this  method  of  shipping,  the  carriers  are  saved  the  expense  of  han- 
dling these  small  shipments  through  their  freight  house,  and  it  is  a 
source  of  greater  revenue  to  them  than  if  handled  as  a  less-than- 
carload  shipment. 

Mr.  Haney  makes  the  statement  that  there  are  large  quantities  of 
grocery  products  shipped  in  refrigerator  cars,  which  means  that 
much  smaller  quantities  of  fresh  meats  are  loaded  therein,  which  has 
the  effect  of  wasting  refrigeration.  Nothing  is  further  from  the 
facts  than  this  statement.  The  tonnage  of  nonperishable  commodi- 
ties loaded  in  refrigerator  cars  is  very  small,  while  the  preponderance 
of  the  tonnage  loaded  in  these  cars  consists  of  fresh  meats  and 
packing-house  products. 

As  far  as  the  charge  as  to  wasted  refrigeration  is  concerned,  it 
does  not  take  any  larger  quantity  of  ice  in  refrigerating  cars  contain- 
ing fresh  meats  and  packing-house  products  by  having  these  non- 
perishable  commodities  loaded  therein;  and  even  if  it  di  1,  the  entire 
expense  is  borne  by  the  packer,  as  he  furnishes  the  initial  icing,  as 
well  as  paying  for  all  reicing  in  transit. 

Statement  is  made  by  Mr.  Haney  that  the  packers  secure  expedited 
movement  of  their  cars  by  having  their  employees  ride  trains  for 
this  purpose.  This  is  another  statement  that  is  far  from  the  facts. 
Armour  &  Co.  does  not  have  any  of  its  employees  ride  trains  or 
accompany  their  cars  of  fresh  meats  and  packing-house  products 
which  contain  nonperishable  freight  for  the  purpose  of  expediting 
the  movement.  In  fact,  the  carriers  do  not  permit  employees  other 
than  their  own  to  ride  on  freight  ti^ains.  The  only  service  that  is 
performed  by  employees  of  this  company  who  are  stationed  at  dif- 
ferent points  throughout  the  country  is  to  see  that  the  carriers  per- 
form the  proper  reicing  service  at  the  reicing  stations  in  transit, 
and  not  for  the  purpose  of  expediting  the  movement  of  the  loaded 
car. 

Mr.  Haney  makes  the  statement  that  there  is  unnecessary  switch- 
ing expense  entailed  upon  the  part  of  the  carriers  in  handling 
refrigerator  cars  to  and  from  industry  tracks.  The  method  of  han- 
dling cars  for  loading,  whether  they  be  refrigerator  cars,  box  cars, 
or  any  other  class  of  equipment,  is  practically  the  same  as  far  as 
industry  switching  is  concerned.  The  rules  and  regulations  of  the 
carriers  provide  that  empty  cars,  regardless  of  the  class,  will  be 
placed  at  an  industry  track  for  loading,  and  after  they  are  loaded 
they  will  be  taken  from  the  industry  track  to  the  yard  or  freight  sta- 
tion to  be  placed  in  trains  for  handling  to  their  respective  destina- 
tions. This  switching  expense  is  absorbed  under  certain  conditions, 
and  is  not  peculiar  to  the  traffic  of  the  packers,  but  applies  to  all 
shippers  alike,  which  includes  the  handling  of  trap  or  merchandise 
cars  from  the  industries  of  the  wholesale  grocers.     Therefore  there 
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is  no  greater  amount  of  switching  done  in  the  handling  of  the  pack- 
ers' cars  than  there  is  in  handling  cars  to  and  from  the  tracks  of  the 
wholesale  grocers.  In  a  majority  of  the  cases  the  actual  switching 
expense  in  handling  packers'  cars  to  and  from  their  industry  tracks 
is  much  less  than  the  handling  of  cars  to  and  from  the  industry 
tracks  of  the  Avholesale  grocers. 

Statement  is  made  by  Mr.  Haney  that  there  is  a  much  greater 
return  movement  of  refrigerator  cars  account  of  nonperishable 
freight  being  loaded  therein.  The  only  way  that  this  could  be  an 
actual  fact  is  to  load  refrigerator  cars  exclusively  with  nonperishable 
freight;  this  is  not  done.  By  loading  quantities  of  nonperishable 
freight  with  perishable  freight  by  the  packers  it  does  not  in  any  way 
increase  the  empty  return  movement  of  refrigerator  cars,  as  there  is 
in  each  and  every  case  quantities  of  perishable  freight  loaded  in 
refrigerator  cars,  and  by  the  loading  of  nonperishable  freight  therein 
it  does  not  increase  the  number  of  cars  used  by  the  packers  in  any 
degree. 

Statement  is  made  by  Mr.  Haney  that  there  is  serious  delay  to 
trains  account  of  unloading  nonperishable  freight  from  the  packers' 
peddler  cars.  This  statement  is  not  founded  upon  facts.  The 
method  of  unloading  freight,  whether  it  be  perishable  or  nonper- 
ishable, from  so-called  "  packers'  peddler  cars "  is  the  same  as  is 
employed  in  unloading  all  classes  of  freight  by  local  train  crews, 
regardless  df  the  class  of  the  car  in  which  it  is  loaded.  These  cars 
are  handled  on  local  freight  trains  for  distribution  of  freight  at  the 
various  destinations,  in  the  same  manner  as  the  merchandise  cars 
that  are  loaded  by  the  carriers  at  their  freight  stations,  containing 
freight  for  the  same  points  of  destination.  Therefore  the  method 
of  unloading  shipments  from  so-called  peddler  cars  is  identical 
with  that  of  merchandise  cars,  and  there  is  no  greater  delay  in 
unloading  this  freight,  whether  it  be  from  a  packer's  so-called  }'ed- 
dler  car  or  from  a  railroad  merchandise  box  car. 

Statement  is  made  by  Mr.  Haney  that  shipments  of  nonperishable 
freight  are  made  with  perishable  freight  in  so-called  packers'  ped- 
dler cars  from  points  where  the  packers  have  branch  houses,  which 
works  to  the  detriment  of  the  wholesale  grocer.  This  is  a  misstate- 
ment, as  far  as  Armour  &  Co.  are  concerned,  as  they  operate  no 
so-called  peddler  cars  from  any  of  their  branch  houses.  They  all 
originate  at  the  point  where  the  manufacturing  plants  are  located. 
As  Mr.  Haney  has  confined  his  statement  to  the  territory  known  as 
"  Southern  classification,"  we  wish  to  state  that  95  per  cent  of  the 
so-called  peddler  cars  shipped  by  this  company  to  points  in  the 
South  originate  at  our  East  St.  Louis,  111.,  plant.  On  such  ship- 
ments, whether  they  be  of  a  perishable  or  nonperishable  nature,  the 
less-than-carload  rates  are  paid  to  each  destination,  which  would 
be  the  same  rate  as  would  be  assessed  by  the  carrier  on  a  like  ship- 
ment delivered  to  the  carrier's  freight  station  in  East  St.  Louis,  111., 
destined  to  the  same  point. 

Mr.  Haney  quotes  a  letter  received  from  the  Chesapeake  &  Ohio 
Railroad  with  respect  to  the  rules  and  regulations  of  that  company 
relative  to  the  furnishing  of  refrigerator  cars  for  perishable  freight. 
The  same  rule  as  applies  to  the  jobbers  as  to  the  individual  refrigera- 
tor car,  where  a  minimum  weight  of  15,000  pounds  is  required, 
152894— 19— VOL  2 70 
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applies  to  shipments  of  the  packers.  The  same  service  is  used  by 
them.  As  far  as  the  peddler-car  traffic  is  concerned,  we  pay  a 
materially  higher  charge  than  would  obtain  by  the  use  of  the  special 
refrigerator  car  service.  On  all  peddler  cars  operating  to  points 
on  the  Chesapeake  &  Ohio  Railroad  the  less-than-carload  rates  are 
paid  on  each  shipment  loaded  in  the  car,  and,  in  addition  thereto, 
the  charge  must  not  be  less  than  20,000  pounds  at  the  fresh  meat 
carload  rate  from  point  of  origin  to  the  last  destination  of  any 
shipment  in  the  car.  In  addition  thereto,  the  packer  assumes  the 
expense  of  initial  and  reicing  the  car  in  transit,  while  on  the  special 
refrigerator  car  service  the  carrier  furnishes  the  initial  as  well  as 
all  reicing  in  transit  at  their  own  expense. 

Mr.  Haney  claims  discrimination  in  the  operation  of  so-called 
peddler  cars  by  the  packers  against  the  smaller  packers.  This  is  a 
statement  that  is  not  founded  upon  facts.  The  rules  and  regula- 
tions of  the  carriers  as  regards  so-called  peddler  cars  apply  to  the 
smaller  packers  as  well  as  to  the  larger  packers  and  are  avail- 
able to  both  classes  of  shipments.  The  smaller  packer  has  been 
very  active  in  having  the  peddler-car  rules  and  regulations  ex- 
tended to  their  territories  in  order  that  they  might  operate  peddler 
cars  on  the  same  basis  as  the  larger  packers.  There  is  no  discrim- 
ination against  the  smaller  packer  in  the  operation  of  the  peddler 
cars.  All  that  is  required  of  either  is  to  guarantee  to  the  carriers 
a  certain  revenue,  provided  that  the  amount  of  the  tonnage  loaded 
in  the  car  does  not  equal  the  required  minimum  charge.  In  fact, 
there  has  never  been  a  complaint  filed  with  the  Interstate  Commerce 
Comn^ission  by  a  smaller  packer  claiming  that  the  rules  and  regu- 
lations for  the  operation  of  peddler  cars  discriminate  against  him, 
because  he  avails  himself  of  these  rules  in  the  operation  of  cars  to 
the  territory  served  by  him. 

Statement  is  made  by  Mr.  Haney  that  jobbers  can  not  get  service 
comparable  with  the  packers'  so-called  peddler  or  route  cars,  claim- 
ing that  the  latter  operate  two  or  three  cars  a  week,  or  daily,  if  they 
desire.  This  is  a  misstatement.  While  the  rules  and  regulations  of 
the  carriers  w^ould  not  prohibit  the  packer  from  operating  a  daily 
peddler  car  service,  at  the  same  time  these  cars  are  operated  but  once 
each  week  to  a  given  territory,  while  the  jobber  can  avail  himself  of 
the  daily  merchandise  service  given  by  the  carriers,  and  secure  a 
daily  service  within  a  radius  of  200  miles  from  the  point  of  ship- 
ment. From  the  larger  cities  numerous  merchandise  cars  are  oper- 
ated each  day,  and  are  so  loaded  that  these  shipments  reach  their 
destination  the  following  day  after  shipment,  and  distribution  is 
made  by  a  local  train  serving  the  specified  division.  In  other  words, 
a  merchant  located  100  or  150  miles  east  of  St.  Louis,  Mo.,  on  the 
Baltimore  &  Ohio  Southwestern  Railroad  will  receive  shipments 
made  from  that  point  of  origin  the  day  following  shipment  from  St. 
Louis,  Mo.  To  give  you  a  concrete  example  as  to  how  these  cars  are 
operated,  one  of  the  divisions  of  the  Baltimore  &  Ohio  Southwestern 
Railroad  extends  from  Flora,  111.,  to  Washington,  Ind.,  a  distance  of 
73  miles.  Daily  merchandise  cars  are  loaded  by  that  line  at  East  St. 
Louis,  and  peddler  cars  are  operated  by  the  packers  at  East  St.  Louis 
for  distribution  to  the  same  territory.  The  only  difference  is  that 
the  peddler  car  operates  but  once  each  week,  while  the  merchandise 
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car  operates  six  days  per  week.  A  shipment  loaded  in  a  merchandise 
car  at  St.  Louis  as  late  as  5  o'clock  p.  m.  would  be  delivered  to  its 
destination  between  Flora,  111.,  and  Washington,  Ind.,  on  the  follow- 
ing day.  The  packer's  so-called  peddler  car,  and  the  merchandise 
car  would  be  handled  in  the  same  train  from  East  St.  Louis,  111.,  to 
Flora,  111.,  where  they  would  be  set  out  and  put  on  the  local  train 
leaving  Flora  at  approximately  6.30  a.  m.,  and  the  distribution  of 
the  freight  from  the  packer's  so-called  peddler  car  and  from  the 
railroad  merchandise  car  would  be  done  by  the  train  crews,  and  the 
same  identical  service  would  be  performed,  whether  the  shipment 
was  loaded  in  a  peddler  car  or  in  a  merchandise  car.  This  will  show 
that  as  far  as  service  is  concerned,  the  wholesale  grocery  dealer  is 
given  service  equal  to  or  greater  than  the  packer.  When  we  say 
"  greater,"  it  is  based  on  the  fact  that  he  has  this  service  six  days  of 
the  week,  while  the  packer  operates  his  peddler  car  but  one  day  of 
the  week. 

Statement  is  made  by  Mr.  Haney  that  the  jobbers  can  not  exclude 
shipments  of  others  from  merchandise  cars.  The  question  naturally 
arises,  why  should  they  be  permitted  to  do  this?  They  can  secure  a 
car  for  their  shipments  if  they  will  guarantee  the  required  tonnage 
for  the  operation  thereof,  and  no  other  shipper  would  be  permitted 
to  load  any  freight  in  that  car,  because  it  w^ould  be  taken  from  their 
industry  and  handled  direct  to  the  station  for  which  it  contained 
freight.  The  merchandise  cars  of  the  carriers  are  open  to  all  ship- 
pers, and  therefore  there  is  nothing  to  be  gained  by  the  jobber  in 
having  excluded  from  this  car  the  shipments  of  any  shipper  who 
does  not  happen  to  be  a  jobber.  It  is  economical  railroad  operation 
to  have  these  cars  loaded  as  heavily  as  possible,  in  order  to  give  the 
carriers  sufficient  revenue  that  will  justify  their  operation.  This 
does  not  work  to  the  detriment  of  the  jobbers  because  they  secure 
the  same  service  in  transit,  as  well  as  in  distributing  their  shipments 
at  the  destination,  regardless  of  wdiether  the  car  be  loaded  by  the 
wholesale  grocer,  or  contains  freight  from  all  shippers  using  the  less 
than  carload  merchandise  service. 

Mr.  Haney  claims  that  the  packers'  shipments  reach  destination  in 
all  cases  in  good  condition,  while  shipments  made  by  the  grocers  are 
subject  to  serious  loss  and  damage  on  account  of  rehandling  in 
transit.  We  do  not  see  that  the  question  of  loss  and  damage  to  the 
packers'  shipments  or  the  wholesale  grocers'  has  any  bearing  what- 
ever with  respect  to  alleged  discriminatory  rules  or  practices  of  the 
carriers.  Regardless  of  any  statement  to  the  contrary,  the  packers' 
shipments  reach  destination  in  some  cases  in  damaged  condition, 
which  is  brought  about  by  negligence  on  the  part  of  the  carrier,  the 
same  as  is  incurred  by  the  jobbers  in  connection  with  their  ship- 
ments, and  on  any  shipment  that  is  damaged  or  lost  in  transit,  for 
which  the  carrier  is  responsible,  the  shipper,  whether  he  be  a  packer 
or  a  wholesale  grocer,  is  entitled  under  the  law  to  recover  the  amount 
of  his  loss  from  the  carrier  responsible  therefor. 

Mr.  Haney  calls  specific  attention  to  the  so-called  rate  discrimina- 
tion, in  which  he  cites  the  following  examples:  On  articles  classi- 
fied fourth  class  shipped  by  a  wholesale  grocer  in  less  than  carload 
lots  from  Kansas  City  to  Fort  Smith,  Ark.,  the  rate  is  61^  cents,  as 
against  the  less-than-carload  rate  of  the  packer  on  a  shipment  loaded 
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in  so-called  peddler  cars  of  54  cents  (not  55  cents  as  stated  by  Mr. 
Haney).  The  only  territory  in  the  United  States  where  there  is  a 
lower  rate  on  fresh  meats  and  packing-house  products  when  shipped 
in  peddler  cars  than  the  prescribed  class  rates  is  in  Southw^estern 
Tariff  Committee  territory,  which  was  the  result  of  a  decision  of 
the  Interstate  Commerce  Commission  in  case  No.  4262,  Opinion  No. 
1900,  23  L  C.  C,  656,  which  was  decided  on  May  13,  1912.  This 
decision  was  the  outgrowth  of  a  former  decision  of  the  commission 
in  establishing  rates  for  interstate  traffic  on  live  stock  and  live-stock 
products,  in  so  far  as  shipments  were  concerned  destined  to  or  origi- 
nating at  North  Fort  Worth,  Tex.,  Oklahoma  City,  Okla.,  and 
Wichita,  Kans.,  to  interstate  destinations  in  the  States  of  Louisiana, 
Arkansas,  Texas,  Oklahoma,  and  New  Mexico,  commonly  known  as 
the  1716  decision,  reported  in  22,  I.  C.  C,  160.  In  this  decision  the 
commission  prescribed  carload  rates  on  live-stock  products  and  live 
stock.  At  a  rehearing  on  the  general  question  of  rates  in  the  South- 
west, decided  as  above  stated  on  May  13,  1912,  23  I.  C.  C,  656, 
Chairman  Prouty  of  the  Interstate  Commerce  Commission  had  this 
to  say  with  respect  to  the  scale  of  rates  on  peddler  cars  in  the 
Southwest : 

In  the  original  report  only  carload  rates  were  established,  but  it  was  said 
that  if  the  actual  necessity  for  the  establishment  of  less  than  carload  rates 
for  the  distribution  of  fresh  meats  and  pacliing-house  products  in  this  terri- 
tory existed,  the  matter  might  be  called  to  our  atention,  and  would  be  fur- 
ther considered.  Both  Oklahoma  City  and  Wichita  now  urge  that  we  estab- 
lish what  are  known  as  the  "  peddler  car  "  rates,  which  seem  to  take  the  place 
of  less  than  carload  rates  in  the  distribution  of  the  products  of  these  packing 
houses  in  this  territory.  The  carriers  consider  that  this  service  or  its  equiv- 
alent ought  to  be  established  generally  in  the  territory  to  which  rates  on 
fresh  meats  and  packing-house  products  have  been  made  applicable.  It  seems 
to  be  practically  agreed  by  all  parties  that  for  this  service  the  rate  on  pack- 
ing-house products  should  be  approximately  130  per  cent  of  the  carload  rate, 
and  upon  fresh  meats  approximately  1.50  per  cent  of  the  carload  rate.  It  is 
also  agreed  that  the  carrier  may  properly  protect  itself  against  a  light  loading 
by  specifying  in  its  tariff  the  minimum  earnings  of  the  car.  We  are  of  the 
opinion  that  the  carrier  should  forthwith  pul)lish  tariffs  according  to  this 
]>eddler-car  service,  that  the  rate  upon  packing-house  products  should  be  130 
per  cent  and  upon  fresli  meat  150  per  cent  of  the  carload  rate,  and  that  the 
minimum  may  be  required  equivalent  to  the  earnings  upon  10,000  pounds  of 
fresh  meat  to  the  most  distant  point.  Refrigeration  should  be  provided  or 
paid  for  by  the  shipper,  in  addition  to  the  above  rates. 

This  decision  had  the  effect  of  increasing  the  minimum  charge 
for  the  operation  of  peddler  cars  under  the  new  scale  from  10,000 
pounds  at  the  fourth-class  rate  to  10,000  pounds  at  the  fresh-meat 
rate  to  the  most  distant  point.  The  minimum  charge  was  materially 
increased  over  the  old  basis,  which  has  resulted  in  large  penalty 
charges  having  been  paid  by  the  packers  in  the  operation  of  these 
peddler  cars,  which  in  reality  means  an  increased  freight  rate  when 
the  entire  charges  of  the  car  are  considered  as  to  the  transportation 
expense. 

As  previously  stated,  the  articles  classified  as  "  packing-house 
products  "  are  all  strictly  of  animal  origin,  and  therefore  it  is  proper 
to  apply  this  scale  of  rates  prescribed  by  the  Interstate  Commerce 
Commission  on  the  articles  so  classified.  This,  in  our  opinion,  does 
not  in  any  way  discriminate  against  the  jobber,  because  he  can 
operate  a  car  under  this  same  peddler-car  rule,  and  he  is  not  re- 
stricted to  the  loading  of  fresh  meats  in  these  cars  in  order  to  secure 
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the  application  of  the  peddler-car  rule.  Therefore,  there  is  no  dis- 
crimination against  the  jobber  if  he  desires  to  make  shipments  under 
the  same  rules,  minimum  weight,  and  conditions  under  which  peddle:- 
cars  are  operated  in  that  territor3^ 

Mr.  Haney  calls  attention  to  the  fourth-class  rate  of  .52^  cents 
from  Kansas  Citj' ,  Kans.,  to  KStillwater,  Okla.  (should  be  Stillwell, 
Okla.),  a  station  located  258  miles  from  Kansas  City  on  the  Kansiis 
City  Southern  Kail  way.  The  less-than-carload  rate  on  packing- 
house products  when  shipped  in  peddler  cars  from  Kansas  City  to 
Stillwell  is  45  cents,  as  against  52|  cents,  the  fourth-class  rate.  The 
same  comments  in  connection  with  this  comparison  apply  with  equal 
force  as  in  connection  with  the  shipments  from  Kansas  City  to  Fort 
Smith,  Ark. 

Mr.  Haney  states  that  the  rates  on  pork  and  beans  from  Kansas 
City  to  Oklahoma  City,  Okla.,  are  as  follows  (he  does  not  state 
whether  they  are  carload  or  less-than-carload  rates)  :  He  states  that 
the  rate  the  packers  secure  on  a  shipment  of  pork  and  beans  is  21^ 
cents,  as  against  57^  cents,  the  rate  when  shipped  by  the  jobber. 
There  is  no  21|  cent  rate  from  Kansas  City  to  Oklahoma  City.  This 
rate  applies  from  Oklahoma  City  to  Kansas  City  on  packing-house 
products,  carload.  Pork  and  beans  is  not  one  of  the  commodities 
entitled  to  the  packing-house  product  rate,  when  shipped  either  in 
carloads  or  less  than  carloads,  between  Kansas  City  and  Oklahoma 
City. 

The  fact  is  that  if  a  less-than-carload  shipment  of  pork  and  beans 
is  shipped  either  from  Oklahoma  City  to  Kansas  City,  or  in  the 
reverse  direction,  either  by  the  jobber  or  the  packer,  the  fourth-class 
rate  of  77|  cents  will  appl}'^  to  either  shipment.  It  is  proper  to  call 
attention  to  the  commodity  rates  applicable  on  canned  goods  from 
Oklahoma  Cit}^  to  Kansas  City,  which  include  pork  and  beans,  and 
the  mixture  consists  as  follows : 

Canned  goods,  namely,  fish,  vegetables,  fruits,  hominy,  pork  and 
beans,  soups,  pickled  or  cove  oysters,  clam  broth  and  juice,  in  tin 
cans,  boxed;  sauerkraut  in  cans,  in  straight  or  mixed  cars,  rate  44 
cents. 

This  is  found  in  item  2220,  page  282,  F.  A.  Leland's  Southwestern 
Lines  Tariff  No.  44— J,  I.  C.  C.  1224.  The  rate  in  the  opposite  direc- 
tion is  51^  cents,  and  is  applied  to  straight  or  mixed  carloads  of  the 
following  canned  goods: 

Fish,  vegetables,  fruits,  hominy,  pork  and  beans,  soups,  pickled  or 
cove  oysters,  clam  broth  and  juice,  chile  con  carne,  spaghetti,  in 
tin  cans,  boxed,  and  sauerkraut  in  cans.  This  mixture  is  authorized 
in  item  5088,  page  446,  of  F.  A.  Leland's  Southwestern  Lines  Tariff 
No.  44-J,  I.  C.  C.  1224. 

It  is  proper  to  state  that  if  the  packers  make  a  shipment  of 
packing-house  products,  carload,  from  Kansas  City  to  Oklahoma 
City,  they  will  pay  a  rate  of  57^  cents  per  100  pounds,  as  against 
the  jobber's  mixture  of  51^  cents.  Should  the  packer  load  pork  and 
beans  in  his  mixed  car  of  packing-house  products,  he  will  pay  the 
less-than-carload  rate  of  77^  cents  per  100  pounds,  while  the  jobber 
can  make  up  his  mixed  car  of  canned  goods,  including  pork  and 
beans,  at  a  rate  of  51^  cents,  a  difference  of  26  cents  per  100  pounds 
in  favor  of  the  jobber. 
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Tlie  commodity  peddler-car  rates,  as  promulgated  by  the  Inter- 
state Commerce  Commission,  do  not  apply  on  shipments  originating 
at  Kansas  City  to  Oklahoma  City,  and  all  shipments  loaded  in  so- 
called  peddler  cars  from  Kansas  City  to  points  in  Oklahoma,  other 
than  those  located  on  the  line  of  the  Kansas  City  Southern  Railway, 
pay  their  respective  class  rates,  the  same  as  the  shipper  of  nonperish- 
abie  products,  when  delivering  his  shipments  to  the  carriers'  freight 
houses  in  Kansas  City  or  handled  in  trap  cars  from  his  industry. 

Mr.  Haney  makes  the  statement  that  the  differential  for  a  two-line 
haul  on  packing  house  products  is  2^  cents,  while  the  differential 
on  the  wholesale  grocers'  products  is  5  cents.  This  statement  is  in- 
correct. The  Intersate  Commerce  Commission,  in  their  decision  re- 
lating to  the  rates  on  live-stock  and  live-stock  products  in  the  Fort 
Worth-Oklahoma  City  rate  case,  22  I.  C.  C.  160,  prescribed  a  differ- 
ential of  2|^  cents  to  be  added  to  the  short  line  mileage  scale  of  rates 
for  joint  line  traffic,  but  this  applies  exclusively  to  shipments  of  live 
stock  and  live-stock  products,  in  carloads,  and  not  less  than  carloads. 
There  is  no  differential  to  be  added  to  the  joint  line  rates  on  less  than 
carloads,  whether  shipped  by  the  packer  or  the  jobber  in  Southwest- 
ern territory.  Specific  rates  are  published,  whether  for  single  or 
joint  line  application.  The  statement  made  by  Mr.  Haney  is  erron- 
eous. 

Reference  is  made  by  Mr.  Haney  to  Texas  Lines  Tariff  No.  2-D» 
with  respect  to  shipments  made  by  the  packers  on  Texas  intrastate 
traffic,  in  so-called  peddler  cars.  The  rule  for  handling  fresh  meats 
and  packing  house  products  in  less  than  carloads,  in  so-called  peddler 
cars,  as  provided  for  in  item  3160,  on  page  170,  provides  that  less 
than  carload  shipments  of  packing  house  products  (as  prescribed  in 
item  2780),  fresh  meat,  hog  stomach  linings,  fresh  frozen  pig  and 
hog  skins,  butterine,  neatsfoot  oil,  tallow  oil,  and  other  articles,  will 
be  transported  in  peddler  cars,  when  arrangements  have  been  pre- 
viously made  for  their  movement  at  the  less  than  carload  commod- 
ity rate  or  class  rate  to  each  destination,  under  the  conditions  here- 
inafter specified.  This  means  that  any  article  loaded  in  this  car  that 
is  not  enumerated  in  the  packing  house  product  list  as  set  forth  in 
item  2780  pays  the  less  than  carload  merchandise  rate,  and  not  the 
less  than  carload  commodity  packing  house  products  rates.  Mr. 
Haney  wishes  to  impress  upon  the  committee  that  commodities  other 
than  packing  house  products,  when  loaded  in  these  peddler  cars,  are 
securing  the  benefit  of  the  rate  on  packing  house  products — such  is 
not  the  case.  Furthermore,  the  minimum  charge  for  each  peddler 
car  will  be  that  on  10,000  pounds,  at  the  fresh  meat  rate  to  the  final 
destination  of  the  car.  If  a  shipment  of  pork  and  beans  is  made  in 
one  of  these  Texas  intrastate  peddler  cars,  the  freight  charges  will  be 
assessed  on  the  less  than  carload  rate  on  pork  and  beans,  and  not  at 
the  less  than  carload  commodity  rate  on  packing  house  products. 

I  want  to  introduce  an  exhibit  which  is  a  schedule  of  the  Missouri 
Pacific-Iron  Mountain  lines  of  less  than  carload  refrigeration  cars 
which  contains  22  pages,  and  it  shows  that  the  St.  Louis-Iron  Moun- 
tain railroad  has  daily  package  car  service,  and  on  the  back  of  the 
pamphlet  it  says:  "Over  5,000  regularly  scheduled  package  cars 
operated  out  of  St.  Louis  per  month,  or  more  than  double  the  number 
operated  by  any  other  line."    In  addition  to  that  of  the  Missouri 
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Pacific-Iron  Mountain  lines  of  less  than  carload  refrigeration  cars 
operates  daily  32  package  cars,  the  Illinois  Central  operates  61  pack- 
age cars,  the  St.  Louis  &  San  Francisco  operates  71  package  cars, 
the  M.,  K.  &  T.  operates  28  package  cars,  and  the  Louisville  &  Nash- 
ville operates  28  package  cars,  from  St.  Louis  and  East  St.  Louis 
and  on  shipments  loaded  at  St.  Louis  and  going  to  Jacksonville, 
Fla.,  which  is  hundreds  of  miles  from  Mr.  Haney's  own  town;  they 
secure  third  morning  delivery  which  is  far  better  service  than  we 
secure  on  our  peddler  car  shipments. 

I  thank  you,  Mr.  Chairman. 

The  Chairman.  We  thank  you  for  your  statement  before  the  com- 
mittee. 

The  Chairman.'  We  will  now  hear  Mr.  Carr,  of  Manchester,  Iowa. 

STATEMENT  OF  ME.  E.  M.  CARR,  CHAIRMAN,  G.  M.  BOARD,  MAN- 
CHESTER &  ONEIDA  RAILWAY  CO.,  MANCHESTER,  IOWA. 

The  Chairman,  Please  give  your  name,  address,  and  whom  j'ou 
represent. 

Mr.  Carr.  I  am  the  chairman  of  the  G.  M.  board  of  the  Man- 
chester &  Oneida  Railway  Co.,  Manchester,  Iowa,  a  little  railroad 
out  in  Iowa. 

I  have  not  read  your  bill.  I  am  on  my  way  home  from  the  Ameri- 
can bar  meeting  at  Boston.  I  stopped  here  and  read  over  the 
Senate  bill,  looking  for  its  defects,  and  was  talking  with  the  chair- 
man yesterday.  I  found  fault  with  this  provision,  commencing 
with  the  second  paragraph  on  page  73  of  the  Cummins  bill — S.  2906 : 

Whenever  property  shall  have  been  diverted  or  delivered  by  one  carrier  to 
another  carrier  contrary  to  the  routing  instructions  in  the  bill  of  lading  any 
carrier  thus  deprived  of  its  right  to  participate  in  the  haul  of  such  property 
shall  be  entitled  to  recover  from  the  carrier  or  carriers  to  which  such  traffic 
shall  be  thus  diverted  the  revenue  accruing  on  such  diverted  traffic  in  excess 
of  its  actual  out-of-pocket  cost  for  transporting  same. 

It  is  a  principle  of  the  common  law  that  you  must  base  every  claim 
for  compensation  upon  something  that  is  just  or  you  have  no  right 
to  compensation.  If  I  w^rongfuUy  go  upon  your  farm  or  wrong- 
fully continue  to  hold  possession  of  it  and  go  to  all  the  expense  of 
producing  a  crop  on  the  farm,  no  court  in  any  country  where  the 
common  law  is  administered  will  give  me  any  part  of  the  crop.  I 
must  give  the  entire  crop  that  I  have  produced  to  the  owner  of  the 
farm  because  my  possession  was  wrongful. 

Now,  a  practice  has  grown  up  to  the  injury  of  the  short-line  roads 
on  the  part  of  the  big  trunk-line  roads  of  grabbing  freight  and 
hauling  it  contrary  to  instructions  and  routing  orders.  Those  giv- 
ing orders  to  have  shipments  to  them  routed  over  short-line  rail- 
roads usually  have  good  reasons  for  so  doing.  They  have  their 
warehouse,  as  a  rule,  on  the  tracks  of  the  short  line  where  convenient 
and  inexpensive  deliveries  can  be  made. 

I  can  think  of  no  good  reason  for  the  enactment  of  a  statute  to 
encourage  these  wrongful  diversions  by  providing  compensation 
for  the  performance  of  same.  Such  acts  injure  the  public  as  well 
as  the  short-line  railroads.  And  again,  what  is  "  out  of  pocket 
cost "  in  the  connection  in  which  it  is  used  in  this  bill  ?  I  doubt 
very  much  if  it  is  susceptible  of  proof.     In  any  event,  it  is  con- 
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trary  to  every  principle  of  law  and  justice  to  provide  compensation 
for  an  act  that  is  wrongful.  The  law  favors  penalizing  rather  than 
compensating  those  who  perform  such  work. 

And  there  is  another  provision  in  this  Cummins  bill  which  I  want 
to  censure.    I  find  this  proviso  on  page  13 : 

Provided.  furtJier,  That  terminals,  belt-line  railways,  tap  lines,  and  other 
short  lines  or  lines  owned  and  operated  by  distinct  corporations  and  so 
peculiarly  situated  or  in  such  tinancial  condition  as  to  be  practically  incapable 
of  consolidation  may  be  excluded  if,  in  the  judgment  of  the  boai'd,  it  is  for 
the  public  interest. 

I  think  this  provision  is  not  alone  unnecessary,  but  is  an  open 
door  for  the  entrance  of  gross  injustice.  It  may  be  used  as  a 
guillotine,  by  which  any  short-line  road  may  have  its  head  chopped 
off  in  the  organization  of  the  railroads  after  the  lapse  of  Federal 
control. 

Gentlemen,  you  know — I  assume  that  you  know ;  I  think  you  do — 
that  the  short  lines  have  been  most  unjustly  treated,  because  there 
was  a  small  proviso  something  like  this  in  the  act  turning  the  rail- 
roads over  to  the  Federal  Government  for  operation.  By  that  pro- 
viso, as  you  are  aware,  Mr.  McAdoo  was  given  the  power  to  exclude 
all  roads  that  he  did  not  want,  and  he  excluded  the  short  lines,  the 
weak  lines.  Eight  hundred  or  more  short-line  railroads,  that  were 
just  as  much  railroads  as  any  railroad  in  America,  were  thrown 
out,  and  that  many  more  roads,  about  which  there  might  be  some 
question  as  to  whether  they  w^ere  industrials  or  not,  were  also 
thrown  out. 

The  freight  properly  belonging  to  these  roads  was  diverted,  and 
absolutely  prohibited  in  many  instances.  These  roads  thus  excluded 
from  Federal  control  have  gone  on  and  operated  for  the  convenience 
of  the  public,  and  they  are  operating  yet. 

Now,  gentlemen,  I  believe  that  one  of  the  objects  of  all  law  is  the 
protection  of  the  weak  from  the  aggressions  of  the  strong.  Some 
contend,  and  properly  so,  that  the  strong  can  usually  take  care  of 
themselves;  that  statutes  should  be  specially  drafted  so  as  to  pro- 
tect the  weak. 

I  contend,  and  I  think  that  it  is  a  fair  contention,  that  any  railroad, 
any  short-line  railroad,  that  has  lived  for  the  last  18  months  without 
any  money  from  the  public  treasury,  and  with  nearly  everything 
turned  against  it,  has  earned  its  right  to  continue  to  live,  just  the 
same  as  the  Republic  of  France  has  earned  her  right  to  live  as  a 
nation,  because  her  sons  stood  for  more  than  100  days  upon  the  hills 
about  Verdun,  and  with  little  assistance  from  their  allies  hurled  back 
the  titanic  forces  of  the  German  Empire.  And  for  a  similar  reason 
those  men  representing  the  800  short  lines  have  earned  the  right  for 
their  roads  to  continue  to  live  as  a  part  of  the  railroad  system  of  this 
country. 

In  this  Cummins  bill  I  find  provisions  for  the  taking  over  of  the 
railroads  and  the  forming  of  them  into  spheres  or  systems.  The 
rights  of  all  roads  that  become  a  part  of  one  of  these  spheres  seem 
to  be  fairly  well  guarded,  but  what  is  to  become  of  the  terminals  and 
the  belt  lines  and  the  tap  lines  and  the  other  short  lines,  or  lines 
owned  and  operated  by  distinct  corporations,  that  may  be  excluded 
if  this  excluding  proviso  becomes  a  part  of  our  statute  law?  Does 
not  this  excluding  provision  render  insecure  not  alone  the  owners  of 
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the  designated  lines  of  railway  but  the  people  of  every  town  and  city 
dependent  upon  these  lines  for  the  performance  of  their  railroad 
service  ?  Does  the  fact  that  these  distinct  corporations  may  want  to 
retain  control  of  their  properties,  so  that  they  may  be  operated  for 
the  convenience  of  the  people  they  serve,  expose  them  to  possible 
extinction  ? 

And  the  language  of  this  proposed  law  is  sufficiently  broad  to  in-, 
elude  long  lines  as  well  as  short  lines  in  its  exclusions.  I  have  heard 
big  railroad  men  contend  that  the  Chicago  Great  Western  was  a 
wholly  unnecessary  railroad.  Do  the  men  who  drafted  the  proviso 
which  I  am  criticizing  want  to  place  that  great  railroad  and  the 
many  towns  and  cities  and  industries  which  it  has  built  at  the  mercy 
of  some  board  or  commission? 

I  say  that  these  railroads  which  have  lived  during  this  period  of 
war  and  have  continued  to  operate  should  be  protected  by  you  men. 
They  have  earned  the  right  to  continue  to  live,  just  as  much  as  the 
Republic  of  France  has  earned  its  right  to  live, 

I  think  that  our  railroad  law  soon  to  be  enacted  should  be  made 
applicable  alike  to  all  railroads,  and  that  this  excluding  proviso 
should  be  excluded,  should  be  knocked  out. 

The  Chairman.  We  thank  you  for  expressing  your  views. 

Mr.  Carr.  I  thank  you,  Mr.  Chairman  and  gentlemen  of  the  com- 
mittee. 

The  Chairman.  The  committee  will  now  take  a  recess  until  10, 
o'clock  Monday  morning. 

(Thereupon  the  committee  took  a  recess  until  Monday,  September 
"15,  1919,  at  10  o'clock  a.  m.) 


Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Monday^  September  15^  1919. 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  John  J.  Esch  (chair- 
man) presiding. 

The  Chairiman.  We  will  hear  this  morning  Mr,  Freer,  represent- 
ing the  National  Industrial  Traffic  League,  About  how  nmch  time 
will  you  require  in  your  direct  statement,  Mr.  Freer? 

Mr.  Freer.  I  should  judge  not  over  an  hour,  Mr.  Chairman,  for 
what  I  wish  to  say  to  the  committee. 

The  Chairman.  We  have  quite  a  heaA^'  calendar  for  to-day. 

STATEMENT   OF  MR,   GUY  M.  FREER,  REPRESENTING  THE  NA- 
TIONAL  INDUSTRIAL  TRAFFIC  LEAGUE,  CINCINNATI,  OHIO. 

Mr.  Freer.  Mr.  Chairman,  my  name  is  Guy  M.  Freer,  I  reside  at 
Cincinnati,  Ohio.  I  am  employed  as  secretary  of  the  Central  Coal 
Association,  which  is  an  association  of  the  coal  operators  in  West 
Virginia,  Kentucky,  and  northeastern  Tennessee.  I  am  appearing 
here,  however,  not  in  that  connection,  but  as  president  of  the  Na- 
tional Industrial  Traffic  League.  I  can  file  with  the  reporter,  if  you 
desire,  a  pamphlet  which  gives  a  list  of  the  members  of  that  organi- 
zation, and  also  contains  the  constitution  and  by-laws. 

The  league  was  organized  in  1907  or  1908  to  deal  with  transporta- 
tion and  traffic  matters  in  the  interest  of  the  shipping  public.     Its 
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membership  is  scattered  throughout  the  entire  country  and  is  com- 
posed of  the  traffic  managers  or  ti^affic  secretaries  of  chambers  of 
commerce,  boards  of  trade,  and  similar  organizations;  also  the 
traffic  representatives  of  the  larger  industrial  concerns  throughout 
the  country.  It  has  a  nominal  membership  now  of  something  over 
050,  but  as'  I  have  already  indicated,  those  memberehips  are  largely 
held  by  chambers  of  commerce,  boards  of  trade,  and  similar  organi- 
zations, so  that  the  league  represents  a  very  large  total  membership. 

Mr.  Hamilton.  What  is  the  prime  purpose  of  your  organization, 
Mr.  Freer? 

Mr.  Freer.  I  will  read  that,  Mr.  Hamilton,  it  is  not  long.  Article 
II  of  the  constitution  says : 

The  object  of  this  league  is  to  interchange  ideas  concerning  traffic  matters; 
to  cooperate  with  the  Interstate  Commerce  Commission,  State  raih'oad  connnis- 
sions,  and  transportation  companies  in  promoting  and  securing  a  better  under- 
standing by  the  public  and  the  State  and  National  (governments  of  the  needs 
of  the  traffic  world ;  to  secure  proper  legislation  \\  here  deemed  necessary,  and 
the  modification  of  present  laws,  regulations,  and  rulings  where  considered 
harmful  to  the  free  interchange  of  commerce;  with  a  view  to  advance  fair  deal- 
ing, and  ro  promote,  conserve,  and  protect  the  commercial  and  transportation 
interests. 

At  the  last  annual  meeting  of  the  league,  which  was  lield  in  Cincin- 
nati, Ohio,  November  21  and  22,  191S — and  that  you  will  observe  was 
immediately  after  the  signing  of  the  armistice  and  before  the  then 
^ director  general  had  written  his  letter  to  Judge  Sims,  in  which  he 
suggested  an  extension  of  the  time  of  Government  operation — the 
subject  of  greatest  interest  to  the  members  of  the  league,  in  view  of 
the  passing  of  war  conditions,  was  the  question  of  the  disposition  to 
be  made  of  the  railroads. 

This  matter  was  thoroughly  discussed  by  the  members,  and  after 
the  discussion  resolutions  were  adopted  which  in  substance  expressed 
the  view  that  we  were  unalterably  opposed  to  Government  owner- 
ship of  railroads  or  to  a  continuance  of  Government  operation,  and 
that  we  favored  the  return  of  the  railroads  to  their  owners  for  opera- 
tion as  soon  as  possible. 

The  resolutions  further  authorized  the  President  to  appoint  a 
special  committee  to  study  the  subject  and  submit  a  report  sug- 
gesting the  recommendations  which  the  league  should  make  to  Con- 
gress. In  accordance  with  the  resolutions,  certain  views  were 
adopted  which  I  later  presented  to  the  Senate  committee,  and  I 
should  like  to  run  over  those  brieflj^  becaus-e  it  has  seemed  to  me 
that  these  views  are  very  similar  to  the  proposed  legislation  as  em- 
bodied in  the  Esch-Pomerene  bill,  with  the  addition  of  the  Cummins 
bill  (S.  641),  which  was  before  the  House  committee  and  reported 
out  by  you  some  time  ago. 

In  presenting  our  views  to  the  Senate  conunittee  we  urged  that 
certain  things  be  given  immediate  consideration  and  that  other 
matters  be  taken  up  later. 

For  immediate  consideration  we  suggested  de^nite  rejection  of 
the  proposal  to  extend  the  period  of  Government  operation.  We 
understand  it  is  not  necessary  to  enlarge  upon  that  at  this  time. 

As  a  second  proposal  we  suggested  that  pending  the  return  of 
the  railroads  to  corporate  control  and  operation,  section  10  of  the 
Act  of  March  21,  1918  be  amended  to  provide  that  during  the  con- 
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tinuance  of  Government  operation  all  rates,  fares,  charges,  rules, 
and  classifications  of  railroads  under  Federal  control  as  shown  in 
the  tariffs  on  file  with  the  Interstate  Commerce  Commission  shall 
remain  in  full  force  and  effect  until  changed  by  authority  of  the 
Interstate  Commerce  Commission. 

In  a  measure  that,  as  I  understand  it,  would  be  covered  by  the 
Cummins  bill  (S.  641)  which  passed  the  Senate  and  has  been  recom- 
mended out  by  this  committee,  with  this  exception,  that  our  recom- 
mendation contemplated  that  all  rates  during  the  balance  of  the 
life  of  Federal  control  should  be  subject  to  change  onh"  by  the 
Interstate  Commerce  Commission.  The  Cummins  bill,  as  amended 
by  the  House  committee,  proposes  that  as  to  intrastate  rates  the 
State  commissions  shall  resume  their  jurisdiction.  Our  idea  was 
that  during  the  period  of  Government  control,  which  was  exercised 
only  under  the  war  power,  it  was  perhaps  a  little  inconsistent  to 
have  the  States  exercise  jurisdiction  over  rates,  but  having  consid- 
ered bill  S.  641  as  amended  by  the  House  committee,  I  would  like, 
right  at  this  point,  to  offer  a  suggestion  in  that  connection,  as  fol- 
lows: 

We  favor  the  Cummins  bill  (S.  641)  with  the  House  amendments, 
with  the  additional  provision  that  in  the  event  the  President  finds 
it  necessary  to  make  a  general  change  in  rates  or  fares  and  the  In- 
terstate Commerce  Commission  approves  such  change  as  to  inter- 
state traffic,  the  same  advances  shall  be  made  in  the  State  rates  or 
fares  without  securing  specific  authority  from  the  State  commissions. 

In  other  words,  only  in  the  event  the  President  undertook  to  make 
a  general  change  under  some  emergency  which  he  might  deem  to 
exist — in  that  event,  if  the  Interstate  Commerce  Commission  ap- 
proves the  proposed  change  as  to  interstate  rates  we  propose  that 
the  same  change  in  the  level  of  rates  should  become  effective  as  to 
State  traffic. 

Mr.  Sanders  of  Indiana.  During  the  period  of  Federal  control, 
instead  of  having  all  that  confusion  about  where  the  jurisdiction 
lies,  why  not  place  it  all  in  the  Interstate  Commerce  Commission? 

Mr.  Freer.  That  was  our  idea,  Mr.  Sanders,  and  that  was  the 
recommendation  I  made  to  the  Senate  committee.  It  seemed  to 
us  somewhat  inconsistent  during  the  life  of  Federal  control  to  have 
the  two  jurisdictions  and  we  made  the  suggestion  to  the  Senate 
committee  that  the  Interstate  Commerce  Commission  should  have 
control  during  the  balance  of  the  period  of  Government  operation, 
but  in  view  of  the  action  taken  by  the  House  committee  with  which 
we  found  no  particular  fault,  we  want  to  have  this  additional  pro- 
vision which  we  think  will  substantially  meet  the  situation  as  we 
intended  to  have  it  covered  if  our  views  had  prevailed. 

The  next  suggestion  which  we  made  to  the  Senate  committee  as 
to  immediate  legislation  was  that  provision  be  made  to  require  the 
Director  General  to  pay  final  judgments,  in  suits  for  recovery  of 
claims  for  losses,  damages,  overcharges,  etc.  Also  that  provision 
be  made  for  the  prompt  settlement,  after  the  return  of  the  rail- 
roads to  corporate  control  and  operation,  of  claims  of  this  character 
accruing  during  the  period  of  Federar  control  and  operation  which 
remain  unpaid  when  Federal  control  is  relinquished.  That,  as  we 
understand  it,  is  fully  covered  in  the  Cummins  bill  (S.  641). 
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Those  were  our  only  suggestions  as  to  legislation  which  should 
be  enacted  to  be  effective  during  the  balance  of  the  period  of  Fed- 
eral control. 

As  to  subsequent  legislation,  we  suggested  the  repeal  of  the  anti- 
trust and  antipooling  legislation  as  affecting  railroads  and  the 
enactment  of  legislation  permitting,  encouraging,  and  in  proper 
cases,  requiring  cooperative  activities  among  common  carriers,  such 
as  the  pooling  of  cars,  locomotives,  and  other  equipment;  the  joint 
use  of  terminals;  also  the  merger  of  railroads  within  reasonable 
limitations  when  approved  by  the  commission  as  in  the  public  in- 
terest. 

The  next  suggestion  was  that  if  pooling  of  traffic  and  the  revenue 
derived  from  such  traffic  is  permitted  it  should  be  provided  that  the 
approval  of  the  commission  be  first  obtained,  that  the  service  of  the 
carriers  to  the  public  be  not  impaired  by  such  pooling  and  that  the 
commission  be  authorized  to  dissolve  such  pools  whenever  the  public 
interest  may  so  require,  and  provided  that  nothing  herein  contained 
shall  deprive  the  shipper  of  the  right  to  route  his  traffic  as  provided 
in  section  15  of  the  act  to  regulate  commerce. 

As  I  understand  it,  Mr.  Chairman,  those  suggestions  so  far  have 
been  satisfactorily  taken  care  of  by  provisions  of  the  Esch-Pomerene 
bill.  The  only  doubt  in  our  minds  was  as  to  the  effect  of  pooling 
on  the  right  of  the  shipper  to  route  his  traffic.  In  the  Esch-Pom- 
erene bill  there  is  no  provision  for  any  modification  of  that  right 
as  it  now  stands  in  section  15  of  the  act,  and  we  therefore  under- 
stood that  as  long  as  that  remained  unimpaired  the  pooling  provi- 
sion would  not  deprive  the  shipper  of  t]ie  right  to  route  his  freight, 
even  though  the  commission  might,  on  application  of  the  carriers, 
authorize  some  sort  of  pooling  as  to  certain  traffic. 

The  next  recommendation  was  that  the  commission  should  be 
given  clear  and  complete  authority  to  fix  the  division  of  joint  rates, 
whether  or  not  such  joint  rates  were  prescribed  by  the  commission. 
That  we  understand  is  now  taken  care  of  in  the  Esch-Pomerene 
bill. 

There  had  been  some  doubt,  you  will  remember,  Mr.  Chairman, 
on  the  part  of  the  commission  as  to  whether  the  authority  to  pre- 
scribe divisions  of  joint  rates  existed  only  in  connection  with  rates 
which  the  commission  itself  had  fixed.  That  question  came  up  in 
the  case  of  the  Morgantown  and  Kingwood  Railroad,  and  the  com- 
mission first  decided  that  it  could  not  prescribe  the  divisions  unless 
it  had  fixed  the  through  rate.  Later,  on  rehearing,  it  decided  it 
could  fix  them  and  it  did  fix  them. 

The  Chairman.  They  reversed  the  policy  in  that  case. 

Mr.  Freer.  Yes,  Mr.  Chairman.  There  seemed  to  be  some  doubt, 
and  while  the  final  action  taken  by  the  commission  was  the  action 
which  we  believed  to  be  proper,  we  suggest  that  if  there  is  any  room 
for  doubt,  it  would  be  desirable  to  have  that  taken  care  of. 

The  next  suggestion  was  that  the  fourth  paragraph  of  section  15 
of  the  act  be  amended  to  eliminate  the  provision  that  the  commis- 
sion may  not,  without  the  carrier's  consent,  embrace  in  a  through 
route  substantially  less  than  the  entire  length  of  its  railroad,  etc. 

I  do  not  understand,  Mr.  Chairman,  that  that  has  been  touched 
on  in  any  way  in  the  Esch-Pomerene  bill,  and  it  is  not  a  matter  we 
are  very  insistent  on.     We  have  felt,  however,  that  that  limitation 
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IS  not  desirable,  and  that  the  commission  in  establishing  new  through 
routes  should  not  be  limited  by  this  restriction  which  requires  that 
the  originating  carrier  shall  not  be  deprived  of  the  longest  haul 
which  it  can  receiA'e  except  in  cases  where  such  a  route  would  be  un- 
duly circuitous.  And  on  the  general  idea  that  as  a  result  of  this 
new  legislation,  something  may  be  worked  out  to  help  the  poorer 
roads,  we  have  thought  that  the  removal  of  that  limitation  might 
be  desirable. 

The  Chairman.  Of  course,  the  observance  of  that  part  of  the  act 
heretofore  has  resulted  in  a  good  deal  of  wastage  of  ton-mile  haul 
which  would  be  a  natural  burden,  of  course,  upon  the  shipping 
public. 

Mr.  Freer.  The  next  recommendation  was  to  amend  section  15  of 
the  act  to  regulate  commerce  to  give  the  commission  authority  to  pre- 
scribe minimum  rates  wherever  the  commission  finds  such  action 
necessary  in  order  to  remove  unjust  discrimination  or  to  correct  rates 
found  to  be  so  low  as  to  place  an  undue  burden  upon  other  traffic. 
That  has  been  incorporated  in  the  Esch-Pomerene  bill. 

The  next  was  to  give  to  the  Interstate  Commerce  Commission 
authority  to  regulate  the  issuance  of  railroad  securities,  and  that  has 
also  been  t^iken  care  of. 

Mr.  Sanders  of  Indiana.  Is  it  your  idea  to  make  that  exclusive? 

Mr.  Freer.  That  was  our  idea,  Mr.  Sanders,  although  neither  I,  nor 
my  associates,  are  lawyers.  We  are  just  common  traffic  men.  We 
thought  that  would  be  desirable.  We  did  not  undertake  to  say 
whether  it  could  be  done,  but  that  is  our  view  as  to  what  ought  to  be 
done  if  it  be  possible. 

The  next  suggestion  was  to  confer  upon  the  commission  power  to 
authorize  or  require  extension  and  additional  facilities  and  equip- 
ment of  common  carriers,  and  to  exercise  general  supervision  over 
service,  operation,  and  maintenance;  and  that  we  understand  is  fully 
covered  in  the  Esch-Pomerene  bill. 

The  following  one  authorizes  the  Interstate  Commerce  Commis- 
sion to  cooperate  with  the  State  commissions  and  to  utilize,  where 
practicable,  the  services  and  facilities  of  such  State  commissions. 
That  is  also  taken  care  of. 

Then  the  following  one  was,  that  we  do  not  favor  continuance  of 
the  amendment  of  August  9,  1917,  to  section  15  of  the  act  to  regu- 
late commerce,  which  requires  that  schedules  of  rates  be  approved  by 
the  commission  before  filing  by  carriers. 

We  advocate  the  initiation  of  rates  by  the  carriers  subject  to  the 
suspension  power  of  the  commission  as  embodied  in  section  15. 

And  right  there,  perhaps,  Mr.  Chairman,  I  should  state  our  views 
as  to  the  change  in  the  suspension  provision  as  it  is  proposed  in  the 
Esch-Pomerene  bill.  Our  recommendation  was  that  the  original 
provision  of  section  15  be  restored,  which  would  mean  the  commis- 
sion would  suspend,  where  it  saw  fit,  for  a  period  of  120  days,  and 
then,  if  necessary,  for  a  subsequent  period  of  six  months.  The  Esch- 
Pomerene  bill  proposes  120  daj'^s  as  the  only  and  final  period  of  sus- 
pension. I  was  here,  two  weeks  ago  I  think  it  was,  when  Mr.  Elm- 
quist  addressed  your  committee,  and  as  I  understood  it,  he  suggested 
that  the  120-day  period  was  hardly  sufficient. 

The  Chairman.  He  recommended  an  additional  two  months. 
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Mr.  Fkeer.  He  recommended  an  additional  period  of  two  months. 
We  have  considered  that.  As  I  have  said,  our  original  recommenda- 
tion to  the  Senate  committee  was  that  the  present  provision  as  to 
suspension  be  continued,  120  days  plus  6  months.  AVe  have  con- 
sidered that  further  and  we  feel  that  perhaps  there  should  not  be 
that  long  a  period  of  suspension,  but  we  agree  with  Mr.  Elmquist 
that  120  days  would  not  be  sufficient  in  many  cases,  particularly^  in 
a  case  of  any  importance. 

As  I  recall  it,  Mr.  Chairman,  at  one  time  the  Interstate  Connnerce 
Commission,  in  an  annual  report  to  Congress,  in  speaking  of  the  sus- 
pension provision  of  the  act,  suggested  that  the  suspension  period 
ought  to  be  one  undivided  period  rather  than  an  initial  period  with 
a  subsequent  extension,  and  that  has  appealed  to  us  as  being  desir- 
able. So  our  view  is,  if  the  period  is  to  be  shortened  as  proposed, 
that  instead  of  120  days  there  be  a  suspension  period  of  say  six 
months  as  one  undivided  period  of  suspension,  because  as  a  practical 
matter,  Mr.  Chairman,  if  it  is  a  case  of  any  considerable  importance, 
nine  times  out  of  ten  the  matter  will  not  be  disposed  of  within  the 
120  days  and  then  there  will  be  a  subsequent  suspension  for  a  period 
of  two  months,  or  whatever  the  time  may  be.  We  think  it  is  desir- 
able all  around,  from  the  standpoint  of  convenience  and  saving  to  the 
commission,  and  for  every  one,  to  have  one  undivided  period  for 
whatever  length  of  time  Congress  may  determine  to  be  proper.  We 
suggest  six  months. 

Mr.  Sweet.  And  you  believe  that  the  initiation  of  rates  should 
be  left  solely  to  'the  carriers  ? 

Mr.  Freer.  We  believe  that,  Mr.  Sweet.  We  did  suggest  to  the 
Senate  Committee,  and  I  suppose  I  shall  come  to  that  somewhere 
here,  that  there  had  been  some  good  features  in  connection  with 
these  traffic  committees  which  were  established  by  the  Railroad  Ad- 
ministration and  that  the  commission,  when  it  resumed  its  full  func- 
tions, should  be  authorized  to  establish  some  machinery  or  prescribe 
some  procedure  which  will  provide  for  publicity  by  the  carrier  of 
contemplated  rate  changes,  and  for  conference  between  the  carriers 
and  the  interested  public  before  the  tariffs  are  filed,  in  order  to 
prevent  unnecessary  litigation  before  the  commission,  and  min- 
imize the  demands  upon  the  commission  for  the  exercise  of  its  sus- 
pension power.  We  were  not  much  concerned  about  the  machinery 
to  accomplish  this  end,  but  wg  quite  strongly  advocate  some  plan 
to  bring  together  the  carrier  proposing  a  change  in  its  rates  and  the 
interested  shippers,  so  that  the  matter  may  be  discussed  before  the 
tariff  is  filed  with  the  commission.  The  result  would  be  that  ship- 
pers who  might  otherwise  object  to  the  tariff  and  ask  for  suspension, 
might  frequently  have  their  objections  removed  by  such  conference 
and  discussion  with  the  carrier,  or  they  might  advance  very  good 
reasons  why  the  carrier  should  abandon  its  attempt  to  make  the 
proposed  change  in  rates. 

We  felt  that  something  would  be  accomplished  by  such  procedure 
and  that  the  work  of  the  commission  would  be  lessened  to  a  consid- 
erable extent.  There  have  been  criticisms  of  the  operation  of  the 
traffic  committees  of  the  Railroad  Administration,  but  there  have 
also  been  commendations  of  some  features  of  the  plan,  and  the  prac- 
tice of  giving  publicity  to  proposed  rate  changes  and  providing  the 
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machinery  by  which  the  interested  shippers  and  carriers  may  be 
afforded  the  opportunity  to  get  top-ether  for  discussion  of  the  merits 
of  proposed  changes  is  well  worth  recognition  as  a  permanent  policy. 

The  Chairman.  Commissioner  Clark  in  his  testimony  suggested 
that  the  district  traffic  committeeman  might  be  retained,  the  per- 
sonnel to  be  appointed  b}^  the  commission  pending  the  period  of  re- 
construction in  order  to  avoid  the  flood  of  applications  which  other- 
wise would  come  to  the  commission. 

Mr.  Freer,  I  understood  his  suggestion  was  a  temporary  one. 

The  Chairman.  Yes. 

Mr.  Freer.  If  it  is  a  good  plan  temporarily,  certain  features  of  it 
might  be  good  permanently. 

Mr.  Den  ISDN.  What  are  the  circumstances  that  would  make  it 
require  longer  than  120  days  for  the  commission  to  determine  a 
matter  involving  rates  where  there  was  a  suspension? 

Mr.  Freer.  Mr.  Denison,  I  have  had  some  experience  with  those 
cases,  and  I  will  say  that  if  it  is  a  case  of  any  considerable  impor- 
tance it  requires  quite  a  little  time  for  the  preparation  of  the  statis- 
tics and  information  which  the  carrier  may  want  to  present  in  jus- 
tification of  his  proposal  to  advance  rates ;  and  it  then  requires  quite 
a  considerable  time  on  the  part  of  the  shipping  public  opposing  the 
change  to  prepare  its  evidence  for  presentation.  If  both  sides  to 
the  controversy  were  prepared  immediately  to  submit  everything 
they  had  and  go  home,  the  commission  could  undoubtedly  dispose  of 
most  of  the  cases  in  the  120-day  period,  but  the  commission  is  help- 
less as  against  the  desire  or  insistence  of  one  side  or  the  other,  or 
both  sides,  that  they  must  have  more  time ;  and  if  it  is  a  case  of  any 
great  importance,  as  many  of  them  are,  the  time  which  the  carriers 
or  the  opposing  shippers  require  delays  the  final  submission  of  the 
case  to  the  commission,  so  that  when  it  is  submitted  there  is  not  the 
opportunity,  within  the  period  of  120  days,  to  reach  a  conclusion  and 
issue  the  order. 

Mr.  Denison.  Is  there  any  principle  upon  which  the  class  of  cases 
that  are  to  be  disposed  of  could  be  divided  so  that  as  to  certain  of 
those  cases  of  a  certain  class  there  could  be  a  longer  time  and  for 
the  balance  of  period  of  120  days? 

Mr.  Freer.  I  think,  Mr.  Denison,  it  would  be  very  difficult.  I 
believe  that  a  period  of  six  months  is  not  unreasonably  long,  and 
that  undoubteuly  with  a  six  montns  perioo.  there  wul  oe  some  cases, 
and  probably  some  very  important  cases,  which  it  will  be  physically 
impossible  to  dispose  of  in  the  six  months,  and  the  result  will  be  that 
the  rates  will  become  effective  at  the  end  of  that  time.  You  have 
safeguarded  that,  however,  in  this  bill  by  the  direction  that  where 
they  do  become  effective  there  shall  be  an  accounting  of  the  amounts 
collected,  and  upon  the  conclusion  of  the  consideration  of  the  case 
by  the  commission,  if  it  finds  that  the  advance  was  not  justified, 
the  money  shall  be  returned.  I  will  admit  that  that  is  not  the  best 
remedy,  perhaps,  because  in  many  cases  the  money  is  not  returned 
to  the  man  who  is  out  of  pocket,  but  it  is  the  best  that  can  be  done. 

Mr.  Denison.  If  the  rate  should  not  go  into  effe -t  for  six  months 
then  the  carrier  has  been  deprived  of  that  revenue  for  six  months? 

Mr.  Freer.  Yes,  sir. 

Mr.  Denison.  Is  not  that  an  injustice  to  the  carrier? 
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Mr.  Freer.  1  think  not. 

Mr.  Denison.  If  the  commission  finds  that  it  is  a  just  and  proper 
rate,  then,  as  a  matter  of  fact,  it  finds  that  the  carrier  shoukl  have 
been  allowed  to  collect  it? 

Mr.  Freer.  I  can  not  agree  to  that.  The  presumption,  of  course, 
is  in  favor  of  the  reasonableness  of  the  existing  schedules.  The  rate 
that  is  now  on  file  is  presumed  to  be  reasonable  until  something  to  the 
contrary  is  shown.  If  a  carrier  comes  along  and  files  another  rate 
that  presumption  still  attaches  to  the  present  rate  and  not  the  pro 
posed  rate,  and  the  burden  is  on  the  carrier  to  show  that  the  new 
rate  is  reasonable  instead  of  the  rate  which  is  now  on  file.  I  can  not 
believe  that  the  time  which  may  be  reasonably  necessary  to  afford  a 
hearing  for  tlip  carrier  to  present  all  that  it  cares  to  present  in  sup- 
port of  its  proposal  and  to  afford  the  interested  parties  time  to 
present  what  they  may  desire  to  present  in  opposition — I  can  not 
believe  that  it  is  any  detriment  to  the  carrier  or  anything  that  should 
not  be  in  the  law. 

At  one  time  there  was  a  suggestion  that  there  be  a  secretary  of 
transportation,  a  Cabinet  officer,  and  our  next  suggestion  to  the 
Senate  committee  covered  that,  and  was  as  follows: 

We  earnestly  insist  that  Federal  regulations  of  common  carriers  be  vested  in 
the  Interstate  Commerce  Commission  exclusively,  and  protest  against  legislation 
investing  regulatory  authority  in  whole  or  in  part  in  any  governmental  de- 
partment or  agency. 

That  was  directed  at  that  time  to  the  suggestion  that  there  should 
be  a  secretary  of  transportation.  In  our  opinion  the  same  oojection 
would  apply  to  the  proposal  to  create  a  transportation  board.  I  shall 
discuss  that  a  little  later,  if  I  have  the  opportunity. 

We  do  not  favor  legislation  creating  regional  commissions.  We  be- 
lieve that  the  commission  under  the  present  law  has  ample  power  to 
establish  branch  offices  at  points  throughout  the  country  wherever  it 
believes  that  the  establishment  of  such  offices  will  expedite  its  work  or 
be  for  the  convenience  of  the  public.  We  object  to  regional  commis- 
sions. Wc  think  it  would  be  entirely  proper  if  the  commission,  on 
investigation,  finds  it  advisable  to  establish  branch  offices  at  Chicago, 
Atlanta,  and  other  central  points,  the  commission  itself  to  appoint  the 
man  who  is  to  have  charge  of  such  office,  and  the  public  and  the  car- 
riers could  come  in  there  with  complaints,  either  formal  or  informal, 
but  the  final  decision  in  every  case,  of  course,  to  rest  with  the  com- 
'  mission  itself. 

Mr.  WiNSLOAV.  Will  you  be  good  enough  to  elaborate  your  objection 
to  regional  commissions? 

Mr.  Freer.  There  are  a  number  of  objections  in  our  minds.  First, 
we  can  not  avoid  feeling  that  if  regional  commissions  are  created  you 
are  not  going  to  have  a  uniform  system  of  regulation  but  that  you  will 
have  rulings  made  in  one  section  which  will  not  harmonize  with  those 
made  in  another.  Some  of  our  people  also  have  a  very  strong  objec- 
tion to  it,  because  of  their  feeling  that  regional  commissions  in  the 
course  of  time,  shorter  or  longer,  will  get  the  atmosphere  of  the  par- 
ticular district  where  they  live  and,  perhaps  unconsciously,  be  unduly 
infliienced  by  the  views  and  wishes  of  the  public  in  that  particular 
section.  Wliether  that  is  so  or  not,  we  have  that  feeling.  Those,  Mr. 
Winslow,  were  the  principal  objections,  as  we  saw  them. 
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Mr.  WiNSLOw.  Is  there  not  some  power  in  the  idea  of  getting  the 
local  viewpoint?  For  instance,  the  conditions  of  Texas  are  not  the 
conditions  of  Vermont. 

Mr.  Freer.  We  think  that  the  commission  can  get  all  the  views 
that  are  necessary  as  to  local  conditions.  It  is  certainly  incumbent 
upon  the  people  who  have  the  case  to  present  the  conditions  which 
differentiate  their  situation  from  some  other  situation.  We  have 
confidence  that  we  would  be  able  to  do  that  in  any  case  in  which 
we  were  interested. 

Mr.  WiNSLOw.  Your  organization? 

Mr.  Freer.  No;  I  do  not  mean  the  organization,  because  it  does 
not  deal  with  a  complaint  of  that  sort.  I  mean  the  members  of  the 
organization  individually.  Our  members  are  traffic  representatives 
of  chambers  of  commerce  and  boards  of  trade  or  men  in  charge  of 
the  traffic  of  industries,  and  we  feel  that  we  can  present  to  the  com- 
mission any  local  conditions  in  cases  in  which  we  are  individually 
interested. 

Mr.  WiNSLOw.  Just  whom  do  you  represent,  exactly  ? 

Mr.  Freer.  For  the  purposes  of  my  appearance  here  I  am  rep- 
resenting the  National  Industrial  Traffic  League,  which  I  explained 
earlier  is  an  organization  composed  of  the  traffic  secretaries,  traffic 
managers,  or  traffic  commissioners  of  the  chambers  of  commerce 
and  boards  of  trade  and  similar  organizations  throughout  the  coun- 
try and  also  men  in  charge  of  the  traffic  and  transportation  work 
of  the  larger  industrial  corporations  throughout  the  country. 

Mr.  WiNSLow.  The  larger  ones? 

Mr,  Freer.  Yes ;  the  larger  ones.  The  smaller  ones  maintain  their 
connection  with  this  national  organization  through  their  local  cham- 
bers of  commerce  or  boards  of  trade,  but  a  great  many  of  the  larger 
ones,  in  addition  to  the  connection  which  they  have  through  a  local 
chamber  of  commerce,  maintain  an  individual  membership  in  order 
to  give  the  organization  greater  financial  support. 

Mr.  WiNSLow.  To  what  extent  do  your  views  or  the  association's 
views  coincide  with  those  of  the  particular  body  which  gi^ew  out  of 
the  chamber  of  commerce? 

Mr.  Freer.  The  transportation  conference? 

Mr.  Win  SLOW.  Yes,  sir. 

Mr.  Freer.  I  think  they  differ  quite  materially. 

Mr.  Win  SLOW.  Which  one  of  those  represents  the  various  ele- 
ments of  the  community? 

Mr.  Freer.  I  can  not  say,  but  quite  naturally  I  think  we  do.  It 
is  very  difficult  for  this  committee  to  determine  just  how  far  any- 
body in  presenting  views  here  represents  the  public. 

Mr.  WiNSLOw.  It  seems  to  me  that  the  chamber  of  commerce  of 
one  city  is  favoring  one  thing  and  the  chamber  of  commerce  of  an- 
other city  is  favoring  another  thing. 

Mr.  Freer.  I  think  that  is  so. 

Mr.  WiNSLow.  You  are  conflicting  within  the  same  elements? 

Mr.  Freer.  I  think  so. 

Mr.  Win  SLOW.  You  do  not  have  any  real  difficulty  between  your- 
selves ? 

Mr.  Freer.  We  have  not  had.  I  was  about  to  explain  that.  The 
members  of  the  National  Industrial  Traffic  League  are  the  men 
who  are  employed  by  the  chambers  of  commerce  or  industries  and 
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"who  have  particiihxr  training  and  ability  to  handle  transportation 
questions.  Now  the  league  has  a  meeting  at  which  we  discuss  some 
such  question  as  this.  It  is  thoroughly  discussed  and  after  discus- 
sion we  act,  but  before  we  act  they  have  not  gone  back  home  and 
consulted  all  their  people. 

Mr.  WiNSLOAV.  You  mean  the  league? 

Mr.  Freer.  A  member  of  the  league  who  votes  on  one  of  these 
propositions  does  not  go  back,  if  he  represents  a  chamber  of  com- 
merce, and  asks  everybody  at  home,  What  is  your  view  on  this  or 
that.     That  would  be  an  impossible  thing  to  do. 

Mr.  WiNSLOw.  To  what  extent  has  the  organization  that  you 
represent  been  consulted  by  the  respective  chambers  of  commerce 
in  regard  to  the  proposal  of  the  conference  or  whatever  it  is  called? 

Mr.  Freer.  The}^  were  not  consulted,  so  far  as  I  know.  None 
of  them  has  been  consulted  in  regard  to  the  transportation  con- 
ference, but  I  think  that  quite  a  number  of  our  members  have  been 
consulted  by  their  local  organization  with  respect  to  the  referendum 
of  the  Chamber  of  Commerce  of  the  United  States,  which  is  a  dif- 
ferent matter,  and  they  have  expressed  their  views  on  various  fea- 
tures of  that. 

Mr.  Win  SLOW.  Then,  we  can  say  that  it  would  have  the  appearance 
of  a  conflict  of  ideas  ? 

Mr.  Freer.  I  think  that  is  true. 

Mr.  Win  SLOW.  It  looks  like  they  jumped  3^ou  people  and  delegated 
the  power  to  bring  out  a  plan  to  the  conference  ? 

Mr.  Freer.  We  feel  that  way. 

Mr.  WiNSLOw.  Perhaps,  you  put  on  the  soft  pedal  when  you 
come  to  talk  about  the  conference  ? 

Mr.  Freer.  Who,  I? 

Mr.  Win  SLOW.  The  chamber  of  commerce  and  the  traffic  men. 

Mr.  Freer.  No.  I  am  perfectly  frank;  I  have  not  any  hesitancy 
in  saying  to  you  how  we  arrive  at  our  views  and  to  what  extent 
they  represent  the  views  of  the  people  throughout  the  country^ 
There  are  conflicts,  I  have  known  that,  and  it  has  been  embarrass- 
ing. It  is  not  embarrassing  to  me  personally;  I  do  not  care  any- 
thing about  it,  but  it  must  be  that  a  question  arises  in  the 
minds  of  a  committee  such  as  this,  as  to  whom  men  appearing  here 
really  do  represent.  The  views  that  I  present  represent  the  views 
of  the  members  of  the  league.  They  do  not  necessarily  represent  the 
views  of  the  people  who  have  employed  these  men.  That  is  the  best 
explanation  I  can  make  to  you,  Mr.  Winslow. 

Mr.  Sweet.  You  have  spoken  of  establishing  agencies.  Just  what 
Avould  the  agencies  be  established  for  and  to  what  extent  would  you 
go? 

Mr.  Freer.  I  have  not  advocated  that,  Mr.  Sweet.  We  recognize 
that  there  has  been  quite  a  demand  for  the  establishment  of  regional 
commissions  on  the  theory  that  it  would  bring  the  regulation  closer 
home  to  the  people  and  so  on.  We  say  that  if  there  is  any  demand 
for  something  of  that  sort  we  do  not  favor  regional  commissions, 
but  as  a  substitute  for  them  we  believe  that  the  commission  might 
establish  offices  in  Chicago,  Atlanta,  and  other  central  points,  and 
the  commission  itself  would  select  the  man  who  would  be  in  charge 
of  that  office.     We  assume,  for  example,  that  they  might  take  one 
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of  their  attorney-examiners,  that  is  the  liighest  class  of  examiner 
that  the  commission  has,  and  they  might  place  one  of  those  men  in 
carge  of  a  branch  office  at  Chicago  and  announce  to  the  public  that 
the  office  was  there  open  to  anyone  who  had  any  grievance  or  thought 
he  had  one.  A  great  many  of  the  complaints  which  come  to  the 
commission  are  informal  and  they  are  disposed  of  as  informal  com- 
plaints and  never  reach  the  formal  docket.  It  is  desirable  from  the 
standpoint  of  the  commission  and  the  public  that  these  complaints  be 
disposed  of  informally.  We  think  that  there  might  be  an  advan- 
tage in  such  an  office  in  charge  of  a  man  with  the  proper  qualifica- 
tions where  the  people  could  come  with  things  which  to  them  ap- 
pear to  be  wrong  and  ask  questions  as  to  how  to  proceed,  and  he 
could  have  authority  to  call  in  some  representatives  of  a  railroad  and 
let  them  discuss  the  matter  before  him.  We  think  that  quite  a  good 
many  of  these  complaints  might  be  nipped  in  the  bud  that  way. 
The  commission  might  further  authorize  him  to  go  ahead  and  hear 
formal  complaints  arising  in  that  territory  just  as  they  send  the 
men  out  to  do  it.  Instead  of  sending  the  men  out  they  would  have 
him  located  there,  and  when  he  heard  a  case  he  would  do  as  he  does 
now,  write  up  his  report  and  findings  and  this  would  be  submitted 
to  the  contesting  parties  for  any  exceptions  and  then  disposed  of 
by  the  commission  itself.     That  was  our  idea. 

Mr.  Hamilton.  Have  you  worked  out  in  your  mind  so  far  this 
plan  as  to  say  where  the  agencies  would  be  located? 

Mr.  Freer.  No;  because  it  was  not  a  proposition  requiring  legis- 
lation. It  w^as  simply  a  suggestion,  because  we  were  coming  here 
saying  that  we  opposed  regional  commissions  and  we  thought  we 
should  say  that  here  was  a  possible  substitute  for  regional  commis- 
sions, which  would  not  have  the  objections  which  we  thought  at- 
tached to  regional  commissions.  I  had  not  thought  of  the  division 
of  the  country.  The  commission  could  easily  determine  on  certain 
cities  throughout  the  country  which  would  be  central  and  would 
cover  quite  a  scope  of  territory  and  establish  these  offices  there.  Of 
course,  it  is  not  analogous  at  all,  but  you  will  remember  that  they 
have  done  that  very  thing  in  the  valuation  work.  They  established 
field  offices  or  branch  offices  in  various  cities  in  connection  with  the 
work  of  the  division  of  valuation.  That  was  merely  to  expedite 
the  work  and  for  the  convenience  of  the  commission. 

The  Chairman,  Would  it  improve  the  situation  if  the  commis- 
sioners would  travel  in  circuits  and  go  out  two  or  more  on  the  more 
important  cases  as  they  did  do  years  ago? 

Mr.  Freer.  I  think,  Mr.  Chairman,  that  that  would,  perhaps, 
satisfy  the  general  public  better.  I  do  not  myself  see  any  great 
difference  between  having  a  case  heard  by  an  examiner  or  having 
it  heard  by  a  commissioner.  Originally  1  did.  I  felt  if  I  had  an 
important  case,  and  of  course,  every  case  a  man  has  is  important  to 
him.  I  did  not  want  to  trust  it  to  some  examiner,  but  I  got  over 
that.  To-day  I  would  be  as  well  satisfied  to  have  an  examiner  as 
a  commissioner,  because  you  get  the  decision  of  the  commission.  Any 
objections  that  I  might  have  had  were  removed  when  the  commis- 
sion adopted  its  plan  of  having  their  examiner  submit  a  report  and 
gi^^ug  an  opportunity  to  take  exception  to  anv  feature  of  the  ex- 
aminer's report,  which  you  were  opposed  to.     You  argue  that  before 
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the  commission.  That  gives  you  an  opportunity  to  bring  directly 
before  the  commission  the  features  of  the  case  that  you  want  to 
emphasize.  In  other  words,  if  the  examiner's  report  is  favorable, 
except  as  to  one  particular  item,  you  know  what  you  have  to  meet; 
you  know  all  you  have  to  overcome  and  you  concentrate  on  trying 
to  convince  the  commission  that  in  that  particular  the  examiner's 
report  is  all  wrong.  You  get  the  direct  attention  of  the  commission 
there.  After  the  case  has  been  heard  and  the  examiner  has  written 
up  his  report  of  the  findings  and  has  submitted  it  to  you,  you  are 
are  just  as  well  off  as  if  the  commission  had  heard  the  case. 

Mr.  Merritt.  You  will  agree  that  the  commission  at  the  present 
time  is  overburdened  and  behind  in  its  work? 

Mr.  Freer.  I  am  not  prepared  to  answer  as  definitely  as  I  ought 
to,  but  I  should  say  that  the  full  effect  or  benefit  of  the  authority 
to  the  commission  to  divide  itself  into  groups  has  not  yet  been  ap- 
parent— I  have  forgotten  when  it  became  effective,  but  it  was  not  in 
opei'ation  any  considerable  time  before  Federal  control. 

The  Chairman.  Three  of  four  months  before  Federal  control  ? 

Mr.  Freer.  Yes,  sir.  I  felt  that  it  would  be  quite  beneficial,  and 
I  still  think  it  will.  I  do  not  think  that  we  can  say  to-day  just  how 
far  that  will  relieve  the  commission. 

Mr.  Merritt.  Is  there  not  a  great  number  of  cases  that  might  be 
decided  without  ever  coming  to  the  commission  at  all  ? 

Mr.  Freer.  Possibly  so.  That  would  not  be  satisfactory  to  me 
if  I  were  the  complainant,  and  I  think  mj^  attitude  would  probably 
be  that  of  everybody  else.  In  other  words,  a  man  who  has  a  com- 
plaint wants  the  decision  of  the  commission. 

Mr.  Merritt.  I  suppose  you  know  that  many  important  legal 
rights  are  decided  by  the  Circuit  Courts  of  Appeal  and  can  not 
come  up  to  the  Supreme  Court  of  the  United  States  even  if  the  liti- 
gants AYant  to  do  so  ? 

Mr.  Freer.  I  understand  that,  but  on  the  other  hand  you  take  a 
case  that  is  in  a  court  and  referred  to  a  master,  the  master's  findings 
are  not  conclusive — you  have  the  right  to  argue  before  the  court. 

Mr.  Merritt.  I  know,  but  the  regional  commissions  might  be  the 
same  thing  as  the  Circuit  Courts  of  Appeal. 

Mr.  Freer.  We  do  not  favor  the  idea  of  regional  commissions,  and 
we  do  not  know  how  it  might  operate  if  it  were  made  effective. 

That  concludes  the  recommendations  we  made  to  the  Senate  com- 
mittee, except  a  recommendation  as  to  intrastate  rates  and  fares. 
We  recommended  to  the  Senate  committee  that  after  the  return  of 
the  railroads  to  corporate  control  and  operation  the  State  authori- 
ties be  permitted  to  resume  their  functions  in  regulating  State  fares 
and  rates  with  the  understanding,  of  course,  that  the  Interstate  Com- 
merce Commission  will  have  and  must  have  the  power  to  correct  any 
rate  or  fare  established  by  a  State  authority  which  results  in  undue 
discrimination  against  interstate  traffic.  We  think  that  our  sug- 
gestion to  the  Senate  committee  has  been  very  admirably  taken  care 
of  in  the  provisions  of  the  Esch-Pomerene  bill.  It  takes  care  of  it 
much  better  than  we  had  any  hope  it  could  be  provided  for.. and  we 
feel  that  that  is  about  as  far  as  the  country  at  large  wants  the  step 
taken  at  this  time.  I  should  say,  perhaps,  that  quite  a  number  of 
people  have  gradually  reached  the  belief  that  the  time  is  nearly 
here,  or  is  here  now,  when  there  should  be  only  one  authority  over 
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rates  and  fares,  but  after  canvassing  that  pretty  thoroughly  we 
came  to  the  conclusion,  and  so  expressed  to  the  Senate  committee^ 
that  the  State  authorities  should  have  jurisdiction  over  State  traffic 
when  the  carriers  go  back  to  corporate  control.  We  do  believe  that 
tliere  has  been  a  decided  improvement  in  the  situation  or  will  be  if 
the  provisions  of  the  Esch-Pomerene  bill  are  enacted  and  that  it  will 
be  possible  to  avoid  some  of  the  conflicts  or  at  least  when  the  con- 
flict arises  to  harmonize  the  conditions  in  better  shape  than  in  the 
past. 

That  completes,  Mr.  Chairman,  our  recommendations  to  the  Senate 
committee.  I  have  read  them  to  you  because  those  recommendations 
which  Ave  made  were  arrived  at  long  before  these  hearings  were  in 
progress.  We  did  not  have  then  the  benefit  of  the  views  which 
were  later  presented  to  the  Senate  committee  and  it  has  been  rather 
surprising  to  me  how  closely  in  the  main  our  recommendations  are 
carried  out  in  the  provisions  of  the  Esch-Pomerene  bill. 

Now,  taking  up  the  bill  itself,  if  I  may,  we  have  a  few  comments 
to  make  about  certain  provisions  of  it. 

In  connection  with  the  first  section  of  the  bill  our  organization  has 
instructed  me  to  state  that  we  oppose  conferring  upon  the  Interstate 
Commerce  Commission  jurisdiction  over  port-to-port  water  rates. 
As  to  that  I  should  also  say  that  there  were  some  differences  of 
opinion.  Our  people  are  practically  unanimous  in  believing  that 
the  commission  should  not  exercise  jurisdiction  over  port-to-port 
water  rates  of  tramp  boats  or  cargo  boats,  but  some  of  them  do  be- 
lieve that  the  commission  should  exercise  jurisdiction  over  port-to- 
port  rates  of  established  boat  lines  which  handle  business  on  regu- 
lar schedules.  After  discussing  the  matter  and  canvassing  it  very 
thoroughly  we  decided  that  we  would  go  on  record  as  opposing  giv- 
ing jurisdiction  to  the  commission  as  to  any  water  traffic  which  was 
handled  from  port  to  port  and  not  in  connection  with  a  rail  haul. 
Of  course,  joint  traffic  between  water  and  rail  lines  is  already  covered 
by  the  act. 

As  I  went  along  I  have  already  called  attention  to  section  5  of  the 
bill,  page  13,  which  relates  to  pooling.  I  have  said  that  that  meets 
with  our  approval,  except  if  there  is  any  doubt  as  to  the  shipper  con- 
tinuing to  have  the  right  to  route  the  freight  under  section  15  of  the 
act  we  should  like  to  have  some  provision  made  to  show  that  the  right 
is  still  preserved  to  him.  We  understand  it  is,  because  section  15 
has  not  been  amended. 

As  to  section  14  of  the  bill,  page  23 — this  is  the  committee  print, 
Mr.  Chairman — we  think  it  is  undesirable  to  use  this  language 
about  the  cost  of  labor.  We  can  not  understand  why  the  cost  of 
labor  is  picked  out  and  given  special  mention  in  the  bill.  You  say, 
"  Operating  costs."  Operating  costs,  of  course,  include  the  cost  of 
labor.  It  is  difficult  for  us  to  see  the  consistency  after  saying  operat- 
ing costs,  of  giving  labor  special  mention  and  not  mentioning  the 
cost  of  materials,  taxes,  etc.,  and  all  other  items  which  the  commis- 
sion must  necessarily  take  into  consideration  in  arriving  at  a  reason- 
able rate.  We  have  no  particular  objection  to  it,  because  we  feel  that 
it  must  be  taken  into  consideration  whether  mentioned  here  or  not, 
but  I  think  it  is  always  objectionable  to  pick  out  one  item  of  a 
number  of  items  which  must  be  considered  and  give  it  undue  promi- 
nence. 
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As  to  section  14,  on  page  23,  when  Mr,  Elmqiiist  was  here  the  other 
day,  I  think,  sonie  member  of  the  committee  asked  him  about  this 
provision,  which  would  give  the  commission's  orders  indefinite  life, 
instead  of  the  present  provision,  which  limits  the  orders  to  not  to 
exceed  two  years. 

All  I  wanted  to  say  about  that  was  that  we  favor  the  provision 
in  the  Esch-Pomerene  bill.  We  think  there  would  be  some  advan- 
tages in  having  the  orders  of  the  commission  run  indefinitely.  There 
are  many  cases  which  the  commission  hears  which  have  required  a 
great  deal  of  time  and  expense,  both  on  the  part  of  the  commission 
and  everj^body  who  was  involved,  and  it  does  not  seem  reasonable 
that  the  orders  in  some  of  those  cases  should  be  subject  to  the  two- 
year  limitation.  On  the  other  hand,  we  can  not  ourselves  see  any- 
thing unreasonable  in  leaving  the  life  of  the  order  indefinite,  because 
the  carrier  has  the  privilege  at  any  time,  either  within  the  two  years 
or  beyond  the  two  years,  of  appearing  before  the  commission  or 
petitioning  the  commission  to  modify  or  set  aside  the  order,  on  the 
ground  that  the  conditions  have  materially  changed  since  the  order 
was  issued.  That  avenue  is  always  open,  and  is  to-day,  as  to  the  two- 
year  limitation,  and  Avould  be  as  to  the  indefinite  period.  So  we  think 
there  would  be  some  advantage  in  the  provision  as  it  is  embodied  in 
the  Esch-Pomerene  bill. 

I  have  already  mentioned  section  14,  as  to  suspensions,  and  stated 
our  vie^\s  as  to  the  period,  and  that  it  should  be  one  undivided  period 
rather  than  an  initial  period  with  a  subsequent  extension. 

Now  we  come  to  one  or  two  things  which  are  not  covered  by  the 
Esch-Pomerene  bill,  and  which,  we  think,  are  proper  subjects  to 
be  taken  into  consideration,  and  we  wish  to  submit  some  recommenda- 
tions about  them. 

First,  we  want  to  offer  some  suggestion  as  to  the  status  of  the 
State  rates  after  the  return  of  the  carriers  to  corporate  control  and 
operation.  This  is  prepared  rather  hurriedly,  and  it  is  crude,  but  it 
will  give  you  the  idea  we  wish  to  conve3\ 

We  recommend  that  legislation  be  enacted  that  will  continue  the 
intrastate  and  interstate  rates,  fares,  etc.,  existing  at  the  time  the  car- 
riers are  returned  to  private  operation  until  same  be  later  changed, 
either  by  the  act  of  the  carrier  or  carriers,  as  provided  by  law,  or  by 
properly  constituted  authority  having  jurisdiction. 

We  offer  that  suggestion  as  a  feature  which  we  think  ought  to  be 
taken  care  of. 

Mr.  Denison.  Without  any  limitation  at  all? 

Mr.  Freer.  Without  any  limitation.  You  will  remember  that  Mr. 
Elmquist  suggested  a  definite  period. 

Mr.  Denison.  Yes. 

Mr.  Freer.  We  have  not  suggested  any  period. 

Mr.  Hamilton.  Will  you  state  where  you  think  that  suggestion 
should  appear  in  the  bill  ? 

Mr.  Freer.  I  had  not  thought  of  that,  Mr.  Hamilton,  and  I  will 
not  take  the  time  to  do  that  now,  but  if  it  is  satisfactory  I  will  be 
glad  to  indicate  that  later. 

Mr.  Hamilton.  When  you  revise  your  remarks  will  you  please 
insert  that  ? 

Mr.  Freer.  Yes ;  I  will  be  glad  to  do  that.  _ 
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Now,  there  is  another  matter  which  is  not  dealt  with  in  the 
Esch-Pomerene  bill,  and  your  silence  on  that  feature  is  entirely  satis- 
factory to  us ;  but  because  of  the  fact  that  the  Senate  is  dealing  with 
it  I  thought  it  might  be  proper  for  us  to  mention  it  here,  and  that  is 
with  regard  to  the  fourth  section  of  the  present  act.  The  Esch-Pom- 
erene bill  proposes  no  change,  and  that  is  agreeable  to  us,  but  in  the 
latest  Cummins  bill.  Senate  2906,  there  is  an  amendment  to  section  4 
^Yhich  would  place  a  rigid  long-and-short  provision  in  the  law.  We 
think  that  would  be  highly  objectionable,  and  we  thought  we  should 
say  that  here,  although  it  is  not  a  feature  of  the  bill  which  is  pri- 
marily before  you. 

Mr.  Hamilton.  You  want  to  register  jour  objection  to  that  pro- 
vision in  the  Senate  bill ;  that  is  all  ? 

Mr.  Freer.  Yes,  sir ;  and  if  the  committee  desires  or  if  there  is  an 
opportunity  I  could  give  you  our  reasons  for  that. 

Mr.  Sims.  Mr.  Chairman,  there  may  be  amendments  offered  touch- 
ing on  the  fourth  section.    I  contemplate  offering  one  myself. 

The  Chair^ian.  If  you  desire  to  briefly  give  your  argument  to 
sustain  your  view,  you  might  do  that  now. 

Mr.  Sims.  Mr.  Chairman,  inasmuch  as  I  stated  that  I  con- 
templated offering  an  amendment,  it  might  be  well  for  me  to  suggest 
the  amendment  I  contemplate  offering  so  that  Mr.  Frear  may  refer 
to  that  also.  I  propose,  or  I  have  been  thinking  of  proposing,  to 
amend  the  law  so  as  to  prevent  the  commission  from  considering 
water  competition,  actual  dr  potential,  as  constituting  a  special  case. 
I  do  not  propose  any  amendment  that  effects  these  long-and-short- 
haul  cases,  or  the  power  of  the  commission  or  of  the  railroads  as 
between  themselves,  but  propose,  if  I  can,  to  eliminate  water  com- 
petition as  constituting  ground  for  making  a  special  case;  that  is  all. 
1  have  not  the  amendment  drawn. 

Mr.  Frear.  Judge,  I  would  say  that  individually  I  would  not 
object  to  that,  but  the  organization  I  speak  for  would.  I  have  dif- 
ferent ideas  on  some  of  these  subjects  than  the  organization  that 
has  sent  me  here  to  represent  it.  I  have  felt  that  the  action  of  the 
Senate  subcommittee  in  reporting  that  out  is  because  they  have 
given  undue  importance  to  the  intermountain  situation.  That  is 
the  only  thing,  apparently,  they  see.  I  have  sympathized  with  the 
struggles  of  the  intermountain  people  to  get  some  relief,  but  it  has 
seemed  to  me  that  in  their  proposal  to  make  a  rigid  long-and-short- 
haul  section  in  an  effort  to  cure  one  particular  situation  which  has 
been  brought  very  forcibly  to  their  attention,  tliey  are  going  to 
do  untold  injury  to  the  commerce  of  the  country  in  other  sections 
where,  in  principle,  the  long-and-short-haul  provision  of  the  law 
has  alwaj^s  been  observed,  but  where  technically  there  are  violations. 
You  take  the  official  classification  territory  north  of  the  Potomac 
and  Ohio  Rivers  and  east  of  the  Mississippi  River,  which  is  the 
big  manufacturing  territory  of  the  country.  Since  1888,  or  from 
the  passage  of  the  original  act,  there  has  been  an  effort  on  the  part 
of  the  carriers  to  comply  with  the  long-and-short-haul  provision  of 
the  law,  and  I  say  that  in  principle  they  are  complying  with  it 
to-day,  although  technically  they  are  violating  it  in  thousands  of 
cases. 

In  the  central  freight  association  territory,  which  is  the  territory 
including  Buffalo,  Salamanca,  Pittsburgh,  and  Wlieeling  on  the  east 
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and  Chicago,  Peoria,  and  St.  Louis  on  the  west — that  is  just  roughly- 
describing  it — and  north  of  the  Ohio  River,  the  Interstate  Commerce 
Commission  has  prescribed  the  rates  to  apply  as  the  result  of  an  inves- 
tigation called  the  CFA  Class  Rate  case.  The  rates  prescribed  are 
mileage  rates,  progressing  as  the  distance  increases,  and  indetermin- 
ing  which  particular  scale  of  rates  should  govern  in  the  movement  of 
traffic  between  two  given  points  the  short-line  mileage  between  those 
tAvo  points  was  ascertained  and  then  the  rate  scale  for  that  distance 
was  applied.  The  result  is  that  at  no  point  on  the  direct  line  between 
a  given  point  of  origin  and  a  given  destination  is  there  any  violation 
of  the  long  and  short  haul  clause,  because  the  rates  are  graded  up  as 
the  distance  increases,  but  when  we  come  to  points  on  cross  lines  you 
will  find  that  they  must  technically  violate  the  long-and-short-haul 
principle,  unless  you  want  to  close  for  the  shippers  all  routes  to  a 
particular  destination  except  the  one  which  is  the  most  direct. 

I  drew  a  little  sketch,  not  for  the  information  of  this  committee, 
but  in  the  hope  I  could  show  some  of  the  Senators  what  I  had  in 
mind,  and  I  would  like  to  let  you  see  this,  and  then,  if  you  will,  re- 
turn it  to  me.  This  is  typical  of  thousands  of  cases  that  exist  in  that 
one  territory.  For  example,  from  Cincinnati,  Ohio,  there  is  one  line 
that  leads  directly  to  Jackson,  Mich. — the  Cincinnati  Northern — and 
its  mileage  is  244.    Under  this  mileage  scale  of  rates 

Mr.  Denison.  You  have  it  as  250  miles  on  this  sketch. 

Mr.  Freer.  No;  the  distance  is  244  miles,  but  the  rate  basis  which 
applies  is  250  miles.  I  have  shown,  first,  the  actual  mileage,  and 
then,  following  that,  the  particular  rate  basis  which  would  apply. 
That  means  that  Jackson  gets  the  benefit  of  the  actual  mileage  over 
the  most  direct  line  and  the  particular  rate  which  fits  that  mileage; 
in  other  words,  distances  over  240  up  to  250  miles  take  a  certain  rate 
and  over  250  to  260,  inclusive,  take  another  rate,  so  that  where  the 
mileage  is  244  the  250  basis  of  rates  would  apply.  To  Ann  Arbor 
the  mileage  is  248  miles  from  Cincinnati  via  Toledo  and  the  Ann 
Arbor  Road,  which  is  the  most  direct  route.  Because  of  the  fact  that 
its  distanoe  is  248  miles,  it  gets  the  250  basis  of  rates,  the  same  as 
Jackson,  and  there  is  not  any  point  between  Cincinnati  and  Ann 
Arbor  via  the  blue  and  green  lines  combined  that  takes  a  higher  rate 
than  Ann  Arbor.  Now  you  come  to  this  situation,  that  imless  you 
want  to  restrict  the  shippers  and  receivers  to  one  route  into  Ann 
Arbor,  which  is  the  route  through  Toledo,  and  that  is  frequently 
congested  and  blocked  out  by  embargoes,  you  must  permit  the  line 
through  Jackson  to  also  handle  Ann  Arbor  business.  To-day.  the 
rates  are  established  primarily  according  to  the  distance  by  the  most 
direct  route  to  any  destination,  and  each  destination  gets  the  benefit 
of  the  rates  which  its  shortest  distance  entitles  it  to,  but  after  they 
are  once  established  they  are  then  applied  via  various  competing 
routes,  with  the  result,  of  course,  that  to  permit  that  one  route 
throuch  Jackson,  for  instance,  to  be  opened  to  Ann  Arbor,  you  must 
haul  through  Chelsea,  which  takes  a  270  basis  of  rates.  Now,  Chelsea 
is  not  entitled  to  anything  better  than  270,  because  its  actual  distance 
is  266  miles  via  Jackson  nnd  265  via  Ann  Arbor.  Chelsea  gets  the 
same  rates  as  Detroit,  which  also  takes  270.  T  mapped  that  out  as 
merely  typical  of  thousands  of  other  cases  which  might  be  shown. 
and,  while  I  may  be  wrong  about  it,  to  my  mind  the  principal  im- 
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portance  of  the  relief  which  the  commission  may  grant  under  the 
fourth  section  is  in  connection  with  such  cases  as  this  of  competition 
of  one  rail  carrier  with  another  rail  carrier.  Unless  you  w^ant  to  have 
the  commerce  of  the  country  restricted  to  a  limited  number  of  routes, 
I  think  the  proposal  of  the  Senate  as  to  a  rigid  long  and  short  haul 
I^rovision  would  be  very  disastrous. 

Mr.  Bakkley.  Would  a  rigid  long-and-short-haul  provision  re- 
quire practically  a  readjustment  of  the  whole  rate  basis  of  the 
country  ? 

Mr.  Freer.  It  would,  yes,  sir;  and  in  this  case  these  rates  have 
all  been  approved  ])y  the  commission  and  they  are  entirely  satisfac- 
tory to  the  public;  that  is,  the  public  approves  the  plan.  I  do  not 
mean  that  the  public  approves  the  rates,  because  the  public  quite 
frequently  thinks  the  rates  are  too  high,  but  the  principles  on  Avhich 
this  rate  fabric  was  built  up  are  satisfactory  to  all  the  public  in  that 
territory  and  had  the  approval  of  the  Interstate  Commerce  Com- 
mission. 

Mr.  Barkley.  What  is  you  opinion  as  to  the  results  that  would 
follow.  Would  the  lower  rates  to  these  water  points  be  raised  to 
the  basis  of  the  rates  to  other  points  or  would  the  others  be  lowered 
to  the  basis  of  the  rates  to  the  water  points. 

Mr.  Freer.  I  will  have  to  call  attention  to  the  fact  that  what  I  say 
now  are  my  personal  views  and  not  as  representing  my  organiza- 
tion. The  league  stands  against  the  proposal  to  make  a  rigid  fourth 
section,  and  as  tlie  organization  stands  it  wants  the  commission 
authorized  to  grant  relief  both  for  rail  competition  and  water  com- 
petition. Personally,  some  years  ago  I  reached  the  coiiclusion  that 
if  the  people  want  the  benefit  of  water-competitive  rates  the  only 
way  they  are  entitled  to  them  is  to  use  the  water  service,  and  I  do 
not  believe  in  the  theory  of  potential  water  competition.  I  am  speak- 
ing now  individually,  because  I  am  not  authorized  to  say  that  that  is 
the  view  of  the  organization.  I  am  quite  sure  it  is  not.  ^  That  is 
merely  my  personal  view%  and  I  would  personally  not  object  to  a 
provision  that  would  require  the  people  who  wanted  the  benefit  of 
water  rates  to  use  the  water  service.  I  do  not  think  that  a  com- 
munity that  is  on  a  waterw\ay  is  entitled  to  claim  the  benefit  in  its 
transportation  rates  unless  it  uses  the  water  way.  If  it  does  not 
use  it,  it  might  as  well  be  100  miles  inland,  and  this  idea  of  potential 
water  competition  has  not  appealed  to  me  individually. 

Mr.  Barkley.  My  question  was  not  based  exactly  upon  whether 
there  was  water  or  not.  The  question  I  asked  was  this:  If  this  rigid 
long-and-short-haul  clause  which  the  Senate  bill  carries  is  adopted, 
woidd  it  result  in  the  raising  of  the  rates  that  are  now  supposed  to 
be  lower.  For  instance,  take  Ann  Arbor,  would  the  re=;ult  be  that  the 
rate  to  Ann  Arbor  by  Toledo  would  be  raised,  or  that  the  rate  to 
some  other  point  that  is  higher  would  be  lowered. 

Mr.  Freer.  It  is  pretty  hard  to  say  what  would  be  the  actual  out- 
come. My  own  prediction  is  that  in  most  cases  there  would  be  a 
withdrawal  of  the  competitive  rate  by  the  longer  routes,  leaving 
the  public  to  ship  by  the  one  direct  route,  if  it  wanted  the  benefit 
of  that  low  rate,  or  if  it  were  forced  to  go  by  a  different  route,  to 
pa}'  a  higher  basis  of  rates  to  get  there.  In  other  words,  I  think 
the  effect,  to  a  large  extent,  would  be  to  do  away  with  having  a 
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common  rate  to  a  destination  via  two  or  three  routes.  You  would 
have  that  rate  in  etfect  b}''  tlie  most  direct  route  and  the  other  routes 
would  probably  retire  from  the  business  at  that  particular  figure. 

Mr.  Barkley.  Would  that  result  in  an  increase  of  freight  rates  or 
freight  expenses  or  a  reduction,  in  the  aggregate,  over  the  entire 
country  ? 

Mr.  Freer.  Well,  it  is  pretty  liard  to  say  just  how  that  would 
finally  work  out.  Of  course,  the  first  etfect  on  the  shipper  would 
be  an  increase  in  charg-'es.  It  is  hard  under  the  conditions  that 
j)revailed  to  restrict  anybody  to  a  particular  route  to  distribute  his 
goods,  because  we  have  so  many  embargoes  and  so  much  congestion, 
particularly  at  gateways  like  Toledo.  There  is  a  great  deal  of 
Michigan  business  which  is  forced  through  the  Toledo  gateway — 
all  their  coal  and  a  large  part  of  the  material  which  Michigan  gets 
comes  from  Ohio,  West  Virginia,  Kentucky,  and  the  natural  gateway 
for  it  is  Toledo.  Toledo  is  congested  a  great  deal  of  the  time.  If 
you  are  going  to  say  that  the  railroads  can  not  make  to  Ann  Arboi' 
and  Wayne  and  points  like  that,  from  points  in  the  South,  the  same 
rates  via  Jackson  that  they  make  via  Toledo  without  pulling  .down 
their  intermediate  territory,  then  I  think  the  results  would  be  that 
this  route  through  Jackson,  for  example,  would  retire  from  Ann 
Arbor  and  Wayne  business,  except  at  such  rates  as  would  hold  up 
the  level  of  the  whole  road  along  there.  That  would  mean,  undoubt- 
edly, that  in  many  cases  the  shippers  would  pay  the  higher  rate, 
because  they  woidd  either  have  to  ship  through  the  Jackson  gate- 
way or  not  ship  at  all  at  certain  times.  Wliat  the  effect  would  be 
in  the  long  run  I  do  not  know.  Of  course,  some  people  say  that 
it  is  not  economically  sound  to  permit  the  circuitous  route  to  meet 
the  rate  of  the  direct  route,  and  that  the  country  in  the  final  analysis 
might  be  better  off  if  they  were  jn-evented  from  doing  that  and  if  the 
business  was  obliged  to  flow  in  the  most  direct  channels.  That  does 
not  appeal  to  me,  but  I  would  not  undertake  to  say  what  might  be 
the  outcome  if  it  were  put  into  effect. 

Mr.  Denison.  It  would  necessarily  tend  to  congestion  along  cer- 
tain lines,  would  it  not? 

Mr.  Freer.  I  think  undoubtedly  it  would. 

Mr.  DE^'TSo^".  Is  it  not  desirable  to  prevent  that? 

Mr.  Freer.  We  feel  so.  Of  course,  our  attitude  is  that  the  business 
has  got  to  move,  and  if  the  necessity  comes  we  will  move  it  by  some 
circuitous  route  and  pay  the  higher  rate,  but  we  do  not  think  it  is 
necessary  or  that  we  ought  to  be  required  to  do  that. 

Mr.  Sims.  But  just  as  soon  as  the  Ann  Arbor  business  between 
Ann  Arbor  and  Toledo  got  too  large  they  would  simply  build  another 
track  and  get  ready  for  it. 

Mr.  Freer.  Well,  you  are  optimistic.  Judge. 

Mr.  Sims.  No  ;  business  ahvays  takes  care  of  itself. 

Mr.  Webster.  Mr.  Freer,  I  gather  from  your  statement  that  it  is 
your  opinion  that  the  proviso  in  the  fourth  section  of  the  act  to 
regulate  commerce  is  infinitely  more  important  in  its  application 
to  long  and  short  lines  of  railroad  competing  with  each  other  than 
it  is  in  permitting  the  commission  to  authorize  departures  from 
the  fourth  section  based  on  water  competition,  either  actual  or 
potential. 
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Mr.  Freer.  I  tried  to  make  the  distinction  that  that  is  my  indi- 
vidual view.  I  am  not  authorized  to  say  that  that  is  the  view  of  the 
association  M'hich  I  represent.  They  have  not  drawn  any  line  of  dis- 
tinction between  the  two.  They  simply  say  they  think  the  commis- 
sion should  be  empowered  to  grant  relief  as  they  have  it  to-day. 

Mr.  Webster.  I  understood  on  that  subject  you  were  expressing 
your  personal  opinion. 

Mr.  Freer.  My  persona]  view  is  as  you  have  stated  it. 

Mr.  Webster.  And  it  is  also  your  personal  view  that  there  would 
be  no  objection  to  so  amending  the  proviso  in  the  fourth  section  as 
to  withdraw  from  the  commission  power  to  permit  departures  based 
on  water  competition. 

Mr.  Freer.  Again,  with  the  understanding  that  I  am  not  speaking 
for  the  association  I  will  agree  to  that. 

Mr.  Webster.  Yes ;  from  your  laiowledge  of  the  conditions  in  the 
intermountain  country,  is  it  not  your  opinion  that  such  amendment 
would  practically  meet  the  situation  in  the  intermountain  country 
in  its  entirety  ? 

Mr.  Freer.  It  would  meet  the"  intermountain  situation  because  the 
basis  there  for  relief  is  water  competition. 

Mr.  Webster.  And  would  not  in  any  measure  disturb  the  relation 
between  railways — I  mean  competing  long  and  short  line  railroads. 

Mr.  Freer.  Not  as  I  understand  it.  Of  course,  j-ou  must  remem- 
ber there  are  many  situations  throughout  the  country,  other  than 
the  intermountain  situation,  which  would  be  affected. 

Mr.  Webster.  Yes ;  I  am  speaking  of  the  effect  of  the  amendment 
proposed  by  Judge  Sims  on  the  intermountain  section  to  which  3^ou 
directed  your  remarks. 

Mr.  Freer.  I  think  the  most  striking  difference  between  the  inter- 
mountain situation  and  this  situation  which  I  have  tried  to  describe 
here  with  this  little  sketch  is  that  on  the  Pacific  coast  and  inter- 
mountain business,  there  is  no  line  to  the  coast  which  strictly  ob- 
serves the  fourth  section  principle.  In  other  words,  every  line  to 
the  coast  has  higher  rates  to  some  intermediate  points.  In  the  case 
I  have  brought  to  your  attention,  every  direct  line  to  a  given  destina- 
tion does  strictly  observe  the  fourth  section,  and  it  is  only  where 
you  come  to  a  circuitous  route  that  you  need  relief.  As  I  tried  to 
make  clear,  the  organization  wants  to  protect  both  classes  of  cases, 
or  rather  to  keep  them  both  within  the  control  of  the  Commission, 
and  I  lent  my  assistance  to  that  request,  but  when  I  was  asked  my 
personal  views.  I  stated  that  this  is  by  far  the  more  important 
one  and  the  one  as  to  which  it  does  not  seem  to  me  there  can  be 
the  claim  of  injustice  that  attaches  to  a  situation  like  the  intermoun- 
tain situation  in  the  minds  of  many  who  do  not  understand  it.  1 
do  not  think  anybody  who  studied  this  would  say  that  there  is  any- 
thing unfair  about  this  to  any  community. 

Mr.  Webster.  The  fact  remains,  however,  that  there  are  instances 
of  special  orders  permitting  departures  even  in  the  case  of  situations 
that  are  not  as  ideal  as  the  one  you  have  suggested  here. 

Mr.  Freer.  Oh,  yes. 

Mr.  Webster.  Just  one  step  further,  and  understand  I  am  asking 
for  your  personal  opinion  and  am  not  seeking  in  any  way  to  embarrass 
you  by  expressing  a  view  that  is  binding  upon  your  organization. 
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If  Congress  should  consider  it  wis-e  to  bring  carriers  by  water  under 
the  jurisdiction  of  the  Interstate  Commerce  Commission,  as  pro- 
posed in  the  Esch  bill,  and  accompanying  that,  should  also  deem  it 
to  be  proper  to  empower  the  commission  to  fix  minimum  as  well  as 
maximum  rates,  could  not  the  Interstate  Commerce  Commission, 
in  the  way  of  fixing  differentials,  meet  the  situation  between  rail 
and  water  carriers  in  that  way  and  thus  add  force  to  our  position 
that  there  could  be  no  serious  trouble  ensue  because  of  withdrawing 
their  power  to  make  special  orders  based  on  w^ater  competition? 

Mr.  Freer.  There  is  no  doubt  they  could  do  that  if  they  control 
water  rates,  which  we  oppose.  If  I  may  give  you  an  example,  I 
understand  that  is  exactly  what  the  United  States  Railroad  Admin- 
istration has  done  with  respect  to  its  barge  transportation  on  the 
Mississippi  Eiver.  It  has  fixed  water  rates  which  bear  a  relation, 
I  think,  substantially  of  80  per  cent 

The  Chairman.  Twenty  per  cent. 

Mr.  Freer.  Yes ;  I  think  they  are  80  per  cent  of  the  all-rail  rates. 

Mr.  Webster.  After  all,  the  chief  importance  would  not  be  in 
the  question  of  reducing  rates.  The  chief  relief  would  be  in  estab- 
lishing relatively  just  and  equitable  rates  as  betAveen  those  com- 
munities. 

Mr.  Freer.  Yes,  sir;  it  would  probably  accomplish  that  end. 

Mr.  Denison.  I  would  like  to  ask  what  you  think  of  this  propo- 
sition :  Suppose  the  suggestion  made  by  Judge  Sims  should  be 
adopted,  that  we  should  provide  by  law  that  water  competition  should 
not  constitute  special  service  under  which  the  long  and  short' haul 
provision  could  operate.  May  it  not  be  true  that  there  may  be  a 
port  in  which  there  would  be  railroad  competition  and  which  could 
exercise  this  right  of  making  an  exception,  and  if  that  port  should 
also  be  a  point  where  there  would  be  water  competition,  would  not 
that  port  be  favored  over  other  ports  that  do  not  have  the  railroad 
competition  ? 

Mr.  Freer.  I  do  not  understand  so.  I  maj^  not  grasp  your  ques- 
tion, Mr.  Denison,  but  as  I  understand  it,  that  would  not  apply  to 
the  sort  of  situation  which  I  have  pictured  and  which,  as  I  under- 
stand it,  would  meet  Judge  Sims's  proposed  amendment;  in  other 
words,  the  carriers  could  have  relief  as  to  competition  between  them- 
selves, but  not  ^s  to  competition,  real  or  potential,  with  some  water 
carriers.  If  a  port  was  served  by  several  carriers,  and  some  other 
port  was  served  by  one  carrier,  it  is  true  that  the  commission  might 
as  to  the  two  or  three  carriers  serving  the  one  port  say  to  one  of 
them  that  if  the  direct  rail  line  to  that  port  makes  a  certain  rate, 
we  will  permit  you  to  make  it  and  retain  a  higher  rate  to  some  in- 
termediate point,  but  they  could  not  give  them  any  relief  because 
of  any  shrinkage  or  reduction  in  the  rate  based  on  water  competi- 
tion. Under  Judge  Sims's  proposal  each  port  would  be  on  the  same 
basis  as  to  that  feature,  and  the  only  benefit  the  one  port  would 
have  over  the  other  would  not  be  a  benefit  in  its  rates.  There  would 
be  no  benefit  in  rates  whatever,  but  it  would  have  the  benefit  of  the 
additional  line  of  commimication.  Its  rates  would  be  established  as 
they  are  now  established. 

Mr.  Deniso-n.  Let  me  state  a  case.  I  may  not  understand  this 
proposition.    I  do  not  knoAv  the  facts  but  I  will  take  Los  Angeles. 
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Suppose  there  were  two  railroads  going  from  St.  Louis  into  Los 
Angeles.  There  would  be  competition  between  the  railroads,  and 
the  commission  would  have  the  right  to  apply  the  exception  as  to 
Los  Angeles.  Suppose  there  is  another  port  on  the  Pacific  that 
only  has  one  railroad  and  the  commission  would  not  be  allowed  to 
take  that  into  consideration.  They  would  only  have  water  com- 
petition and  not  railroad  competition.  Would  not  Judge  Sims's 
proposal  result  in  the  favoring  in  rates  of  one  of  those  ports  over 
the  other? 

Mr.  Freer.  Not  as  I  understand  it,  Mr.  Denison.  I  do  not  think 
the  city  that  had  the  two  railroads  would  have  any  benefit  in  the 
way  of  rates.  It  would  simply  have  the  benefit  of  having  two 
routes  open  at  the  rate  which  was  established  by  the  most  direct 
I'oute,  which  you  could  not  take  nwaj  from  it  anyhow.  The  only 
thing  3'^ou  can  deprive  that  city  of  is  its  opportunity  to  ship  by  two 
routes.  You  can  say  that  if  you  want  the  benefit  of  this  rate  by 
the  direct  line  you  will  have  to  use  the  direct  line  and  that  is  all 
3"0u  can  deprive  the  city  of,  and  the  only  benefit  you  are  giving 
it  is  the  benefit  of  shipping  by  more  than  one  line. 

Mr.  Barkley.  The  lono-  and  short  haul  is  not  so  much  a  con- 
troversy between  port  towns  as  between  some  port  town  and  in- 
land town. 

Mr.  Freer.  That  is  true. 

Mr.  Barkley.  Taking  the  case  that  Mr.  Denison  cited  of  Los 
Angeles  with  two  railroads  and  some  other  port  with  one,  what 
effect  would  the  amendment  suggested  by  Mr.  Sims  have  upon  in- 
termediate points  on  any  of  those  railroads — the  two  railroads  leav- 
ing Los  Angeles  or  the  railroad  to  the  other  port — as  to  the  differ- 
ential rates  that  were  higher  inland  than  they  would  be  at  either  of 
those  ports,  both  of  them  having  water. 

Mr.  Freer.  As  I  understand  Judge  Sims's  proposed  amendment, 
the  rates  to  those  intermediate  points  could  not  be  higher  than  to 
the  coast  points  on  the  theory  that  the  coast  rates  must  be  de- 
pressed to  meet  water  competition. 

Mr.  Barkley.  In  other  words,  under  his  amendment,  no  city  on 
either  of  the  two  roads  leading  to  Los  Angeles  would  be  charged  a 
higher  rate  than  the  rate  to  Los  Angeles,  and  no  city  on  the  line 
inland  from  the  other  port  could  be  charged  a  higher  rate  than  to 
that  port  because  of  water. 

Mr.  Freer.  Because  of  water ;  that  is  all. 

Mr.  Barkley.  Suppose  the  water  competition  did  not  enter  into 
the  rate  at  all,  would  the  commission  have  any  right  to  fix  a  higher 
rate  for  the  inland  town  than  for  the  port,  if  there  was  any  other 
equation  than  water  entering  into  it. 

Mr.  Freer.  As  I  understood  Judge  Sims's  proposal,  they  could  take 
everything  else  into  consideration  except  the  water  competition. 

Mr.  Barkley.  Then,  if  they  saw  fit,  they  could  practically  nullify 
his  amendment  by  saying,  "  We  will  give  Los  Angeles  a  lower  rate 
than  some  inland  town  on  that  road,  but  we  will  not  give  it  to  Los 
Angeles  because  it  is  on  water  but  for  some  other  reason." 

Mr.  Freer.  They  would  have  to  state  the  reason. 

Mr.  Sims.  The  commission  would  have  to  find  the  reason. 

The  Chairman.  Have  5^ou  about  concluded,  Mr.  Freer? 
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Mr.  Freer.  I  am  lost,  Mr.  Chairman,  and  I  will  have  to  retrace  my 
steps  and  find  where  I  was.  I  was  discussing  some  few  provisions 
which  we  did  not  find  covered  in  tlie  Esch-Pomerene  bill  and  which 
we  wanted  to  make  some  comment  upon,  I  have  finished  my  discus- 
sion of  this  fourth  section,  the  long  and  short  haul  clause. 

We  wanted  to  call  your  attention — I  think  Commissioner  Clark 
has  done  so — to  the  question  of  the  bill  of  lading.  We  had  supposed 
that  the  Interstate  Commerce  Conmiission  had  power  to  fix  the  terms 
and  conditions  of  the  bill  of  lading  under  the  existing  law,  but  I 
think  Commissioner  Clark  called  your  attention  to  the  case  in  New 
York  where  an  injunction  had  been  granted  restraining  the  com- 
mission from  enforcing  its  bill  of  lading  order. 

The  Chairman.  Yes,  sir.  Of  course  that  is  not  a  final  decision.  I 
understand  it  is  going  to  be  appealed. 

Mr.  Freer.  The  only  thing  is  that  we  want  it  settled.  If  there  is 
any  doubt  as  to  the  authority  of  the  commission  in  that  regard  we 
should  like  to  have  it  cleared,  if  it  is  possible.  Whether  the  com- 
mittee would  feel  that  pending  the  decision  of  that  case  it  would  care 
to  do  anything,  I  do  not  know,  but  we  are  interested  and  call  your 
attention  to  it.  As  shippers,  we  feel  entirely  confident  that  the  power 
is  there,  but  if  there  is  any  doubt  we  want  the  commission  given  power 
to  prescribe  the  terms  and  conditions  of  bills  of  lading. 

There  is  one  other  matter  that  I  have  been  asked  to  call  to  the  atten- 
tion of  the  committee.  That  is  whether  or  not  it  is  possible  in  con- 
nection with  the  amendments  to  the  act  to  regulate  commerce  which 
may  grow  out  of  this  hearing  of  the  committee  to  provide  a  limit  of 
time  within  Avhich  carriers  may  present  bills  against  shippers  or  con- 
signees for  the  collection  of  undercharges  in  freight.  As  it  stands 
to-day  of  course  the  law  places  the  obligation  on  the  carrier  to 
collect  the  lawful  charges  as  fixed  by  its  tariffs,  and  it  has  no  escape 
from  that  obligation.  No  matter  how  long  a  time  the  collection  may 
have  been  deferred  it  still  is  its  duty  to  collect  and  is  the  correspond- 
ing duty  of  the  shipper  or  consignee  to  pay.  These  bills  are  being 
presented  in  many  instances  three,  four,  or  five  years  after  the  trans- 
action has  been  supposed  to  have  been  closed.  They  are  presented 
long  after  the  man  to  whom  they  are  presented  has  any  opportunity 
to  recover  the  money  if  it  should  have  been  charged  up  originally  to 
some  one  else. 

The  Chairman.  This  committee  reported  a  bill  of  that  kind,  I 
think,  in  the  Sixty-fourth  Congress. 

Mr.  Freer.  That  was  to  meet  the  recommendation  which  the  com- 
mission then  made  in  their  annual  report  to  Congress,  was  it  not? 
But  the  real  thing  that  the  commission  was  seeking  to  correct  there 
has  since  been  corrected  by  the  Supreme  Court.  The  basis  of  the 
commission's  reconunendation  that  legislation  be  enacted  was  upon 
the  commission's  understanding  that  the  two  j^ears'  limit  within 
which  claims  could  be  filed  with  the  commission  ran  from  the  time 
when  the  transportation  service  had  been  performed  and  not  when 
the  bill  had  been  paid.  I  think  3^ou  will  recall  that  that  was  the 
basis  of  their  recommendation.  -That  has  been  taken  care  of,  because 
the  Supreme  Court  has  said  in  a  case  within  the  last  two  years  that 
the  commission's  construction  of  the  two-year  limit  was  altogether 
wrong,  and  that  the  two  years  runs  from  the  time  when  the  transpor- 
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tation  charges  are  paid  and  not  from  the  date  of  the  delivery  of  the 
shipment.     That  particular  thing  has  been  corrected. 

Mr.  Merritt.  What  is  yoiir  recommendation  in  that  connection? 

Mr.  Freer.  We  are  groping  around  hoping  something  can  be  done. 
We  are  not  clear  whether  it  can  be,  but  we  want  some  limitation 
placed  on  the  carrier  to  prevent  collecting  additional  charges  long 
after  the  transaction  has  been  closed. 

Mr.  Merritt.  If  I  understand  the  situation,  as  an  illustration,  a 
contractor  enters  into  a  contract  to  construct  a  building  and  orders 
his  material  delivered  by  some  carrier,  and  after  he  has  constructed 
the  building  and  has  settled  his  accounts,  later  on  corrected  freight 
bills  come  in,  and  there  may  be  considerable  difference  in  the  amount 
in  his  adjustment  with  the  parties  for  whom  he  constructed  the 
building.     Does  that  illustrate  it? 

Mr.  Freer.  Yes,  sir.  We  think  there  should  be  some  limit,  if  pos- 
sible, placed  on  the  right  of  the  carrier  to  present  a  bill  for  addi- 
tional charges  after  some  stated  period.  We  had  concluded  that  two 
years  was  the  maximum. 

Mr.  Merritt.  What  is  the  objection  to  that  proposition? 

Mr.  Freer.  To  which  proposition? 

Mr.  Merritt.  You  say  that  they  had  in  mind  a  two-year  limita- 
tion. Is  there  any  objection  to  that  that  3'ou  know  of,  any  reason 
why  it  should  not  be? 

Mr.  Freer.  Not  so  far  as  we  know.     We  think  it  should  be  done. 

Mr.  Merritt.  Why  not  make  it  shorter? 

Mr.  Freer.  We  would  be  perfectly  willing  to  make  it  shorter. 

Mr.  Merritt.  It  is  a  great  inconvenience  the  way  it  is  operating 
now? 

Mr.  Freer.  Of  course,  there  is  the  criminal  provision  of  the  law 
which  must  be  taken  into  consideration.  The  carrier  under  the 
Elkins  Act  is  guilty  of  rebating  if  it  does  not  collect  the  lawful 
charge,  and  while  we  want  the  time  made  as  short  as  is  reasonable, 
we  do  not  think  it  is  quite  right  to  make  the  time  unduly  short  and 
still  have  the  carrier  subject  to  the  criminal  provision  of  the  law 
under  which  he  could  be  prosecuted  for  violating  the  rebating  pro- 
vision. 

Mr.  Merritt.  Certainly  not.  It  should  be  only  enough  to  permit 
the  carrier  to  correct  the  charge. 

Mr,  Freer.  As  I  recall,  the  commission  made  a  recommendation 
at  one  time  of  90  days.  There  was  a  provision  in  some  proposed 
legislation  that  if  the  carrier  did  not  present  the  bill  for  all  its 
charges,  it  would  be  guilty  of  rebating. 

Mr.  Hamilton.  My  recollection  is  that  I  introduced  a  bill  on  the 
recommendation  of  the  commission  to  correct  that. 

Mr.  Freer.  The  commission  made  two  recommendations,  one  in  the 
twenty-seventh  annual  report  of  1913  and  another  in  the  thirtieth 
annual  report  in  1916.  It  proposed  a  limit  of  three  years  within 
which  the  carrier  may  bring  action  for  recovery  for  any  part  of  its 
charges  and  leave  the  statutory  limitation  for  filing  complaints  with 
the  commission  for  the  recovery  of  damages  at  two  years,  with  a  pro- 
viso that "  if  the  carrier  begins  such  action  after  expiration  of  the  two- 
year  limit  now  prescribed  in  that  section,  or  within  90  days  after  such 
expiration,  complaint  against  the  carrier  for  recovery  of  damages 
may  be  filed  with  the  commission  within  90  days  after  such  action." 
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That  is  where  the  commission  was  trying  to  meet  the  situation 
which  the  commission  itself  had  set  up  by  its  interpretation  of  the 
two-year  limitation  for  filing  complaints.     That  has  been  remedied. 

Mr.  Swep:t.  For  instance,  a  coal  dealer  goes  to  the  railroad  com- 
pany and  gets  the  rate  and  the  coal  is  shipped  and  the  freight  is  paid, 
and  18  months  after  that  it  turns  out  that  he  has  not  paid  the  full 
rate  and  actually  then  endeavors  to  collect  the  extra  freight  charge 
which  would  harmonize  with  what  would  be  the  aggregate  rate,  and 
there  is  no  fault  on  the  part  of  the  coal  dealer  whatever,  yet  he  is 
required  to  pay  the  extra  charge,  what  would  you  say  as  to  that 
situation  ? 

Mr.  FiaoER.  The  theory  is  that  everybody  is  presumed  to  know  what 
the  lawfid  rates  are.     That  is  a  pretty  violent  assumption. 

Mr.  Swp:et.  I'hat  may  be  true.  It  may  be  that  the  station  agent 
of  the  carrier  quoted  the  wrong  rate? 

Mr.  Fheer.  Yes,  sir.  The  quotation  of  the  rate  is  not  binding  on 
the  carrier  in  any  way. 

Mr.  Sweet.  'J'he  coal,  of  course,  was  sold  on  the  basis  of  the  rate 
that  was  originally  paid. 

Mr.  Fheek.  I  think  Mr.  Esch  and  Mr.  Hamilton  will  remember  that 
efforts  were  made  once  before  to  try  to  get  some  provision  in  the  legis- 
lation which  would  make  a  carrier  protect  its  quotation  of  rates. 
That  did  not  seem  to  be  practicable  and  w^e  have  not  suggested  any- 
thing more  about  that.  We  think  it  is  a  hardship  if  a  man  goes  to  an 
authorized  agent  of  a  railraod  company  and  asks  for  a  rate  in  writing 
and  the  agent  gives  it  to  him  and  he  proceeds  to  use  that  as  the  basis 
for  some  bid  and  gets  the  contract  and  fills  it  and  then  finds  that  it 
is  wrong.  It  is  a  hardship,  but  there  is  no  way  to  remedy  that  appa- 
rently. There  is  a  provision  that  on  a  transaction  of  that  kind  the 
carrier  may  be  fined ;  but  that,  of  course,  is  of  no  benefit  to  the  man  who 
has  been  injured,  but  I  am  not  talking  about  quotations  so  much  as  I 
am  the  right  of  the  carrier  to  collect  an  additional  amount  after  the 
man  who  pays  the  money  has  lost  all  opportunity  to  collect  from  the 
party  who  should  stand  it. 

Mr.  Hamilton.  Will  you  kindly  incorporate  in  your  statement  an 
amendment,  after  due  consideration  of  the  suliject,  and  make  a  sug- 
gestion as  to  what  point  in  the  bill  it  should  be  inserted  ? 

Mr.  Freer.  I  will  be  glad  to  do  it,  Mr.  Hamilton.  I  should  say, 
perhaps,  just  as  a  matter  of  information  to  the  committee,  that  that 
question  was  taken  up  with  Mr.  Pi-outy  some  time  ago  in  his  posi- 
tion as  Director  of  the  Division  of  Accounting  with  the  Railroad  Ad- 
ministration, and  Mr.  Prouty  wrote  a  letter  in  which  he  said:  "I 
certainly  do  not  believe  that  the  carrier  should  be  allowed  to  col- 
lect under  charges  unless  the  ])ill  is  presented  within  a  reasonable 
time  and  I  have  no  quarrel  with  two  years  as  such  time." 

Apparently  the  two-year  suggestion  did  not  originate  with  him. 
He  then  adds:  "  It  seems  to  me,  however,  that  the  same  rule  which 
applies  to  the  carrier  should  also  apply  to  the  shipper."  We  would 
find  no  fault  with  that.  Wo  think  it  would  be  entirely  reasonable  if 
you  place  a  limitation  on  the  carrier  as  to  its  presentation  of  claims 
for  underchai-ges  and  the  same  limitation  might  be  properly  placed 
on  the  shippei'  and  consignee  as  to  his  right  to  present  a  bill  for  an 
overcharge.  We  do  not  propose  that,  but  I  can  not  see  anything  im- 
proper in  it. 

Mr.  Sims.  Suppose  we  made  it  90  or  120  days? 
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Mr.  Freer.  If  you  put  the  limitation  on  the  shipper,  I  would  not 
say  90  days.  He  has  not  the  same  facilities  in  many  cases  to  verify 
and  determine  the  rate  as  the  carrier  is  supposed  to  have.  The  car- 
rier makes  the  rate  and  publishes  it  and  is  supposed  to  know  it  much 
better  than  the  occasional  shipper. 

Mr.  Sims.  And  the  carrier  should  have  every  opportunity  to 
know  ? 

Mr.  Freer.  If  the  limitation  was  two  years,  I  would  say  in  all 
fairness  that  it  might  apply  against  the  shipper  as  well  as  against 
the  carrier.  If  you  cut  it  down  to  90  days,  I  would  not  agree  that 
that  was  a  reasonable  time  to  limit  the  shipper  to  present  a  claim 
for  an  overcharge. 

Mr.  Sims.  Three  and  six  months — how  would  that  do? 

Mr.  Freer.  I  will  be  glad  to  give  that  consideration,  if  I  may,  and 
submit  something  to  you  later. 

Mr.  Sims.  I  mean  three  months  to  the  carrier  and  six  months  to 
the  shipper. 

Mr.  Freer.  Mr.  Chairman,  I  think  I  have  covered  everything 
that  I  intended  to  say  about  the  Esch-Pomerene  bill.  I  have  not  had 
any  opportunity  to  analyze  the  provisions  of  the  Senate  bill  (S. 
290G).  I  suppose  it  would  be  helpful  to  this  committee  to  have 
those  appearing  before  it  from  now  on  express  their  views  about 
the  provisions  in  that  bill  which  go  beyond  the  scope  of  the  Esch- 
Pomerene  bill. 

The  Chairman.  Only  in  a  general  way,  because  that  is  only  the 
report  of  the  subcommittee  and  not  the  bill  as  it  will  be  reported 
to  the  Senate. 

Mr.  Freer.  I  understand  that.  I  have  not  had  any  opportunity 
to  analyze  it,  but  I  have  gone  through  it  hurriedly.  There  are  many 
respects  in  which  the  Senate  bill  (S.  2906)  covers  the  same  matters 
covered  by  the  Esch-Pomerene  bill.  Of  course,  we  have  no  objection 
to  the  Senate  bill  where  it  corresponds  with  the  features  of  this  bill 
which  we  have  indorsed.  There  are  some  things  that  we  would 
object  to  very  strenuously,  and  hope  to  have  an  opportunity  to  do 
that  before  the  Senate  committee. 

Mr.  Hamilton.  In  the  extension  of  your  remarks,  please  make 
such  suggestions  as  may  seem  desirable. 

Mr.  Freer.  I  could  do  that  now,  but  I  would  not  be  prepared 
to  give  you  what  might  seem  good  and  sufficient  reasons.  I  would 
want  a  little  time  to  back  up  my  opinion  with  what  seemed  to  me  a 
convincing  argument. 

Mr.  Hamilton.  Do  you  think  that  you  may  not  have  time  before 
the  correction  of  your  statement? 

Mr.  Freer.  I  mean  at  this  time. 

Mr.  Hamilton.  I  did  not  mean  at  this  time,  I  mean  when  you 
correct  your  statement. 

Mr.  Freer.  Perhaps  I  could  do  that. 

Mr.  Hamilton.  Please  consider  the  differences  between  the  bills 
and  make  such  suggestions  as  you  think  desirable. 

Mr.  Freer.  I  shall  be  glad  to  do  that  if  I  have  the  time. 

There  are  two  features,  however,  of  the  Cummins  bill  that  appeal 
quite  strongly  to  us,  and  as  to  those  two  provisions  we  should  like 
to  see  something  incorporated  in  the  bill  which  is  finally  to  be 
reported  out. 
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The  two  matters  which  we  think  should  be  embraced  are:  First, 
in  the  second  section  of  that  bill  the  provision  to  take  care  of  the 
advances  which  have  been  made  by  the  Government  to  the  carriers 
and  provide  a  plan  by  which  those  advances  may  be  taken  care 
of  by  deferred  payments.  We  thought  that  something  of  that  kind 
ought  to  be  done  before  the  railroads  are  turned  back.  Whether 
that  is  the  proper  machinery  or  the  proper  method,  we  have  not 
undertaken  to  say,  but  something  along  that  line  we  think  is  entirely 
proper. 

Now,  there  is  another  provision  that  we  feel  very  strongly  about 
as  shippers  who  are  trying  to  move  their  traific.  We  object  very 
much  to  an  interruption  of  the  movement  of  traffic  by  strikes.  We 
would  like  to  see,  if  it  can  be  done,  some  provision  that  would  tend 
to  prevent  that.  There  is  a  provision  in  the  proposed  Senate  bill 
which  we  heartily  indorse,  so  far  as  the  idea  is  concerned,  but  the 
machinery  was  not  entirely  to  our  liking.  The  membership  of  the 
board  which  is  recommended  in  the  Senate  bill  is  to  be  divided 
equally  between  the  classified  employees  of  the  carrier  and  the 
official  class  of  employees  of  the  carriers.  That  may  be  all  right, 
]iut  our  thought  was  that  the  public,  which  paid  all  of  the  bills  in 
the  long  run,  might  very  properly  have  something  to  do  with  that 
board,  and  that  possibly  the  board  ought  to  represent  three  inter- 
ests— the  classified  employees,  the  management  of  the  railroads,  and 
the  public.  If  I  may  be  permitted,  I  would  like  to  submit  a  definite 
proposal  on  that  point,  as  follows: 

We  recommend  the  creation  of  a  board  of  conciliation  and  arbitrsjtion, 
whose  duties  shall  be  to  hear  and  settle  disputes  between  carriers  and  their 
employees  concerning  wages,  working  conditions,  etc. 

Its  decisions  shall  be  subject  only  to  review  by  the  authority  to  whom  It 
reports. 

Following  the  creation  of  this  board,  all  carrier  employees  shall,  as  a  con- 
dition of  employment,  waive  any  right  to  strike,  and  any  employee  violating 
this  condition  shall  be  deemed  guilty  of  conspiracy  and  shall  be  subject  to 
such  penalty  as  the  act  may  prescribe ;  but  nothing  herein  contained  shall  be 
construed  as  preventing  any  employee  from  resigning  from  the  service. 

We  further  recommend  that  this  board  shall  consist  of  eight  members,  two 
to  be  selected  from  carrier  employees,  two  from  carrier  officers,  and  four  from 
the  general  public. 

We  prefer  that  the  board  shall  be  appointed  by  the  Interstate  Commerce 
Commission  and  report  to  that  body,  certifying  its  findings  to  the  Interstate 
Commerce  Commission,  who  shall  take  such  findings  into  consideration  when 
determining  what  are  reasonable  rates  for  the  public  and  adequate  rates  for 
the  carriers. 

I  believe,  Mr.  Chairman,  that  that  covers  everything  I  had  to 
present  to  the  committee. 

The  Chairman.  The  committee  is  very  much  obliged  to  you  for 
your  presentation. 

Mr.  Freer.  I  thank  the  committee. 

STATEMENT  OF  MR.  T.  B.  HARRISON,  49  BROADWAY,  NEW  YORK, 
N.  Y.,  REPRESENTING  THE  AMERICAN  RAILWAY  EXPRESS  CO. 

Mr.  Harrison.  Mr.  Chairman,  the  American  Railway  Express 
Co.  is  an  organization  formed  under  the  auspices,  I  might  say,  or 
under  the  direction  of  the  Director  General  of  Railroads.  Prior 
to  Federal  control  of  the  railroads  there  were  seven  or  eight  express 
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companies  doing  business  on  the  railroads  of  the  United  States  by- 
contracts  with  the  separate,  individual  railroad  companies.  At  the 
time  when  Federal  control  of  the  railroads  began  those  express  com- 
panies inquired  of  the  then  Director  General  of  Railroads  as  to 
what  their  status  was.  Some  negotiations  took  place  and  various 
suggestions  were  made,  and  he  finally  an^iounced,  through  Mr. 
Prouty,  who  conducted  the  negotiations,  that  he  would  not  carry- 
out  the  contracts  of  the  individual  railroads  with  the  several  indi- 
vidual express  companies,  but  that  if  all  the  companies  would  put 
in  their  property  devoted  to  the  express  business  and  sufficient 
money  for  working  capital,  he  would  agree  to  contract  with  them 
and  continue  through  such  a  company  to  conduct  the  express  busi- 
ness under  Federal  control.  Assuming  that  the  time  of  Federal 
control  would  probably  last  a  good  many  years,  that  was  agreed 
upon.  In  other  words,  the  companies  were  scrambled  under  the 
direction  of  the  director  general. 

Mr.  Hamilton.  The  director  general  held  that  he  would  not 
recognize  the  old  contracts,  but  that  he  would  enter  into  new 
contracts  ? 

Mr.  Harrison.  Yes,  sir.  I  have  a  copy  of  the  contract  here,  which 
I  will  submit  if  the  committee  cares  to  look  at  it. 

The  Chairman.  You  may  incorporate  that  in  the  record. 

(The  contract  referred  to  is  as  follows:) 

Memora>;du5i  of  Agkeement  Between  the  United  States  and  the  Expeess 

Companies. 

This  agreement,  made  this  21st  day  of  June,  1918,  between  William  G.  Mc- 
Adoo,  Director  General  of  Railroads,  hereinafter  called  the  "  Director  General," 
acting  on  behalf  of  the  United  States  and  the  President,  under  the  powers 
conferred  on  him  by  proclamations  of  the  President,  hereinafter  referred  to, 
and  the  Adams  Express  Company,  American  Express  Company,  Southern  Ex- 
press Company,  and  Wells,  Fargo  &  Company,  hereinafter  referred  to  as  the 
express  companies, 

Witnesseth  : 

Whereas  the  President  of  the  United  States,  on  December  28.  1917,  acting 
under  the  powers  conferred  on  him  by  the  Constitution  and  laws  of  the 
United  States,  including  those  conferred  by  section  1  of  the  act  of  Congress 
entitled  "An  act  making  appropriations  for  the  support  of  the  Army  for  the 
fiscal  year  ending  June  30,  1917,  and  for  other  purposes,"  approved  August  29, 
1916,  took  possession  and  assumed  control  of  certain  railroads  and  systems  of 
transportation,  and  has  since  operated  and  controlled  the  same;  and 

Whereas  by  a  proclamation  dated  INIarch  29,  1918,  the  President  of  the 
United  States  authorized  William  G.  McAdoo  as  Director  General  of  Rail- 
roads to  make  any  and  all  contracts  or  agreements  which  in  any  way  may 
be  found  necessary  or  expedient  in  connection  with  the  Federal  control  of 
systems  of  transportation,  as  fully  in  all  respects-  as  the  President  is  authorized 
to  do ;  and 

Whereas  said  railroads  and  systems  of  transportation,  taken  over  as  aforesaid, 
include  various  i-ailroads  theretofore  operated  by  companies  which  had,  by 
written  contracts,  agreed  to  furnish  to  the  Individual  express  companies  afore- 
said certain  privileges,  facilities,  and  transportation  for  the  carrying  on  of  the 
express  transportation  business  of  said  express  companies  In  the  United  States ; 
and 

Whereas  said  railroad  companies  are  now  unable,  and  will  hereafter  be 
unable,  except  through  the  director  general,  to  perform  said  contracts  so  long 
as  the  railroad  properties  formerly  operated  by  them,  respectively,  remain  under 
Federal  control ;   and 

Whereas  the  director  general  has  determined  that  in  the  public  interest  and 
in  view  of  the  necessities  of  the  Government  in  time  of  war,  he  should  take 
over  and  conduct  the  express  transportation   service  upon  the  railroads  and 
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systems  of  transportation  under  Federal  control,  and  has,  therefore,  found  it 
inexpedient  to  carry  out  and  perform  the  individual  contracts  of  such  rail- 
road companies  with  the  sevei'al  express  companies  aforesaid ;  and 

Wliereas  the  director  general  desires  to  secure  tlie  continuance  of  the  trained 
forces  of  s.-'.id  express  companies,  so  far  as  may  be  necessary,  in  said  proposed 
express  transportation  business,  to  the  end  that  the  same  may  be  conducted 
with  the  greatest  possible  efficiency ;  and 

Whereas  said  express  cortipauies  are  willing  to  aid  in  placing  at  the  service 
of  the  director  general  their  operating  property  and  trained  forces  upon  reason- 
able terms ;  and 

Whereas  the  director  general  is  of  the  opinion  that  the  express  transpor- 
tation business  ujion  the  raih'oads  and  systems  of  transportation  under  Fed- 
eral control  can  be  most  efficiently  cariied  on  through  tlie  agency  of  a  single 
corporation,  wliich  shall  act  as  the  sole  agent  of  the  Government  in  conducting 
said  business : 

Now,  therefore,  in  consideration  of  the  promises  and  of  the  covenants  herein 
contained,  the  said  parties  have  made  the  following  agreement: 

First.  That  the  express  companies,  as  soon  as  may  be  after  the  date  hereof, 
shall  cause  to  be  organized  a  corporation  for  the  purpose  of  carrying  on  for 
the  director  general  the  express  transportation  business  upon  the  railroads  and 
systems  of  transportation  under  Federal  control,  and  elsewhere  as  may  be  de- 
termined by  the  director  general,  in  connection  with  tlie  express  transporta- 
tion business  thereupon.  Said  corporation  shall  have  a  capital  stock  not  ex- 
ceeding forty  million  dollars  (.$40,000,000),  and  the  shares  shall  be  subscribed 
and  purchased  at  par  by  tlie  express  companies  before  named. 

Second.  The  express  companies  shall  sell,  convey,  set  over,  and  transfer  to 
the  said  new  corporation  all  property  owned  and  used  by  them,  respectively, 
in  carrying  on  their  express  transportation  business  in  the  United  States,  in- 
cluding supplies  and  materials  on  hand  in  the  supply  departments  and  at  the 
various  offices  of  said  companies,  but  not  including  cash  or  treasury  assets, 
the  aggregate  value  of  which  property  is  estimated  to  be,  as  of  November  30, 
1917,  thirty  million  (.$30,000,000)  dollars. 

If  during  the  period  intervening  between  said  date,  November  30, ^  1917, 
and  the  taking  over  of  the  property  of  the  said  respective  companies  on  July 
1,  1918,  any  property  or  equipment  shall  have  been  purchased  by  any  of  the 
said  express  companies  for  use  in  their  domestic  express  transportation  busi- 
ness, said  property  shall  be  turned  over  to  the  said  new  corporation  at  cost 
less  accrued  depreciation. 

It  is  understood  that  said  express  companies  are  to  transfer  to  the  said  new 
corporation  as  aforesaid  all  of  their  property  aforesaid  used  and  usable  in 
the  conduct  of  the  express  transportation  business  to  be  carried  on  as  pro- 
vided in  this  contract :  Provided,  hoivever,  That  the  said  property  to  be 
turned  over  to  the  said  new  corporation  of  the  value  stated  above  does  not 
include  the  office  building  of  the  American  Express  Company  at  6.5  Broad- 
way, New  York,  the  office  building  of  the  American  Express  Company  at  23-29 
West  Monroe  Street,  Chicago,  or  the  office  building  of  the  Wells,  Fargo  Com- 
pany on  Sixth  Street  at  Portland,  Oregon. 

The  new  corporation  shall  be  furnished  cash  by  the  express  companies  in 
a  sufficient  amount  to  constitute  reasonable  working  capital.  No  shares  of 
capital  stock  shall  be  issued  except  on  payment  therefor  at  par  in  cash,  or 
its  equivalent  in  property  at  the  fair  market  value  thereof.  No  evidences  of 
indebtedness  except  ordinary  bank  or  commercial  loans  for  current  purposes 
shall  be  made  or  issued  by  the  new  corporation  without  the  prior  approval 
in  writing  of  the  director  general ;  nor  shall  any  lien  of  any  kind  be  placed 
by  it  upon  any  property  of  the  new  corporation  without  the  prior  approval 
in  writing  of  the  director  general.  All  loans  shall  be  reported  to  the  director 
general  as  so(m  as  made. 

Third.  Within  the  limit  herein  fixed  the  stoclc  issued  by  said  new  corpora- 
tion shall  be  sufficient  to  pay  at  par  for  the  property  so  transferred  to  it 
and  to  provide  the  cash  necessary  for  working  capital.  The  initial  issue  of  the 
stock  of  said  new  corporation  shall  not  be  made  until  such  issue  shall  have 
been  approved  in  writing  by  the  director  general.  From  time  to  time  there- 
after as  additional  funds  may  be  necessary  to  purchase  additional  property 
or  reimburse  the  company  for  additional  property  purchased  or  for  working 
capital,  additional  stock  may  be  issued  by  said  new  corporation,  but  no  issue 
shall  be  made  without  the  approval  in  writing  of  the  director  general. 

Fourth.  The  express  companies  further  agree  that  they  will  without  addi- 
tional compensation  assign,  transfer,  and  turn  over  to  the  said  new  corporation 
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as  of  July  1,  1918,  any  and  all  leases,  contracts,  or  agreements  relating  to  their 
express  transportation  business  in  the  United  States,  except  contracts  for 
express  privileges  with  railroads  or  systems  of  transportation  now  under  Fed- 
eral control. 

As  a  condition  of  this  agreement  the  director  general  requires  and  the  express 
companies  consent  that  the  several  contracts  of  the  express  companies  with  the 
railroads  and  systems  of  transportation  taken  over  by  the  Government  under 
the  President's  proclnmation  of  December  26,  1917,  shall  be  canceled  and 
annulled  from  and  after  July  1,  1918,  and  the  parties  hereby  agree  to  take  all 
necessary  and  proper  steps  in  due  time  to  bring  about  such  cancellation  and 
annuUment  of  such  contracts,  vi'hich  cancellation  and  annullment  shall  not  affect 
rights  at  that  time  accrued  and  unsatisfied. 

The  express  companies  shall  assign  as  far  as  possible  all  contracts  with  any 
rail,  water,  or  electric  lines  not  taken  over  by  the  Government  to  said  new  cor- 
poration and  shall  not  engage  in  the  express  transportation  business  in  the 
United  States  during  the  period  of  contract  between  the  director  general  and 
said  new  corporation,  except  upon  the  approval  of  the  director  general  or  wher» 
necessary  to  carry  out  a  contract  with  a  line  not  taken  over  by  the  Government 
and  which  they  are  unable  to  assign  or  cancel. 

The  said  express  companies  severally  agree  that  they  will  make  no  claim 
for  damages  against  the  Government  or  any  railroad  company  on  account  of 
the  cancellation  of  any  contract  with  any  railroad  or  system  of  transportation 
taken  under  Federal  control. 

Fifth.  Said  express  companies  also  agree  that  they  will  assent  to,  and,  so 
far  as  they  can,  promote  the  employment  by  said  new  corporation  of  such  of 
their  officers,  agents,  and  employees  as  may  be  necessary  to  the  carrying  on  by 
it  of  said  express  transportation  business  aforesaid. 

Sixth.  The  director  general  agrees  that  upon  the  organization  of  the  said  new 
corporation  he  will  enter  into  a  contract  with  said  new  corporation  upon  the 
terms  and  condition^  set  forth  in  Exhibit  A  attached  hereto  and  made  a  part 
hereof. 

Seventh.  The  said  express  companies  may  employ  the  said  new  corporation 
diiring  the  period  of  said  contract  as  the  agent  of  said  express  companies  in 
their  foreign  business  and  for  the  handling  of  money  orders  and  other  financial 
paper  and  for  such  other  purposes  as  may  be  desired,  unless  in  the  judgment 
of  the  director  general  the  express  transportation  business  conducted  by  said 
new  corporation  will  be  prejudiced  thereby.  Said  express  companies  shall  pay 
to  said  new  corporation  such  compensation  for  its  services  as  shall  be  agreed 
upon  between  the  parties  from  time  to  time  as  fair  and  reasonable,  which  com- 
pensation shall  be  considered  as  a  part  of  the  gross  contract  income  of  said  new 
corporation.  The  director  general,  however,  may  require  said  contracts  to  be 
submitted  to  him  for  his  approval,  and  no  contract  disapproved  by  him  shall 
thereafter  be  effective  between  the  parties. 

Eighth.  The  express  companies  shall  have  the  right  to  employ  the  new  cor- 
poration as  their  agent  to  close  out  all  unfinished  express  transportation  busi- 
ness of  such  express  companies  transacted  prior  to  July  1,  1918,  upon  such 
reimbursement  of  said  new  corporation  of  any  out-of-pocket  cost,  as  may  be 
agreed  upon  between  the  parties,  subject  to  the  approval  of  the  director  gen- 
eral, and  the  new  corporation  shall  until  March  31,  1919,  take  charge  of  and 
from  time  to  time,  as  requested  by  said  express  companies,  deliver  to  them  at 
such  points  as  may  be  designated  by  the  express  companies  such  of  their  books, 
records  and  papers  as  may  not  be  necessary  for  the  business  of  the  new  cor- 
poration. 

Ninth.  It  is  the  intention  that  the  provision  herein  made  for  carrying  on  the 
express  transportation  business  through  the  agency  of  a  single  corporation 
shall  continue  in  effect  only  during  the  period  of  Federal  control,  and  nothing 
herein  contained  shall  be  construed  as  sanctioning  any  combination  or  merger  of 
the  properties  or  businesses  of  the  express  companies  to  last  beyond  that  period. 

Wherefore  it  is  agreed  that  the  express  companies  shall  maintain  their  inde- 
pendent corporate  existence,  and  that  upon  the  termination  of  Federal  control 
the  property  herein  agreed  to  be  conveyed  by  each  of  them  to  the  new  corpora- 
tion (or  the  equivalent  of  such  property)  shall  be  reconveyed  to  it  by  the  new 
corporation  (back  to  them)  at  a  valuation  to  be  agreed  upon,  or  in  the  event 
of  disagreement  to  be  fixed  by  the  Interstate  Commerce  Commission. 

Tenth.  Any  controversy  which  may  arise  iis  to  the  performance  of  any  part 
of  this  contract  shall  be  submitted  to  and  determined  by  the  Interstate  Com- 
merce Commission  and  its  decision  thereon  shall  be  final. 
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Eleventh.  The  words  "  director  general  "  as  used  herein  shall  be  taken  to  apply 
to  any  official  or  person  who  may  now  exercise  the  authority  of  the  United 
States  with  respect  to  said  lines  of  railroad  under  Federal  control,  or  may  here- 
after, as  the  successor  of  the  director  general,  exercise  such  authority. 

The  word  "  railroad  "  as  used  herein  shall  include  all  systems  of  transporta- 
tion and  appurtenances  thereto  under  Federal  control  covered  by  this  contract. 

The  words  "  capital  stock  "  or  "  outf?tanding  capital  stock  "  as  used  herein 
shall  mean  and  include  only  stock  issued  by  the  new  corporation  upon  the 
approval  of  the  director  general  and  not  canceled. 

EXECUTION.  -- 

In  witness  whereof  these  presents  in  quintuplicate  originals  have,  on  the 
day  and  year  first  above  written,  been  duly  signed  and  delivered  by  William  G. 
McAdoo,  Director  General  of  Railroads,  and  duly  signed,  sealed,  and  delivered 
by  the  Adams  Express  Company,  by  William  M.  Barrett,  its  president,  thereto 
duly  authorized  by  a  vote  of  the  directors  of  the  company  at  a  meeting  duly 
called  and  held  on  June  20,  1918 ;  by  the  American  Express  Company,  by  George 
C.  Taylor,  its  president,  thereto  duly  authorized  by  a  vote  of  the  directors 
of  the  company  at  a  meeting  duly  called  and  held  on  June  20,  1918 ;  by  the 
Southern  Express  Company,  by  Thomas  W.  Leary,  its  president,  thereto  duly 
authorized  by  a  vote  of  the  directors  of  the  company  at  a  meeting  duly  called 
and  held  on  June  20,  1018;  by  Wells,  Fargo  &  Company,  by  Burns  D.  Caldwell, 
its  president,  thereto  duly  authorized  by  a  vote  of  the  directors  of  the  com- 
pany at  a  meeting  duly  called  and  held  on  June  21,  1918,  certificates  of  which 
duly  attested  by  the  companies'  secretaries,  are  hereto  attached. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 
By  Walkek  D.  Hines, 

Assistant  Director  General. 
Attest :  The  Adams  Express  Company, 

Horatio  H.  Gates,  By  William  M.  Barrett, 

Secretary.  Its  President. 

[company's  seal.] 

Attest :  American  Express  Company, 

F.  P.  Small,  By  George  C.  Taylor, 

Secretary.  Its  President. 

[company's  seal.] 

[The  American  Express  Co.  has  no  seal,  F.  P.  Small.] 
Attest :  Southern  Express  Company, 

Horatio  H.  Gates.  By  Thomas  W.  Leary, 

Secretary.  Its  President. 

[company's  seal.] 

Attest :  Wells,  Fargo  &  Company, 

C.  H.  Gardiner,  By  Burns  D.  Caldwell, 

Secretary.  Its  President. 

[company's  seal.] 

certificates  of  approval  by  boards  of  directors  of  the  express  companies. 

At  a  meeting  of  the  board  of  managers  of  the  Adams  Express  Company  held 
at  the  office  of  the  company  at  61  Broadway,  in  the  city  of  New  York,  on  the 
20th  day  of  June,  1918,  on  motion  duly  made,  seconded,  and  carried,  it  was 

Resolved,  That  the  attached  draft  of  proposed  contract  between  the  Director 
General  of  Railroads  and  the  Adams  Express  Company,  American  Express 
Company,  Southern  Express  Company,  and  Wells,  Fargo  &  Company,  relating  to 
the  operation,  compensation,  and  other  matters  connected  with  the  express 
transportation  business  over  the  transportation  systems  under  Federal  control, 
be  approved,  and  the  president  and  secretary  be  instructed  to  execute  the  same. 

William  M.  Barrett. 

Attest : 

Horatio  H.  Gates,  Secretary. 

At  a  meeting  of  the  board  of  directors  of  the  American  Express  Company 
held  at  the  office  of  the  company  at  65  Broadway,  in  the  city  of  New  York,  on 
the  20th  day  of  June,  1918,  on  motion  duly  made,  seconded,  and  carried,  it  was 
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Resolved,  That  the  attachi^l  draft  of  proposed  contract  between  tlie  Director 
General  of  Railroads  and  the  Adams  EAxpress  Company,  American  Express 
Company,  Southern  Express  Company,  and  Wells,  Fargo  &  Company  relating 
to  the  operation,  compensation,  and  otlier  matters  connected  with  the  express 
transportation  business  over  the  transportation  systems  under  Federal  control, 
be  approved,  and  the  president  and  secretary  be  instructed  to  execute  the 
same. 

George  C.  Taylor. 

Attest : 

F.  P.  Small,  Secretary. 

At  a  meeting  of  the  board  of  directors  of  the  Southern  Express  Company, 
held  at  the  office  of  the  company  at  61  Broadway,  in  the  city  of  New  York, 
on  the  20th  day  of  June,  1918,  on  motion  duly  made,  seconded,  and  carried, 
it  was 

Resolved,  That  the  attached  draft  of  proposed  contract  between  the  Director 
General  of  Railroads  and  the  Adams  Express  Company,  American  Express 
Company,  Southern  Express  Company,  and  Wells,  Fargo  &  Company,  relating 
to  the  operation,  compensation,  and  other  matters  connected  with  the  express 
transportation  business  over  the  transportation  systems  under  Federal  control, 
be  approved,  and  the  president  and  secretary  be  instructed  to  execute  the 
same. 

Thomas  W.  Leary. 

Attest : 

Horatio  H.  Gates,  Secretary. 

At  n  meetins:  of  the  board  of  directors  of  W^ells,  Fargo  &  Company  held  at  the 
office  of  the  company  at  51  Broadway,  in  the  city  of  New  York,  on  the  21st 
day  of  .Tune,  1918,  on  motion  duly  made,  seconded,  and  carried,  it  was 

Resolved,  That  the  attached  draft  of  proposed  contract  between  the  Director 
General  of  Railroads  and  the  Adams  Express  Company,  American  Express 
Company,  Southern  Express  Company,  and  Wells,  Fargo  &  Company,  relating 
to  the  operation,  compensation,  and  other  matters  connected  with  the  express 
transportaticjn  business  over  the  transportation  systems  under  Federal  control, 
be  approved,  and  the  president  and  secretary  be  instructed  to  execute  the 
same. 

Btjr?^s  D.  Caldwell. 

Attest : 

C.  H.  Gardiner,  Secretary. 

exhibit  a. 

This  agreement,  made  this  26th  day  of  June,  1918,  between  William  G. 
McAdoo,  Director  General  of  Railroads,  hereinafter  called  the  director  general, 
acting  on  behalf  of  the  United  States  and  the  President,  under  the  powers  con- 
ferred on  him  by  proclamation  of  the  President  dated  December  26,  1917,  and 
March  29,  1918,  and  the  American  Railway  Express  Company,  hereinafter 
referred  to  as  the  express  company, 

Witnesseth : 

That  for  and  in  consideration  of  the  mutual  covenants,  separate  services,  and 
payments  hereinafter  recited  to  be  by  the  parties  kept,  performed,  and  made, 
the  parties  do  hereby  agree  as  follows : 

I.  That  in  the  interest  of  greater  efficiency  in  express  service  and  effecting 
economies  in  operating  expenses  of  both  the  railroads  under  Federal  control 
and  the  express  company  the  director  general  hereby  employs  the  express  com- 
pany as  the  sole  agent  of  the  Government  under  the  supervision  of  the  Director 
General  of  Railroads  to  conduct  the  express  transportation  business  upon  all 
lines  of  railroad  under  Federal  control  and  upon  such  other  systems  of  trans- 
portation or  parts  thereof  as  in  the  judgment  of  the  Director  General  it  may  be 
necessary  or  desirable  to  include. 

II.  This  contract  shall  take  effect  on  July  1,  1918,  and  shall  continue  during 
the  full  period  of  Federal  control  as  that  period  is  limited  by  section  14  of 
•'An  act  to  provide  for  the  operation  of  transportation  systems  while  under 
Federal  control,  for  the  just  compensation  of  their  owners,  and  for  other  pur- 
poses," approved  March  21,  1918. 

III.  The  express  transportation  business  to  be  carried  on  under  this  contract 
is  understood  to  mean  such  transportation  business  as  is  commonly  carried  on 
by  express  companies  at  the  present  time,  or  as  may  be  carried  on  by  them 
during  the  continuance  of  this  contract,  and  for  the  purpose  of  this  contract  it 
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is  agreed  that  the  express  business  contemplated  by  tliis  contract  shall  include 
all  matter  carried  on  passenger,  express,  or  mail  trains  of  the  railroads,  except 
baggage  of  passengers  and  theatrical  scenery  and  belongings  when  checked  on 
regular  transportation.  United  States  and  railroad  mail,  including  parcel-post 
matter,  corpses  when  accompanied  by  some  one  in  charge,  news  trunks  and 
property  neecssary  to  carry  on  the  usual  news  business,  goods  and  material 
for  the  use  of  the  railroads,  and  supplies  for  railroad  eating  houses  and  dining 
cars.  Tlie  director  general  as  well  as  the  express  company  shall  have  the  right 
to  carry  on  such  trains  freight  from  the  Orient  imported  by  coast  ports,  news- 
papers, milk  and  cream,  and  returne<l  empties:  Provided,  however,  That  nothing 
in  this  agreement  shall  prevent  the  director  general  from  transporting  horses, 
carriages,  or  cattle,  or  other  classes  of  freight  upon  passenger  trains  when 
necessary  in  emergencies  to  avoid  delay  to  freight  shipments :  And  proinded 
further.  That  no  explosives,  inflammable  articles,  or  acids  shall  be  considered 
express  traffic  except  such  as  it  may  be  lawful  to  transport  on  passenger  trains 
when  properly  packed,  marked,  and  certified  to  as  required  by  the  regulations 
of  the  Interstate  Commerce  Commission  or  other  public  authority  for  the  trans- 
portation of  explosives,  by  the  rules  of  the  American  Railway  Association,  and 
such  regulations  for  the  transportation  of  infiammable  articles  and  acids  as 
may  be  fixed  by  the  director  general.  The  maximum  weight  to  be  carried  in 
any  of  the  cars  carrying  express  business  shall  not  exceed  a  limit  which  in  the 
judgment  of  the  director  general  is  necessary  for  safety.  Articles  which  can 
only  be  loaded  and  unloaded  through  end  doors  of  express  or  baggage  cars 
causing  delays  to  passenger  trains  in  switching  for  this  purpose  shall  not  be 
accepted  by  the  express  company  unless  a  special  car  is  furnished  and  charged 
for  at  the  carload  rate,  and  the  express  company  shall  not  accept  shipments 
which  can  not  be  so  handled  as  to  avoid  unusual  delays  to  the  trains  of  the 
Government. 

Said  express  transportation  business  shall  be  conducted  under  such  rates, 
charges,  classifications,  regulations,  and  practices  as  are  now  or  may  hereafter 
be  lawfully  established.  The  director  general  shall  take  all  steps  lawfully  necesi- 
sary  to  make  any  change  in  such  rates,  charges,  classifications,  regulations, 
and  practices.  The  express  company  shall  propose  no  reduction  in  rates  or 
charges  without  the  prior  approval  of  such  reduction  by  the  director  general. 
The  express  company  shall  solicit  no  express  shipments  disapproved  by  the 
director  general. 

IV.  The  director  general  shall  furnish  adequate  and  suitable  space  in  cars 
properly  equipped,  heated,  lighted,  and  lettered  American  Railway  Express 
Company  of  the  kind  customarily  furnished  by  railroad  companies  for  the  use 
of  express  companies  on  such  passenger,  mail,  and  express  trains  as  may  be 
designated  from  time  to  time  by  the  dii-ector  general  over  ench  of  the  lines  of 
railroad  covered  by  this  contract  for  the  transportation  and  proper  handling 
en  route  of  all  express  matter  tendered  by  the  express  company  at  any  station 
at  which  said  trains  make  regular  stops  and  shall  carry  such  express  matter 
and  the  safes,  packing  trunks,  supplies,  and  equipment  of  the  express  company, 
together  with  the  messengers,  helpers,  and  guards  of  the  express  company 
necessary  for  the  handling  and  protection  of  such  express  matter  to  destination 
or  the  proper  transfer  points  on  said  railroads.  The  director  general  shall,  so 
far  as  it  can  conveniently  be  done  without  interfering  with  his  business,  permit 
the  express  company  to  use  a  portion  of  station  buildings  on  the  lines  covered  by 
this  agreement  without  charge  therefor  for  the  reception,  loading  and  unloading, 
safe-keeping,  and  delivery  of  express  matter  carried  under  this  agreement. 
Where  special  services  or  facilities  have  been  furnished  upon  payments  by  the 
express  companies  in  addition  to  the  percentage  of  gross  earnings  both  parties 
hereto  shall  have  the  benefit  of  such  arrangements  until  otherwise  determined 
by  the  director  general  or  by  the  express  company  after  notice  and  hearing. 
The  movement  of  express  shall  be  under  the  control  of  the  director  general  at 
all  times  and  transported  over  such  lines  of  railroad  and  on  such  trains  as  he 
may  direct  in  the  interest  of  economy  in  car  service  by  utilizing  available 
space  and  with  proper  regard  for  the  necessity  of  prompt  movement. 

V.  Said  express  company  shall  use  its  teams,  property,  offices,  and  other  facili- 
ties, and  its  agents  and  employees  in  operating  an  express  transportation  busi- 
ness on  all  the  lines  of  railroad  under  Federal  control,  and  upon  such  othen 
systems  of  transportation,  or  parts  thereof,  as  in  the  judgment  of  the  director 
general  it  may  be  necessary  or  desirable  to  include;  and  in  the  conduct  of  said 
business  will  exert  itself  in  all  proper  ways  to  make  said  business  satisfactory 
to  the  publi"  and  to  the  director  general.     All  contracts  between   the  express 
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company  and  railroads  and  systems  of  transportation  not  under  Federal  con- 
trol sliall  be  subject  to  tlie  approval  of  the  director  general. 

VI.  The  express  company  shall  be  liable  for  all  loss  or  damage  to  the  facilities 
furnished  by  the  Director  General  to  the  express  company  for  use  in  the  express 
transportation  business  caused  by  the  express  coiapany.  its  ageuts,  or  employees. 

As  between  the  Dii-ector  General  and  the  express  company,  the  express 
company  shall  be  liable  for  any  and  all  claims  on  account  of  loss,  damage,  or 
delay  to  its  own  property  or  the  property  of  others  in  its  charge  carried  imder 
the  provisions  of  this  contract,  anJ  ft  shall  assume  all  risk  of  injury  or  death 
to  its  agents  or  employees  while  engaged  in  its  business  on  any  of  the  lines  or 
premises  covered  by  this  contract ;  and  shall  indemnify  and  save  harmless  the 
Director  General  or  any  agent  or  employee  o^  the  Director  General,  including 
any  railway  company  engaged  in  the  operation  of  any  railroad  under  Federal 
control  covered  by  this  contract,  and  the  employees  of  any  such  company, 
against  all  claims,  demands,  suits,  and  actions  whatsoever  that  may  be  begun 
against  any  of  the  same  on  account  of  any  claim  arising  or  growing  out  of  the 
undertaking  so  above  assumed  whether  in  law  (\T^pany"itj  or  before  any  com- 
pensation board,  tribunal,  or  court  whatsoeveii-ppptni-  ^fy  amounts  paid  here- 
under shall  be  charged  to  operating  expenses. 

VII.  In  any  action  at  law  or  in  equity  or  other  proceeding  brought  against 
said  express  company  before  any  compensation  board,  court,  or  other  tribunal 
it  will  make  no  defense,  except  with  the  approval  of  the  Director  General,  upon 
the  ground  that  it  is  by  virtue  of  this  contract  an  instrumentality  or  agency 
of  the  Federal  Government ;  nor  will  it  seek  to  transfer  to  a  Federal  court 
any  such  action  brought  against  it  in  any  State  court  upon  the  like  ground 
except  with  the  approval  of  the  Director  General.  Any  and  all  other  legal 
rights  of  the  express  company  except  as  above  limited  are  expressly  reserved. 

VIII.  From  the  gross  revenue  earned  on  the  transportation  by  the  express 
company  of  all  the  express  traffic  on  all  lines  under  Federal  control  covered  by 
this  contract,  under  such  rates,  charges,  and  classifications  as  shall  be  in  force, 
it  shall  pay  to  the  director  general  per  cent. 

To  the  balance  of  the  revenues  thus  remaining  there  shall  be  added  the  fol- 
lowing : 

Gross  revenue  derived  from  express  transportation  operations  over  any  lines 
not  under  Federal  control,  less  payments  to  such  lines  under  contracts  in  force 
with  them;  all  miscellaneous  income  derived  from  express  operations,  including 
rentals,  compensation  received  for  the  sales  of  money  orders  or  other  financial 
paper,  charges  assessed  in  addition  to  transportation  charges,  such  as  value 
charges,  and  income  from  money  or  securities  invested  in  the  dividend  guaranty 
fund  as  described  in  paragraph  4  of  this  section.  The  resulting  total  shall  be 
known  as  gross-contract  income. 

From  the  gross-contract  income  as  here  defined,  the  express  company  shall 
defray  the  operating  expenses,  rentals,  taxes,  except  war  taxes,  and  any  other 
proper  expenditures  not  disapproved  by  the  director  general  incurred  in  express 
operations,  the  remainder  being  termed  "contract  income  for  division."  The 
term  "  operating  expenses,"  as  herein  used,  shall  embrace  all  items  prescribed 
by  the  Interstate  Commerce  Commmission's  classification  of  express  acccounts 
as  operating  expenses  for  express  companies. 

From  the  contract  income  for  division,  an  amount  equal  to  5  per  cent  of  the 
total  par  value  of  the  outstanding  capital  stock  of  the  express  company  shall  first 
be  set  apart  for  the  payment  of  dividends  or  general  corporate  purposes,  herein 
termed  "  primary  allowance,"  which  shall  be  cumulative.  Any  excess  of  con- 
tract income  for  division  over  said  primary  allowance,  up  to  2  per  cent  of  the 
par  value  of  the  capital  stock  of  the  express  company,  shall  be  divided  one-half 
to  the  said  company  to  be  set  apart  for  dividends  or  general  corporate  purposes, 
and  one-half  to  the  director  general.  The  remainder  to  the  extent  necessary 
shall  be  paid  into  a  guaranty  fund,  which  fund  shall  not  at  any  time  exceed 
an  amount  equivalent  to  10  per  cent  of  the  total  par  value  of  the  outstanding 
capital  stock.  This  fund  shall  be  held  by  the  express  company  to  insure  its 
ability  to  pay  for  each  year  during  the  life  of  this  contract  an  amount  equal 
to  5  per  cent  upon  the  total  par  value  of  its  capital  stock  from  Jiily  1,  1918. 
Any  earnings  from  such  fund  shall  be  considered  as  contract  income  for 
division. 

If  the  contract  income  for  division  in  any  year  shall  not  be  equal  to  5  per 
cent  of  the  capital  stock  as  herein  provided,  any  amount  lacking  shall  be  with- 
drawn from  said  guaranty  fund  to  supply  such  deficiency  to  the  extent  that 
said  fund  is  sufficient  for  that  purpose,  and  the  said  fund  shall  thereafter  be 
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restored  from  the  contract  income  for  division  after  deducting  tlie  5  per  cent 
primary  allowances  and  the  next  two  (2)  per  cent  as  hereinbefore  provided, 
in  the  same  manner  as  the  fund  was  originally  created.  Provided,  that  should 
there  not  be  a  sufhcient  sum  in  said  guaranty  fund  to  furnish  the  amount 
necessary  to  pay  said  primary  allowance  at  any  time,  the  said  deficiency  shall 
be  paid  from  said  fund  when  there  shall  be  suflicient  money  therein. 

Any  amount  in  said  guaranty  fund  at  the  termination  of  this  contract,  or 
that  may  be  due  thereto  and  not  required  for  the  purpose  for  which  the  fund 
was  established,  shall  be  divided  betweAi  the  express  company  and  the  di- 
rector general  in  the  proportion  of  forty  per  cent  to  said  express  company  and 
sixty  per  cent  to  the  director  general. 

After  the  accumulation  of  the  guaranty  fund,  any  contract  income  for  divi- 
sion in  excess  of  the  said  five  per  cent  primary  allowance  and  the  said  two  (2) 
per  cent  hereinbefore  provided  shall  be  divided  as  follows: 

The  next  three  (3)  per  cent  upon  the  total  par  value  of  said  capital  stock  in 
the  proportion  of  one-third  to  said  company  and  two-thirds  to  the  director  gen- 
eral ;  and  any  sum  b.tirce''i. Jll^  amount  in  proportion  of  one-fourth  to  said 
company  and  three-fo   hv  the  ri'^  director  general. 

It  is  the  understanding  and  agreement  of  the  parties  that  the  "  contract 
income  for  division  "  is  not  the  income  or  property  of  the  express  company 
■but  is  a  fund  resulting  from  the  terms  of  this  agreement  in  which  the  director 
general  and  the  express  company  have  a  mutual  interest.  The  express  com- 
pany has  no  right  to  any  po)'tion  of  this  fund  except  that  which  it  finally  re- 
tains under  the  terms  of  this  agreement  and  which  is  the  compensation  paid 
it  by  the  director  general  for  the  performance  of  its  service  as  the  agent  of  the 
director  general  in  the  transaction  of  this  express  business.  Only  that  portion 
of  the  fund  belonging  to  the  express  company  shall  be  included  in  the  net 
income  of  the  express  company  for  taxation  under  titles  1  and  2  of  an  act 
entitled  "  An  act  to  provide  revenue  to  defray  war  expenses,  and  for  other 
pui'poses,"  approved  October  3,  1917,  or  any  act  in  addition  thereto  or  any 
amendment  thereof  or  any  supplements  thereto.  If  the  express  company  shall 
be  required  to  pay  said  war  taxes  upon  any  part  of  the  contract  income'  for 
division  belonging  to  the  director  general,  the  director  general  shall  and  does 
hereby  indemnify  and  save  harmless  the  express  company  against  any  payments 
that  may  hereafter  be  demanded  of  or  imposed  upon  said  express  company  on 
account  of  taxes  that  may  be  levied  under  titles  1  and  2  of  said  act  upon  that 
part  of  the  said  contract  income  for  division  paid  or  credited  to  the  director 
general  hereunder. 

The  term  "  Revenues  earned,"  as  used  herein,  is  intended  to  mean  the  amount 
of  revenue  earned  for  the  service  performed,  less  any  sums  subsequently  deter- 
mined to  be  uncollectable. 

IX.  The  express  company  shall,  within  sixty  (60)  days  after  the  end  of  each 
calendar  month,  pay  to  the  director  general  a  sum  of  money  equivalent  as 
nearly  as  may  be  to  the  percentage  of  gross  revenues  earned  in  such  month 
provided  for  in  the  first  paragraph  of  Section  VIII ;  within  sixty  (GO)  days  after 
June  30th  and  Decem))er  31st  of  each  year,  the  express  company  shall  render 
to  the  director  general  a  statement  in  such  form  and  detail  as  he  shall  require, 
showing  the  gross  revenues  earned  in  said  six  (6)  months'  period  ending  with 
June  30th  and  December  31st,  and  within  ten  (10)  days  thereafter  it  shall  pay 
to  the  director  general  the  balance,  if  any,  due  to  the  director  general  under 
the  first  paragraph  of  Section  VIII. 

Within  ninety  (90)  days  after  the  end  of  each  calendar  year  or  the  termina- 
tion of  Federal  control  said  express  company  shall  render  to  the  director  gen- 
eral a  statement  in  such  form  and  detail  as  he  ^'hall  require,  showing  the  re- 
sults of  operation  of  said  express  company  under  this  contract  in  a  year,  or 
part  thereof,  determined  as  hereinbefore  provided,  and  within  ten  (10)  days 
after  the  rendition  of  said  statement,  shall  pay  to  the  director  general  what- 
ever sum  shall  be  due  to  him  under  this  contract. 

X.  The  salaries  paid  by  the  express  company  to  its  officers  shall  be  reason- 
able. All  salaries  in  excess  of  $10,000  a  year  shall  be  reported  to  the  director 
general.  If  he  shall  determine  that  any  such  salary  is  unreasonable  and  shall 
notify  the  express  company  in  writing  the  maximum  salary  which  he  regards 
as  reasonable,  any  amount  in  excess  of  such  maximum  salary  so  fixed  which 
sliall  be  paid  to  such  officer  for  salary  after  the  giving  of  such  notice  shall  be 
excluded  from  any  accounts  of  the  express  company  used  in  determining  the 
contract  income  for  division. 


RETURN   OF   THE   RAILROADS  TO   PRIVATE   OWNERSHIP.       22G5 

XI.  The  accounts  of  the  express  company  shall  be  kept  in  form  and  mannrr 
prescribed  by  the  Interstate  Commerce  Commission  and  the  Government  shall 
have  the  risht  to  inspect  such  accounts  at  any  and  all  reasonable  times  through 
its  duly  authorized  agents ;  but  the  express  company  shall  not  be  required  to 
apportion  its  earnings  among  the  various  individual  railroad  lines  and  systems 
or  to  ascertain  the  earnings  accruing  on  any  individual  railroad  line  under 
Federal  control,  and  the  director  general  may  from  time  to  time  require  the 
express  company  to  furnish  such  statistics  or  special  statements  as  may  be 
leasonably  necessary  in  connection  with  the  operations  under  this  contract. 

XII.  The  director  general  shall  have  the  right  to  require  the  transportation 
\\-ithout  charge  by  the  express  company  over  any  and  all  lines  of  railroad  under 
Federal  control  of  all  packages  of  money,  valuables,  papers,  and  shipments  of 
materials  and  supplies  ordinarily  forwarded  by  express,  used  in  the  operation 
of  any  of  the  railroads  under  Federal  control:  Provided,  Jioivever,  That  the  ex- 
press company  shall  not  be  liable  for  any  loss  or  injury  of  said  shipments  so 
carried  unless  caused  by  the  theft,  dishonesty,  or  carelessness  of  the  employees 
of  the  express  company.  When  the  express  company  and  the  railroad  under 
Federal  control  employ  the  same  agents,  the  receipt  of  the  express  messenger 
on  the  train  for  railway  "pi'operty  shall  constitute  a  delivery  to  the  express 
company,  and  the  receipt  of  the  party  to  whom  the  packages  may  be  addressed 
or  his  representative  shall  constitute  a  delivery  by  the  express  company. 

XIII.  The  director  general  will  transport  upon  the  passenger  and  express 
trains  of  the  lines  coveretl  by  this  contract  free  of  charge,  on  passes  to  be  issued 
by  the  director  general  or  proper  railway  official  on  proper  application  therefor, 
the  officers,  agents,  and  employees  of  the  express  company  when  traveling  in 
the  interest  of  or  upon  the  business  of  said  express  company.  He  will  also 
transport  free  of  charge  upon  the  freight  trains  of  the  lines  covered  by  this 
contract  the  equipment  and  materials  of  the  express  company  required  for  use 
by  it  on  the  lines  covered  by  this  contract,  but  no  hay,  grain,  or  other  feed 
stuffs  shall  be  so  transported  for  more  than  .500  miles.  He  will  also  tran.sport 
free  of  charge  equipment,  stationery,  and  office  supplies  of  the  express  com- 
pany in  cars  or  parts  of  cars  set  apart  for  the  use  of  the  express  company. 
The  express  company  assumes  the  risk  of  loss  or  damage  resulting  from  all  such 
transportation  and  agrees  to  indemnify  and  save  harmless  the  director  gen- 
eral or  any  individual  railroad  under  Federal  control  covered  by  this  contract 
Involved  therein  from  all  claims  for  loss  or  damages  arising  from  such  trans- 
portation. 

XIV.  The  director  general  will  transmit  for  the  express  company,  free  of 
charge,  over  all  telegraph  or  telephone  of  individual  railroads  or  railroad  sys- 
tems lines  operated  as  a  part  of  said  lines  of  railroad  under  Federal  control 
covered  by  this  contract,'  all  business  messages  relating  to  the  express  trans- 
portation business  of  such  railroads  or  railroad  systems  to  be  conducted  by 
said  express  company :  Provided,  lioicever.  That  the  express  company  releases 
and  holds  harmless  the  director  general  or  any  railroad  company  from  all 
liabilities  arising  from  any  error  or  delay  in  the  transmission  of  such  messages 
or  from  failure  to  forward  and  deliver  the  same. 

XV.  The  director  general  may  employ  any  of  the  employees  of  the  express 
company  upon  such  reasonable  terms  as  shall  be  agreed  upon  between  the 
parties,  and  the  express  company  may  employ  such  employees  of  the  director 
general  or  agents  of  the  railroads,  and  upon  such  terms  as  may  be  agreed  upon 
from  time  to  time  by  the  director  general  and  the  express  company.  Where 
station  agents  of  the  director  general  or  of  the  railroad  are  employed  by  the 
express  company,  the  director  general  shall  pay  such  agents  the  entire  com- 
pensation for  their  services  to  the  director  general,  the  railroads,  and  the  ex- 
press company,  and  no  payment  shall  be  made  direct  by  the  express  company 
to  any  such  agent  whose  services  may  be  so  furnished  by  the  director  general. 
The  express  company  shall  pay  to  the  director  general  the  usual  commissions 
heretofore  paid  upon  express  transportation  business  at  stations  where  such 
station  agents  are  joint  agents  as  its  share  of  the  agent's  compensation. 

Liability  for  personal  injury  or  death  of  any  joint  employee,  when  it  can  be 
determined  that  such  injury  or  death  was  sustained  while  the  employee  was 
engaged  exclusively  in  express  service,  will  be  borne  by  the  express  company, 
and  the  express  company  will  bear  all  costs  and  expenses  incident  to  the  settle- 
ment thereof.  When  it  can  be  determined  that  such  injury  or  death  was  sus- 
tained while  the  employee  was  engaged  exclusively  in  railroad  service,  the 
director  general  will  bear  all  costs  and  expenses  incident  to  the  settlement 
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thereof.  Where  the  cause  or  causes  of  such  injury  or  death  can  not  be  deter- 
mined the  express  company  and  the  director  general  will  bear  the  same  in  th& 
proportion  in  which  the  wages  paid  by  each  bear  to  the  total  compensation,  in 
which  latter  case  no  settlement  shall  be  made  by  either  party  without  the 
consent  of  the  other. 

XVI.  When  cars  other  than  the  regular  equipment  assigned  for  express  traffic 
are  requested  by  the  expi'ess  company  in  order  to  carry  shipments  of  an  unusual 
character,  and  such  cars  are  furnished  by  the  director  general,  said  express  com- 
pany shall  pay  the  expense  of  fitting  up  such  cars  for  its  use  and  of  restoring 
the  same  to  their  normal  conditions  thereafter,  the  reasonable  compensation 
therefor  to  be  determined  by  the  director  general. 

XVII.  The  express  company  will  load  and  unload  its  express  matter,  or  re- 
quire the  shippers  and  consignees  to  do  so,  upon  or  from  all  cars  assigned  regu- 
larly or  specially  to  express  transportation  traffic. 

XVIII.  All  of  the  agents  and  employees  of  the  express  company  while  on  the 
premises  or  on  lines  of  railroad  under  Federal  control  covered  by  this  contract 
shall  at  all  times  conform  to  the  general  rules  in  force  thereon,  and  in  case  any 
messenger  or  other  employee  on  any  said  line  shall  from  any  cause  be  objection- 
able to  the  director  general  he  shall  be  removed  or  discharged  upon  the  written 
request  of  the  director  general  or  of  the  director  general's  principal  operating 
representative  on  such  line. 

XIX.  The  director  general  shall  allow  the  express  company  the  usual  mileage 
rates  on  all  cars  belonging  to  the  express  company  and  used  in  handling  the 
business  under  this  contract  over  the  railroad  lines  operated  and  controlled  by 
the  director  general.  The  mileage  compensation  allowed  by  the  director  gen- 
eral to  the  express  company  shall  be  considered  a  part  of  the  gross  contract 
income  of  the  express  company. 

XX.  The  express  company  will  take  over  and  continue  the  payment  of  pen- 
sions to  former  employees  of  the  several  express  companies,  which  employees 
have  heretofore  been  pensioned  under  their  rules,  but  no  such  pension  shall 
exceed  one  hundred  and  twenty-five  ($125.00)  dollars  per  month.  The  officers 
~and  employees  of  the  several  express  companies  who  may  be  employed  by  the 
express  company  shall  retain  the  same  rights  to  pension  from  said  new  corpo- 
ration as  they  have  at  the  time  of  change  in  employment.  The  plan  and  pen- 
sion rules  of  the  express  company  shall  be  submitted  to  the  director  general 
and  if  disapproved  by  him  in  any  particular  shall  not  become  effective  until  so 
modified  as  to  meet  his  approval ;  the  sums  paid  on  account  of  such  pensions 
shall  be  charged  to  operating  expenses. 

XXI.  The  express  company  will  enter  into  a  contract  with  the  express  com- 
panies parties  to   memorandum  of  agreement   with  the  United   States,   dated 

,  1918,  for  the  period  of  this  contract  a:s  the  agent  of  said  ex- 
press companies  in  their  foreign  business  and  for  the  handling  of  money  orders 
and  other  financial  papei',  and  for  such  other  purposes  as  may  be  desired,  unless 
in  the  judgment  of  the  director  general  the  express  transportation  business 
conducted  by  said  express  company  will  be  prejudiced  thereby.  The  express 
com-pany  shall  be  paid  by  said  express  companies  such  compensation  for  its 
services  as  shall  be  agreed  upon  between  the  parties  from  time  to  time  as  fair 
and  reasonable,  which  compensation  shall  be  considered  as  a  part  of  the  gross 
contract  income  of  the  express  company.  The  director  general,  however,  may 
require  said  contract  to  be  submitted  to  him  for  his  approval,  and  no  contract 
disapproved  by  him  shall  thereafter  be  effective  between  the  parties. 

XXII.  The  director  general  will  perform  all  necessaiy  switching  service  for 
cars  in  express  service  on  the  lines  under  Federal  control  covered  by  this  con- 
tract, such  as  ordinary  switching  in  connection  with  regular  trains  at  stations 
which  involves  movement  to  and  fron*  the  stations,  and  also  to  and  from  a  track 
or  siding  assigned  for  the  handling  of  express  traffic  and  interchange  of  cai's 
between  railroads  over  which  the  express  company  operates,  and  cars  loaded 
with  live  stock  in  transit  to  and  from  stockyards  for  feed,  water,  and  rest,  in 
compliance  with  the  law  and  service  necessary  by  reason  of  the  failure  of  the 
railroads  to  make  schedule  connection.  For  unusual  or  extraordinary  service 
rendered,  such  as  special  switching  to  and  from  industry  tracks  or  occasioned 
by  reconsignment  of  cars  and  service  of  like  nature,  the  express  company  shall 
pay  compensation  at  the  rate  or  charge  of  the  railroads  made  for  similar  serv- 
ices to  other  parties. 

XXIII.  The  express  company  agrees  that  the  icing  and  refrigeration  of  cars 
in  the  service  of  the  express  company  while  on  the  lines  covered  by  this  con- 
tract .shall  be  performed  by  the  agency  employed  by  the  director  general  for  this 
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purpose,  the  director  general  agreeing  that  the  charges  for  such  service  shall  be 
reasonable. 

XXIV.  No  evidences  of  indebtedness  except  ordinary  bank  or  commercial 
loans  for  current  purposes  shall  be  made  or  issued  by  the  express  company  with- 
out the  prior  approval  in  writing  of  the  director  general;  nor  shall  any  "lien  of 
any  kind  be  placed  by  it  upon  any  property  of  the  new  corporation  without  the 
prior  approval  in  writing  of  the  director  general.  All  loans  shall  be  reported 
to  the  director  general  as  soon  as  made. 

The  stock  issued  by  the  express  company  shall  be  sufficient  to  pay  at  par  for 
the  property  transferred  to  it  and  to  provide  the  cash  necessary  for  working 
■capital.  The  initial  issue  of  the  stock  of  the  express  company  shall  not  be  made 
until  such  issue  shall  have  been  approved  in  writing  by  the  director  general. 
From  time  to  time  theivafter  as  additional  funds  m-ay  be  necessary  to  purchase 
additional  property  or  reimburse  the  company  for  additional  property  purchased 
or  for  working  capital,  additional  stock  may  be  issued  by  the  express  company, 
but  no  issue  shall  be  made  without  the  approval  in  writing  of  the  director 
general. 

XXV.  Either  party  to  this  contract  may,  after  July  1.  1922,  by  not  less  than 
six  months'  notice  in  writing,  to  the  other  party,  cancel  this  contract. 

XXVI.  The  express  company  agrees  that  it  will  at  any  time  during  the  ex- 
istence of  this  contract,  upon  terms  to  be  agreed  upon  between  the  parties 
hereto,  establish  at  such  places  as  may  be  designated  by  the  director  general, 
•collection  and  delivery  service  for  baggage  and  less  than  carload  shipments  of 
freight. 

XXVII.  If  during  the  operation  under  this  contract  the  gross  contract  income 
hereunder  for  any  contract  year  shall  not  be  sufficient  to  pay  the  operating  ex- 
pense and  taxes  of  the  express  company  for  such  contract  year,  it  is  agreed  that 
the  amount  of  any  such  deficit  shall  be  de<lucted  from  any  payments  due  the 
director  general  thereafter,  as  a  further  allowance  by  the  director  general  to 
the  express  company. 

XXVIII.  Any  controversy  which  may  arise  as  to  the  performance  of  any  part 
of  this  contract  shall  be  submitted  to  and  determined  by  the  Interstate  Com- 
merce Commission  after  full  hearing,  and  its  decision  thereon  shall  be  final. 

XXIX.  The  term  "  capital  stock  "  or  "  outstanding  capital  stock,"  as  used 
herein,  shall  mean  and  include  only  stock  issued  by  the  express  company  upon 
the  approval  of  the  director  general  and  not  cancelled. 

The  term  "  director  general."  as  used  herein,  shall  be  taken  to  apply  to  any 
official  or.  person  who  may  now  exercise  the  authority  of  the  Unitetl  States  with 
respect  to  said  lines  of  railroad  under  Federal  control,  or  may  hereafter,  as 
the  successor  of  the  director  general,  exercise  such  authority. 

The  word  "  railroad,"  as  used  herein,  shall  include  all  systems  of  transporta- 
tion and  appurtenances  thereto  under  Federal  control  covered  by  this  contract. 

EXECUTION. 

In  witness  whereof  these  presents  in  duplicate  originals  have,  on  the  day 
and  year  first  above  written,  been  duly  signed  and  delivered  by  William  G. 
McAdoo,  Director  General  of  Railroads,  and  duly  signed,  sealed,  and  delivered 
by  the  American  Railway  Express  Company,  by  George  C.  Taylor,  its  president, 
thereto  duly  authorized  by  a  vote  of  the  directors  of  the  company  at  a  meeting 
duly  called  and  held  on  June  26,  1918,  certificate  of  which  authorization,  duly 
attested  by  the  company's  secretary,  is  hereto  attached. 

WrLLiAM  G.  McAdoo, 

Director  General  of  Railroads. 
By  Walker  D.  Hines, 

Assistant  Director  General. 
American  Railway  Express  Company, 
By  George  C.  Taylor, 

Its  President. 
Attest : 

F.  P.  Small,  Secretary. 

certificate   of   approval   by   board   of   directors   of   AMERICAN    RAILWAY   EXPRESS 

COMPANY. 

At  a  meeting  of  the  board  of  directors  of  the  American  Railway  Express  Com- 
pany, held  at  the  office  of  the  company  at  65  Broadway,  in  the  city  of  New  York, 
on  the  26th  day  of  June,  1918,  on  motion  duly  made,  seconded,  and  carried,  it 
was 
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Resolved,  That  the  attached  draft  of  proposed  contract  between  the  Director 
(Jeneral  of  Railroads  and  the  American  Railway  Express  Company,  relating  to 
llie  operation,  compensation,  and  other  matters  connected  with  the  transporta- 
tion business  over  the  transportation  systems  under  Federal  control,  be  ap- 
I)roveil,  and  the  president  and  secretary  be  instructed  to  execute  the  same. 

George  C.  Taylor. 
Attest : 

F.  P.  Small,  Secretary. 

Mr.  Harrison.  After  that  was  clone,  in  the  following  November, 
1918,  the  President  by  proclamation  took  over  this  company,  and  it 
is  now  being  operated  under  Federal  control.  We  have  no  contract 
for  compensation.  The  capital  stock  of  that  company  represents 
actual  property  and  actual  cash,  the  property  having  been  inven- 
toried under  the  direction  of  Mr.  Prouty  and  by  his  men.  He  has 
certified,  I  assume,  or  will  certify,  that  it  represents  dollar  for  dol- 
lar, property  and  cash.  The  onlj^  contract  we  have  for  compensa- 
tion is  a  guaranty  against  loss  during  the  period  of  Federal  control. 
We  have  a  little  over  $34,000,000  in  property  and  money  invested 
in  the  business  for  which  we  get  no  compensation  unless  we  earn 
it,  and  because  of  the  greatly  increased  expense  and  great  increase 
in  wages  we  are  not  earning  anything,  but  have  been  running  up 
a  deficit  of  something  like  $1,500,000  per  month  during  the  period 
of  Government  control. 

The  Chairman.  What  is  the  total  deficit? 

Mr.  Harrison.  It  is  something  like  $18,000,000,  but  it  is  growing 
less  all  the  time. 

Mr.  WiNSLow.  How  long  has  this  company  been  operated  under 
Government  control  ? 

Mr.  Harrison.  For  a  year  or  more.  The  company  had  only  nine 
days  in  which  to  organize,  and  the  contract  was  made  on  June  21, 
1918.  It  had  to  be  in  business  by  July  1,  and  there  was  a  great  deal 
of  confusion  and  a  great  deal  of  duplication  of  expenses  and  equip- 
ment. However,  each  month  the  condition  gets  better  and  we  be- 
lieve that  if  it  continues  it  will  render  a  good  service. 

Mr.  Sims.  Does  your  deficit  exceed  one-half  the  amount  of  your 
entire  capital  ? 

Mr.  Harrison.  Yes,  sir.  As  I  have  said,  the  eggs  have  been 
scrambled,  and  the  question  that  is  worrying  us  is  what  will  hap- 
pen after  the  termination  of  Federal  control.  We  desire,  if  possible, 
to  continue,  and  we  believe  that  it  would  be  in  the  public  interest 
to  avoid  having  to  go  back  into  the  separate  component  parts,  of 
which  this  company  was  formed,  with  the  confusion  and  expense 
that  would  be  incident  to  that.  We  believe  that  the  public,  the  rail- 
roads, and  the  express  service  would  be  benefited  if  the  service  were 
performed  by  one  company. 

]Mr.  Merritt.  How  many  companies  are  there? 

Mr.  Harrison.  Four  companies  and  the  Government  together 
own  the  stock,  the  Government  owning  about  $6,000,000  worth  of 
stock. 

Mr.  INTerritt,  What  are  the  companies? 

Mr.  Harrison.  The  Adams  Express  Co.,  the  American  Express 
Co.,  Wells,  Fargo  &  Co.,  and  the  Government  are  the  stockholders. 

Mr.  Sims.  Is  not  the  Southern  Express  Co.  in  it? 

Mr.  Harrison.  The  Southern  Express  Co.  is  not  in  it  by  name. 
The  Adams  Express  Co.  owned  the  Southern  Express  Co.,  and  the 
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stock  is  issued  to  the  Adams  Express  Co.  The  Adams  Express  Co. 
and  the  Southern  Express  Co.  were  considered  as  one  in  the  organi- 
zation. 

The  Chairman.  Of  course,  this  would  eliminate  any  competition 
between  the  constituent  companies.  Was  there  much  competition 
between  the  separate  companies? 

Mr.  Harrison.  A  competition  in  service;  yes,  sir. 

The  Chairman.  In  service  only? 

Mr.  Harrison.  Yes,  sir.  The  regulation  of  the  express  companies, 
including  their  rates,  is  vested  in  the  Interstate  Commerce  Com- 
mission. Their  receipt,  which  is  similar  to  the  bill  of  lading  of  the 
railroad  companies,  and  their  rates,  rules,  regulations,  and  practices 
were  prescribed  by  the  Interstate  Commerce  Commission.  That  was 
done  as  the  result  of  a  very  thorough  investigation,  and  greatly 
simplified  the  business  and  worked  well,  and  in  normal  times  pro- 
duced enough  revenue  to  pay  expenses  and  a  fair  profit,  but  since 
the  war  came  on,  with  the  greatly  increased  expenses  and  greatly 
increased  wages,  the  rates  have  not  been  large  enough  to  pay  the 
expenses. 

The  Chairman.  What  is  the  percentage  payment  now  as  between 
the  Federal  Government  and  the  express  companies,  or,  rather,  the 
American  Railway  Express  Co.  ? 

Mr.  Harrison,  It  is  50.25  per  cent.  They  took  the  average  for 
10  years  all  over  the  country,  and  that  was  the  best  we  could  do. 
We  made  the  best  argument  we  could  and  pointed  out  the  difficulties 
that  we  felt  were  impending,  •  and  I  am  sorry  to  say  that  we  were 
pretty  good  prophets. 

The  Chairman.  If  the  company  continues,  you  think  the  deficit 
will  be  reduced  and  that  you  will  be  able  to  operate  at  a  profit? 

Mr.  Hapj?ison.  Yes,  sir ;  with  some  higher  rates. 

The  Chairman.  That  is  on  the  condition  that  there  is  no  large 
extension  of  the  Parcel  Post  Service? 

Mr.  Harrison.  Not  so  much  that.  We  think  that  we  can  do  it 
anyway.  We  think  that  there  is  business  enough  in  the  country  to 
do  that.  We  have  not  any  late  statistics,  but  some  months  ago  the 
statistics  showed  that  we  carried  a  great  many  times  the  amount  of 
parcel-post  matter,  and  that  of  business  that  competed  with  parcel 
post  we  carried  two-thirds,  irrespective  of  the  rate. 

The  Chairman.  You  carry  large  parcels. 

Mr.  Harrison.  And  a  great  many  small  ones. 

The  Chairman.  Is  the  motor-truck  service  cutting  into  your 
service? 

Mr.  Harrison.  Yes,  sir;   a  good  deal  in  the  larger  cities. 

The  Chairman.  You  think,  then,  notwithstanding  the  Parcel 
Post  Service  and  the  enlargement  of  the  motor-truck  service,  that 
you  will  still  be  able  to  not  only  decrease  your  deficit  but  to  make  a 
profit  ? 

Mr.  Harrison.  Yes,  sir ;  with  the  proper  rates. 

The  Chairman.  Does  this  consolidated  company  reduce  largely 
the  overhead  expense? 

Mr.  Harrison.  Yes,  sir. 

The  Chairman.  Is  that  one  of  the  reasons  why  you  believe  ii 
should  be  continued? 
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Mr.  Harrison.  Yes,  sir;  and  I  think  we  can  further  reduce  our 
overhead  expense.  For  instance,  what  you  might  call  our  general 
expenses,  the  expenses  of  general  officers  and  superintendent's  offices, 
etc.,  with  one  company  as  against  eight  companies,  have  been  reduced 
something  like  $1,500,000  a  year,  and  our  traffic  expenses  have  been 
cut  50  per  cent. 

The  Chairman.  Has  there  been  a  large  consolidation  of  offices  in 
the  cities? 

Mr.  Harrison.  Yes,  sir ;   and  that  process  is  not  completed  yet. 

The  Chairman.  That  has  not  been  completed  ? 

Mr.  Harrison.  No,  sir;  but  it  has  been  going  on  all  the  time. 
It  is  a  gradual  process.  We  had  a  lot  of  old  leases  that  had  not 
run  out,  and  we  had  to  sublet  some  offices.  Of  course,  where  we 
could  eliminate  three  or  four  offices  and  have  just  one  office,  it  must 
be  a  little  larger. 

Tlie  Chairman.  Have  you  kept  up  your  delivery  service  as  you 
did  before  Federal  control? 

Mr.  Harrison.  Yes,  sir ;  and  it  is  being  enlarged. 

Mr.  Hamilton.  I  want  to  ask  you  to  state  a  little  more  definitely 
what  you  mean  by  50.25. 

Mr.  Harrison.  It  grew  to  be  the  custom  in  making  contracts  with 
the  railroad  companies  to  pay  them  a  certain  percentage  of  gross 
receipts  for  the  transportation  facilities  which  they  furnished  the 
express  companies  in  trains,  stations,  depots,  etc.,  and  places  on  the 
rights  of  way  on  which  we  might  build  warehouses.  That  rate 
gradually  grew  from  40  per  cent  to  approximately  50  per  cent,  but 
when  we  made  the  contract  with  the  Director  General,  we  hoped,  and 
I  think  he  did,  that  we  might  come  out  more  than  even.  Of  course, 
we  did  not  know  of  this  great  increase  in  expenses  and  in  the  wages 
of  the  men,  and  we  did  not  know  that  the  expenses  would  go  up  so 
fast  and  so  strong.  We  were  urging,  of  course,  so  far  as  we  could, 
for  a  lower  basis  of  compensation,  but  the  Director  General's  repre- 
sentatives took  the  position  that  they  would  take  the  average  for  10 
years.  That  average  for  10  years,  because  there  were  some  high  con- 
tracts in  the  West,  brought  it  up  to  50.25  per  cent.  In  order  to  allay 
our  fears  and  to  meet  our  statement  that  we  could  not  pay  that  much 
because  of  the  impending  things  in  the  future,  the  Director  General 
said,  "  I  will  guarantee  you  against  loss,  but  will  not  give  you  any 
compensation."  We  were  urging  compensation  and  to  be  treated 
the  same  as  the  railroads  were. 

Mr.  WiNSLOw.  The  basis  was  50.25  per  cent  ? 

Mr.  Harrison.  Yes,  sir;  50.25  per  cent.  Out  of  every  dollar  re- 
ceived, we  pay  fifty  and  a  quarter  cents  for  railroad  transportation 
and  facilities. 

Mr.  Barkley.  Is  it  your  proposal  that  legislation  be  included  in 
this  bill  that  will  permit  the  continued  consolidation  of  those  com- 
panies ? 

Mr.  Harrison.  My  suggestion  is  that,  with  the  approval  of  the 
Interstate  Commerce  Commission,  this  company  be  allowed  to  exist 
as  one  company,  and  not  be  unscrambled.  The  Esch  bill  covers  that 
situation,  with  the  possible  exception  that  it  may  not  apply  to  past 
consolidation. 
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The  Chairman.  If  you  have  any  suggestions  in  the  way  of  amend- 
ments to  offer,  you  may  submit  them  in  connection  with  your  state- 
ment. 

Mr.  Harrison.  I  will  do  so. 

Mr.  WiNSLOw.  Are  you  willing  to  be  limited  in  your  profits  ? 

Mr.  Harison.  We  are  willing  to  submit  to  almost  anything  in  the 
nature  of  fair  regulations  that  will  give  us  a  chance,  or,  to  use  a  slang 
phrase,  "  a  chance  for  our  white  alley." 

Mr.  Win  SLOW.  Would  you  be  given  a  monopoly  of  the  express 
business  under  that  legislation  ? 

Mr.  Harrison.  We  might  or  might  not.  This  does  not  prevent 
anybody  else  from  going  into  that  business,  nor  does  it  prevent  a 
railroad  company  from  doing  its  own  express  business. 

Mr.  Win  SLOW.  You  would  not  expect  to  get  a  free  field  without 
some  competition? 

Mr.  Harrison.  No,  sir. 

Mr.  Sweet.  In  what  State  is  this  company  incorporated? 

Mr:  Harrison.  In  the  State  of  Delaware.  I  suggested  Delaware 
instead  of  New  York,  My  general  belief  is  that  you  should  in- 
corporate in  the  State  where  the  principal  office  is,  but  chose  Dela- 
ware because  the  company  would  save  something  like  $20,000  in 
incorporating  fees. 

Mr.  Sims.  When  was  this  corporation  organized  or  created? 

Mr.  Harrison.  On  the  22d  of  June,  1918. 

Mr.  Sims.  AVhen  was  it  taken  over  by  the  Govermnent? 

Mr.  Harrison.  November  19,  1918. 

Mr.  Sims.  What  provision  was  made,  if  any,  with  the  new  corpora- 
tion with  reference  to  the  liabilities  or  claims  of  those  other  corpora- 
tions ? 

Mr.  Harrison.  No  provision  was  made  except  that  in  starting  out 
the  Director  General  authorized  the  company  to  collect  the  debts  due 
those  companies  and  to  pay  the  debts  due  by  them. 

Mr.  Sims.  What  about  the  claims  ? 

Mr.  Harrison.  That  included  claims.  One  or  two  of  the  com- 
panies were  dissatisfied  with  our  way  of  handling  it.  They  claimed 
that  we  were  too  liberal,  and  they  took  that  out  of  our  hands.  We 
have  nothing  to  do  with  claims  against  those  companies. 

Mr.  Sims.  Can  a  company,  if  merged  into  this  corporation,  with- 
draw from  it  the  question  of  its  liability? 

Mr.  Harrison.  I  suppose  it  can  as  a  legal  proposition. 

Mr.  Sims.  Are  those  companies  solvent  and  good  for  the  claims? 

Mr.  Harrison.  Yes,  sir ;  I  think  they  are.  The  Wells,  Fargo  &  Co. 
and  the  American  Express  Co.  are  paying  their  claims  pretty 
promptly.  I  am  familiar  with  that  so  far  as  the  Wells,  Fargo  & 
Co,  and  the  American  Express  Co.  are  concerned.  I  think  there  has 
been  some  trouble  with  the  Adams  Express  Co.,  with  which  we  have 
nothing  to  do  and  with  whom  we  have  quarreled  very  vociferously 
because  of  this  very  matter. 

Mr,  Sims.  I  have  had  a  little  personal  experience  along  that  line, 
md  therefore  know  more  about  that  phase  of  it  than  about  many 
Dthers.  I  have  a  claim  which  arose  on  account  of  a  shipment  made 
3y  express  to  this  city.  Ti,  arose  in  May  or  June,  1918,  and  I  have 
3een  absolutel}^  unable  to  get  one  cent  or  even  to  get  the  matter  con- 
sidered. 
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Mr.  Harrison.  As  I  said,  we  were  under  a  contract- 


Mr.  Sims  (interposing).  They  referred  it  to  some  lawyer  in  New 
York. 

Mr.  Harrison,  They  took  it  out  of  our  hands,  because  they  thought 
we  were  too  liberal  in  making  settlements.  I  get  25  or  30  letters  every 
day  in  my  office  about  those  claims,  but  all  I  can  do  is  to  answer  them 
and  say  that  we  have  absolutely  nothing  to  do  with  them.  That 
is  a  thing  that  has  worried  us  a  great  deal. 

The  Chairman.  Do  you  represent  the  director  general  in  this 
matter  ? 

Mr.  Harrison.  No,  sir. 

The  Chairman.  You  represent  the  company? 

Mr.  Harrison.  Yes,  sir;  of  course,  I  have  talked  with  the  director 
general's  representatives. 

The  Chairman.  Do  you  know  the  director  general's  attitude  to- 
ward this? 

Mr.  Harrison.  No,  sir. 

Mr.  Hamilton.  I  would  like  to  know  what  you  mean  by  saying 
that  the  Government  owns  $6,000,000  worth  of  stock. 

Mr.  Harrison.  They  have  or  will  have  about  $6,000,000  in  stock  of 
this  company. 

Mr.  Hamilton.  Of  this  consolidated  company? 

Mr.  Harrison.  Yes,  sir. 

Mr.  Hamilton.  That  is  an  issue  of  stock  which  the  Government 
has  taken? 

Mr.  Harrison.  Yes,  sir. 

Mr.  Merritt.  Did  they  pay  money  for  it? 

Mr.  Harrison.  For  the  first  six  months  of  Government  control  of 
railroads  the  express  companies  were  operating  as  best  they  could, 
and  they  were  the  very  last  things  to  go  under  Federal  control.  The 
railroads  were  under  Federal  control  during  this  six  months,  Janu- 
ary to  June,  1918,  inclusive,  and  they  were  protected  in  what  the 
express  companies  had  formerly  paid  them  for  express  privileges 
by  their  compensation  contracts,  based  upon  the  three-year  average 
of  their  earnings,  so  the  express  companies  had  to  settle  not  with 
the  railroads  but  with  the  director  general  for  the  facilities  furnished 
them  during  this  six  months,  and  when  this  settlement  was  made  one 
of  the  companies  was  not  prepared  at  that  time  to  pay  in  cash  what  ! 
was  due  the  director  general,  and  therefore  paid  in  stock;  another 
of  the  companies  gave  a  note,  with  stock  as  collateral;  the  others 
paid  in  cash. 

Mr.  Merritt,  What  is  the  par  value  of  that  stock? 

Mr.  Harrison,  $100  per  share,  and  if  it  goes  on  successfully  it  will 
be  worth  the  money ;  but  if  it  is  put  up  for  sale,  it  is  problematical. 

Mr.  Merritt.  At  present  it  is  not  worth  it? 

Mr.  Harrison,  No,  sir. 

Mr.  Merritt.  What  is  it  worth  now? 

Mr.  Harrison,  There  is  no  sale  for  it,  but  it  represents  100  cents 
on  the  dollar  in  property  and  cash, 

Mr.  WiNSLOw.  And  it  is  a  going  business? 

Mr.  Harrison.  Yes,  sir;  a  going  business,  I  suppose  it  is  the 
cleanest-cut  transportation  proposition  ever  in  the  country,  so  far  as 
there  being  absolutely  no  water  in  it  is  concerned.     You  probably 
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know  Mr.  Prouty  and  what  an  examination  of  property  by  him 
means. 

Mr.  Sims.  About  how  much  water  was  squeezed  out  of  them  ? 

Mrw  Harrison.  It  is  problematical.  Most  of  them  were  joint-stock 
associations,  with  probably  no  water  in  them. 

Mr.  Denison.  Under  what  proceeding  or  authority  did  the  Gov- 
ernment acquire  this  stock? 

Mr.  Harrison.  The  director  general  had  a  claim  against  one  com- 
pany, and  that  was  about  all  he  could  get,  because  it  was  not  at  the 
time  of  settlement  prepared  to  pay  in  cash. 

Mr.  Sweet.  Were  all  of  those  original  companies  incorporated? 

Mr.  Harrison.  No,  sir.  Wells,  Fargo  &  Co.  was  a  Colorado  com- 
pany; the  Southern  Express  Co.  was  a  Georgia  company;  and  the 
Adams  Express  Co.  and  American  Express  Ca  were  joint-stock  asso- 
ciations. The  Supreme  Court  has  said  they  were  mere  partnerships. 
Of  course,  these  claims  against  the  Adams  Express  Co.  are  claims 
against  the  partners  if  the  company  does  not  pay.  I  think  that  in 
time  the  company  will  pay  them. 

Now,  if  the  committee  will  pardon  me,  I  will  submit  some  concrete 
suggestions  for  the  committee.  The  Esch  bill  provides  for  consoli- 
dation. Of  course,  I  do  not  know  just  what  bill  will  come  out.  The 
Cummins  bill,  prepared  by  the  Senate  subcommittee,  provides  for  the 
consolidation  of  the  railroads  into  not  less  than  20  nor  more  than  25 
companies.  What  we  would  like  to  have  would  be  the  provision  in 
the  Esch  bill,  if  it  provides  for  the  past.  There  is  some  doubt  about 
that.  I  am  satisfied  myself,  but  I  know  that  Commissioner  Clark  and 
Mr.  Prouty  think  there  is  some  doubt  as  to  whether  it  applies  to  past 
consolidation.  That  would  be  one  suggestion ;  and  we  would  like  to 
be  allowed  to  continue  this  company  without  splitting  it  up,  with  the 
approval  of  the  Interstate  Commerce  Commission;  in  other  words, 
that  the  provision  of  the  Esch  bill  be  applied  to  us. 

Mr.  Harrison.  In  other  words,  that  the  provisions  of  the  Esch 
bill  be  aj)plied  to  us,  and  we  be  allowed,  if  we  can,  to  continue  in 
business,  and  to  render,  as  we  believe  we  can,  a  good  service  and  take 
care  of  our  organization.  We  have  thousands  of  employees  who  have 
been  in  this  business  all  their  lives  and  know  nothing  else,  and  we  do 
not  want  to  turn  them  out. 

There  is  another  suggestion,  which  is  a  comparatively  small  one, 
which  I  would  like  to  make.  I  notice  in  the  Cummins  bill  an  abso- 
lute long-ancl-short-haul  clause.  As  I  said  a  while  ago,  every  rate, 
rule,  and  regulation  of  this  company  was  made  as  prescribed  by  the 
Interstate  Commerce  Commission  and  was  not  initiated  by  the  com- 
pany after  three  years  of  investigation,  which  was  very  thorough 
and  very  drastic.  I  understand  they  spent  something  like  a  quarter 
of  a  million  dollars,  and  I  know  the  companies  spent  that  much  and 
more.  An  absolute  long-and-short-haul  clause  applying  to  express 
companies  would  simply  wipe  out  the  Interstate  Commerce  Com- 
mission's scheme  of  express  rates,  which  have  been  worked  out  satis- 
factorily to  the  public  and  to  the  carriers — except  laterally  it  has  not 
produced  enough  money — because  it  is  made  on  a  block  or  zone 
system,  and  it  is  impossible  to  establish  a  block  or  zone  system  and 
apply  a  rigid  long-and-short-haul  law. 

There  were  a  few  other  matters  I  wished  to  bring  to  your  atten- 
tion, but  I  know  the  committee  is  very  busy. 
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Mr.  WiNSLOW.  How  many  people  are  employed  in  your  company 
now? 

Mr.  Harrison.  Exclusive  employees,  I  should  say,  80,000  or  per- 
haps 90,000,  and  then  we  have  a  lot  of  joint  agents  with  the  railroads, 
that  run  the  total  up  to  something  like  125,000. 

Mr.  Sweet.  The  $18,000,000  loss  you  have  referred  to  has  nothing 
to  do  with  the  outstanding  stock  of  the  company. 

Mr.  Harrison.  No,  sir. 

Mr.  Saveet.  That  is  in  addition  to  the  $18,000,000. 

Mr.  Harrison.  The  $18,000,000  loss  is  our  loss  from  operation  be- 
cause of  the  increases  in  wages  and  other  expenses.  If  we  had  had 
the  same  wages  this  year  that  we  had  three  years  ago  we  would  have 
a  profit  of  $20,000,000.  I  said  the  Government  would  own  $6,000,000 
of  stock,  but  it  is  not  exactly  that,  Mr.  Congi^essman,  because  that  is 
an  approximation  and  they  have  not  gotten  part  of  it  yet,  as  I  happen 
to  know.  They  have  now,  I  think,  stock  certificates  for  three  and  a 
half  million,  approximately,  and  then  there  is  another  deal  on  for  a 
million  and  a  half,  and  they  have  put  up  as  collateral  $1,000,000  of 
the  stock  for  a  debt  due  to  them.  That  was  because  the  express 
companies  that  owned  that  stock  were  unable  to  pay  what  they  owed 
the  director  general  for  the  six  months  of  Federal  control  in  money 
and  they  paid  him  in  stock,  and  at  the  time  I  think  he  thought,  as 
we  did,  that  we  would  probably  make  some  money  on  this  contract 
because  it  was  supposed  that  Federal  control  would  last  for  several 
years,  and  while  we  knew  there  were  impending  wage  increases,  we 
did  not  think  they  were  going  as  high  and  as  strong  as  they  did. 

The  concrete  suggestions  I  have  to  make  to  the  committee  arfe  as 
follows : 

1.  If  the  committee  shall  reach  the  conclusion  that  the  American 
Railway  Express  Co.  should  be  authorized  to  continue  in  business, 
and  that  the  law  should  unmistakably  be  plain  to  the  effect  that  this 
continuance  will  not  be  a  violation  of  the  Sherman  antitrust  law,  or 
any  other  similar  law,  then  I  suggest  that  the  following  provision  be 
added  to  section  4  at  the  bottom  of  page  13,  H.  R.  4378 : 

Provided,  That  the  power  and  authority  of  the  commission  to  approve  and 
authorize  the  unification,  consolidation,  or  merger  of  any  carrier  or  carriers 
by  purchase,  lease,  stock  control,  or  in  any  other  way,  similar  or  dissimilar, 
shall  extend  and  apply  to  the  Americ&n  Railway  Express  Co.,  a  Delaware 
corporation,  a  imification,  consolidation,  or  merger  of  four  express  companies. 

Provided  further,  That  application  must  be  made  to  the  commission  for  such 
approval  within  30  days  after  the  passage  of  this  act,  and  that  pending  the 
decision  of  the  commission  such  unification,  consolidation,  or  merger  shall  not 
be  dissolved. 

I  may  say  that,  in  my  opinion,  the  commission  will  have  the 
authority  to  approve  the  continuance  of  the  American  Railway  Ex- 
press Co.  under  section  4  as  it  now  appears  in  the  bill,  but  the 
suggested  proviso  will  make  this  absolutely  clear. 

2.  There  is  in  S.  2906  an  absolute  long-and-short-haul  clause.  As 
the  result  of  a  very  thorough  investigation  some  years  ago  the  Inter- 
state Commerce  Commission  prescribed  all  of  the  rates,  rules,  and 
regulations  and  practices  of  express  companies,  and  those  rates  are 
now  in  effect,  except  as  changed  by  the  commission  and  by  the  di- 
rector general.  The  changes  made,  however,  have  not  changed  in 
any  way  the  underlying  system  upon  which  the  rates  were  loased. 
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Those  rates  are  not  only  in  effect  on  interstate  business,  but  on  all 
State  business. 

Without  going  into  detail,  but  speaking  generally,  the  commis- 
sion made  its  rates  between  the  blocks,  formed  by  the  lines  of  lati- 
tude and  longitude,  making  the  rates  upon  short-line  railroad- 
mileage,  but  stating  them  in  these  blocks.  The  rates  from  all  points 
in  any  block  to  all  points  in  any  other  block  are  the  same.  Any 
block  or  zone  system  of  this  kind  would  be  destroyed  by  an  absolute 
long-and-short-haul  clause. 

I  therefore  suggest  that  if  such  a  clause  be  inserted  in  any  bill 
reported  that  there  be  a  proviso  added  to  the  effect  that  it  shall  not 
apply  to  express  rates  prescribed  by  the  Interstate  Commerce  Com- 
mission. 

3.  There  must  necessarily  be  a  period  of  reconstruction  just  after 
the  time  when  Federal  control  ends,  and  it  would  only  seem  fair 
that  the  carriers  under  Federal  control  should  be  protected  during 
that  time,  and  that  their  present  contracts  with  the  director  general 
should  be  continued  for  a  reasonable  period  after  Federal  control. 
This  protection  should  also  include  and  cover  the  present  rates  for 
obvious  reasons. 

Section  5  of  S.  2906  provides  for  a  schedule  of  rates,  fares,  and 
charges  to  be  filed  with  the  commission  within  30  days  after  Federal 
control  ceases,  and  to  become  effective  at  the  end  of  four  months 
after  they  are  so  filed,  with  such  changes  and  modifications  as  in  the 
meantime  may  be  ordered  by  the  commission. 

With  reference  to  this,  it  would  seem  necessary  for  the  carriers 
to  file  complete  schedules  of  rates,  fares,  and  charges ;  the  mechanical 
work  can  not  possibly  be  done,  and  these  schedules  filed  within  30 
days  after  Federal  control  ceases,  unless  the  schedules  are  prepared 
in  advance,  which  in  view  of  the  uncertainty  of  the  future  would 
seem  inadvisable. 

I  suggest  in  this  connection  that  the  bill  provide  that  the  present 
schedule  of  rntes,  fares,  and  charges,  both  State  and  interstate,  be 
continued  in  effect  until  changed  according  to  law. 

Section  5  of  S.  2906  also  j^rovides  that  until  the  commission  ren- 
ders its  decision  in  regard  to  the  schedule  of  rates,  fares,  and  charges, 
or  until  the  expiration  of  the  four  months'  period,  the  act  shall 
constitute  a  guaranty  to  each  carrier,  with  which  the  President  has 
entered  into  a  contract  for  compensation,  of  an  operating  income  for 
a  period  proportionate  to  the  compensation  agreed  upon,  and  then 
makes  provision  to  take  care  of  the  carriers  with  which  no  contract 
for  compensation  has  been  made. 

This  provision  of  section  5  applies  to  carriers,  and,  in  my  opinion, 
would  apply  to  an  express  company  under  Federal  control.  The 
express  company  in  whose  behalf  I  am  appearing,  however,  has  no 
contract  for  a  net  income,  its  compensation  being  solely  a  guaranty 
against  loss.  It  would  seem  only  fair  that  this  guarantv  should  be 
continued  during  the  period  mentioned,  and  if  it  is  the  opinion  of  the 
committee  that  the  provisions  of  section  5  do  not  do  this,  then  I  hope 
it  will  be  made  clear  that  the  guaranty  to  a  company  whose  sole 
compensation  under  its  contract  is  against  loss  will  be  continued  as 
long  as  the  guaranty  to  the  railroad  companies  for  a  net  income  is 
continued. 

There  is  another  matter  to  which  I  desire  to  call  the  committee's 
attention,  and  that  is  the  last  proviso  in  the  second  Cummins  amend- 
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ment  to  section  20  of  the  act  to  regulate  commerce,  which  proviso 
reads  as  follows: 

That  if  the  loss,  damage,  or  injury  complained  of  was  due  to  delay  or  damage 
while  being  loaded  or  unloaded,  or  damaged  in  transit  by  carelessness  or 
negligence,  then  no  notice  of  claim  nor  filing  of  claim  shall  be  required  as  a 
condition  precedent  to  recovery. 

This  proviso  is  very  ambiguous,  and  has  been  productive  of  a  great 
deal  of  confusion  and  conflict  of  opinion  as  to  its  meaning,  and  in 
my  judgment  its  meaning  should  be  made  plain.  As  I  understand 
it,  it  was  put  in  when  the  Cummins  amendment  was  being  debated  on 
the  floor  of  the  Senate,  to  take  care  of  and  cover  particularly  live- 
stock shipments,  and  to  make  invalid  provisions  in  live-stock  contracts 
requiring  claim  or  notice  of  claim  where  the  damage  or  injury  to  the 
live  stock  was  caused  while  it  was  being  loaded  or  unloaded,  or  was 
caused  b}^  carelessness  or  negligence  in  transit. 

Its  language,  however,  is  not  confined  to  live-stock  shipments,  but 
covers  all  shipments  of  any  kind  and  character. 

It  would  seem,  in  view  of  the  proviso  just  before  the  one  under  dis- 
cussion, making  it  unlawful  to  provide  by  rule,  contract,  regulation, 
or  otherwise  a  shorter  period  for  giving  notice  of  claims  than  90  days, 
and  for  the  filing  of  claims,  for  a  shorter  period  than  4  months,  and 
for  the  institution  of  suits,  than  2  years,  that  the  proviso  in  question 
is  not  really  needed.  It  might  be  well,  however,  to  extend  the  period 
for  filing  claims  to  six  months,  instead  of  four  months. 

If,  however,  it  is  desired  to  retain  this  proviso,  it  is  suggested  it 
should  be  so  amended  as  to  apply  to  claims  for  live  stock,  to  which  it 
was  originally  intended  to  apply,  and  then  made  to  read  as  follows : 

Provided,  however.  That  if  the  claim  is  for  damage  or  injury  to  live  stock 
while  being  loaded  or  unloaded,  or  by  negligence  of  the  carrier  in  transit,  then 
no  iiotic("  of  the  claim,  nor  filing  of  claim  shall  be  required  as  a  condition  pre- 
cedent to  recovery. 

If  it  is  thought  unwise  to  limit  this  proviso  to  claims  for  live  stock, 
it  then  should  be  made  less  ambiguous  and  limited  to  claims  for  loss 
or  delay  only,  since  the  claimant  and  not  the  carrier  is  in  a  better 
position  to  know  of  shortages  or  damages  to  shipments  in  transit. 
It  would  then  read  as  follows: 

Provided,  hovever.  That  if  the  claim  is  for  delay  In  delivery  or  for  loss  of  the 
shipment  caused  by  negligence  of  the  carrier,  then  no  notice  of  the  claim  nor 
filing  of  the  claim  shall  be  required  as  a  condition  precedent  to  recovery. 

This  last  suggestion  would  afford  to  the  claimant  every  reasonable 
opportunity  to  file  his  claim,  inasmuch  as  it  is  the  shipper  or  con- 
signee, and  not  the  carrier,  who  has  knowledge  of  any  shortage  from 
or  damage  to  a  shipment. 

I  thank  you  verj^  much,  Mr.  Chairman. 

The  Chairman.  Mr.  Harrison,  you  have  endeavored  to  cover  quite 
a  wide  field  and  you  can  have  the  privilege  of  extending  your  re- 
marks. 

Mr.  Harrison.  Thank  you,  sir. 

(Thereupon  the  committee  took  a  recess  until  2  o'clock  p.  m.) 

AFTER  RECESS. 

The  committee  met,  pursuant  to  the  recess,  at  2  o'clock  p.  m. 
The  Chairman.  Mr.  Leigh,  about  how  much  time  will  you  take? 
]\Ir.  Leigh.  About  40  minutes,  Mr.  Chairman. 
The  Chairman.  Very  well,  you  may  proceed. 
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STATEMENT  OF  MR.  E.  B.  LEIGH,  PRESIDENT  CHICAGO  RAILWAY 
EQUIPMENT  CO.,  FORTY-SIXTH  STREET  AND  WINCHESTER 
AVENUE,  CHICAGO,  ILL.,  SPEAKING  FOR  THE  RAILWAY  BUSI- 
NESS ASSOCIATION,  NATIONAL  ORGANIZATION  OF  MANUFAC- 
TURING, MERCANTILE,  AND  ENGINEERING  CONCERNS  WHICH 
DEAL  WITH  STEAM  RAILWAYS. 

Mr.  Leigh.  My  name  is  Edward  B.  Leigh,  Forty-sixth  Street  and 
Winchester  Avenue,  Chicago,  f)resident  of  Chicago  Railway  Equip- 
ment Co.  This  company,  as  originally  organized,  was  for  several 
years  exclusively  engaged  in  the  manufacture  of  a  device  for  rail- 
way cars.  It  has  since  diversified  its  products,  and  for  a  number  of 
years  past  railway  work  has  constituted  but  a  relatively  small  per- 
centage of  its  total  operations.  The  company  owns  and  operates 
subsidiary  plants  as  follows :  A  malleable-iron  plant  in  Marion,  Ind. ; 
another  in  Grand  Rapids,  Mich. ;  a  rolling  mill  in  Franklin,  Pa. ; 
also  a  forging  plant  in  Detroit,  Mich.,  the  latter  turned  over  to  Gov- 
ernment work  and  now  being  dismantled. 

I  appear  as  a  witness  for  the  Railway  Business  Association,  a 
national  organization  of  industrial,  commercial,  and  engineering 
concerns  dealing  with  the  steam  railroads,  of  whose  board  I  am  a 
member.  My  colleague,  its  president,  Mr.  Alba  B.  Johnson,  has 
already  given  testimony  in  these  hearings  and  filed  with  you  all 
necessar}'  information  concerning  this  organiaztion. 

What  I  ask  you  to  consider  relates  specifically  to  our  recommen- 
dation concerning  surplus  earnings.  In  the  statement  of  objects 
made  to  you  by  President  Johnson,  as  favored  by  our  association, 
was  this : 

*  *  *  accumulation  of  surplus  railway  income  in  good  years  in  order 
that  in  poor  years  railway  maintenance,  additions,  and  betterments  may  be 
carried  on  vigorously. 

Senate  bill  2906 — the  Cummins  bill — looks  in  that  direction.  One 
of  its  provisions  would  make  certain  specified  dispositions  of  a  car- 
rier's return  in  any  year  in  excess  of  a  fair  return.  In  laying  down 
the  rule  which  the  regulatory  body  is  to  follow  in  determining  what 
is  a  fair  return,  the  bill  employs  this  language : 

A  fair  return  *  *  *  which  may  include  a  just  allowance  to  provide  rea- 
sonably for  future  years  in  which  there  may  be  insufficient  earnings. . 

That  is  to  say,  wholly  apart  from  the  question  of  taking  income 
from  one  road  and  giving  it  or  lending  it  to  another,  or  for  the 
benefit  of  those  who  use  another,  the  Cummins  bill  deals  directly 
with  each  individual  line  and  recognizes  the  legitimacy  of  its  accum- 
ulating in  prosperous  years  a  surplus  against  lean  years.  Our  asso- 
ciation does  not  say  that  income  should  be  diffused  in  any  of  the 
ways  suggested.  There  are  undoubtedly  serious  legal  and  constitu- 
tional difficulties.  We  do  not  pretend  to  have  discovered  a  provision 
which  will  attain  the  end  in  view.  What  I  am  here  to  urge  is  that 
you  adopt  as  your  own  the  basic  thought  underlying  the  definition 
of  a  fair  return  wdiich  I  have  just  cited  from  the  Cummins  bill, 
namely,  that  a  surplus  should  be  permitted  to  any  railroad  that  can 
earn  it  as  a  fund  for  years  of  adversity.  We  state  the  purpose.  If 
this  commands  the  approval  of  Congress,  it  is,  of  course,  for  Con- 
gress to  seek  the  statutory  means  for  carrying  it  out. 
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I  am  here  in  the  hope  of  doing  something  which  may  intensify 
your  appreciation  of  the  importance  of  this  purpose  and  to 
strengthen  your  determination  that  effective  means  shall  be  found 
for  giving  it  accomplishment. 

What  I  shall  have  to  say  is  not  in  behalf  of  any  special  interest 
but  in  the  general  interest  of  the  whole  Nation. 

Some  of  tlie  plans  so  ably  conceived  and  presented  to  you  seem 
to  be  animated  primarily  by  solicitude  for  the  present  holder  of 
outstanding  securities.  Some  of  the  so-called  rules  for  rate  making 
have  set  forth  that  rates  should  be  such  as  to  yield  a  return;  as  if 
the  be-all  and  end-all  of  rates  was  the  return.  To  the  security 
holder,  of  course,  the  return  is  the  object  of  the  investment.  As  a 
securit}^  holder  he  has  no  stake  beyond  the  fact  of  the  return  and 
repayment  of  the  principal.  But  to  the  user  of  transportation  and 
to  the  user  of  what  is  transported  the  return  is  merely  a  means  to 
an  end — namely,  attraction  of  new  capital  for  additions  and  better- 
ments, including  those  which  promise  economies  and,  hence,  ulti- 
mately a  check  on  rate  advances. 

It  is  gratifying  to  observe  that  there  are  certain  leading  plans 
in  whieli  the  public  rather  than  the  security  holder  is  specifically 
made  the  primary  object  of  solicitude.  One  of  these  is  the  Cum- 
mins bill.  That  measure  sets  forth  the  aspects  which  must  be  con- 
sidered by  the  rate-regulating  body  and  gives  prominence  to  the 
needs  of  the  people  for  transportation,  hence  for  new  capital,  and 
hence  for  adequate  rates. 

The  statement  of  the  same  object  by  the  Railway  Business  Asso- 
ciation is  this: 

*  *  *  a  Federal  statutory  rule  of  which  the  effect  will  be  that  rates  and 
fares  of  the  railways  within  each  traffic  section  shall  be  sufficient  to  yield 
the  average  railway  in  the  group  in  the  average  year  its  necessary  expenses 
and  to  provide  the  credit  basis  for  adequate  facilities. 

In  discussing  the  public  interest  in  adequacy  of  rates  and  ade- 
quacy of  return,  you  have  ample  testimony  touching  upon  adequacy 
of  facilities  as  a  necessary  underlying  aim.  I  do  not  now  volunteer  any 
more.  There  is  another  aspect  from  which  the  national  interest 
should  be  considered,  and  to  that  aspect  I  invite  your  attention. 

I  refer  to  the  effect  of  railway  purchases  in  and  of  themselves  as 
a  stabilizer  of  industrial  and  commercial  activity  in  every  line  what- 
ever throughout  the  country. 

Ever  since  Henry  Clay  raised  his  voice  for  policies  designed  to 
stimulate  prosperity  the  attitude  of  our  Government  has  been  one 
of  solicitude  for  the  welfare  of  each  and  every  element  in  the  popu- 
lation— first,  for  the  sake  of  each  element;  and  second,  for  the  sake 
of  the  country  as  a  whole,  all  of  the  units  being  regarded  as  pros- 
pering by  the  prosperity  of  each.  Until  a  few  years  ago  this  was  the 
attitude  toward  railroads,  and  the  frame  of  mind  in  which  Members 
of  Congress  are  listening  to  the  testimony  of  citizens  seems  to  give 
promise  that  the  attitude  toward  railroads  may  soon  become  such 
again. 

It  is  true  that  a  large  proportion  of  Americans,  though  probably 
at  no  time  a  majority,  have  always  held  the  view  that  the  Govern- 
ment should  avoid  positive  aid  to  citizens  in  their  occupations.  Such 
aid  was  asserted  to  be  artificial  stimulation,  the  cost  of  which  fell 
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on  all  the  people,  whereas  the  benefits  might  not  be  equitably  dif- 
fused. 

Railroads  may  be  said  to  constitute  an  exception,  since  the  cre- 
ation and  maintenance  of  highways  is  a  duty  of  Govermnent, 
whether  performed  directly  or  through  franchises. 

But  however  you  take  it — accepting  the  theory  of  those  who  would 
let  the  citizen  work  out  his  salvation  without  Government  aid,  and 
granting,  for  the  sake  of  argument,  that  rail  highways  are  not  ex- 
ceptional in  that  respect — what  have  we  had  ?  In  place  of  aid,  posi- 
tive and  aggressive  suppression.  The  Government  has  regulated 
rates  under  a  statute  which  provided  for  restriction  but  did  not 
provide  for  adequacy;  and  the  consequence  has  been  a  practical 
cessation  of  railroad  building  and  improvement,  if  not  also  an  im- 
pairment of  maintenance  standards.  This  is  only  another  way  of 
saying  that,  by  keeping  rates  too  low  and  by  making  investors  fear 
excessive  restriction,  which  may  be  equally  harmful,  we  have  put  a 
governmental  brake  on  the  purchase  of  railway  sup]ilies  and  hence  on 
the  industries  which  have  plant  and  organization  for  their  produc- 
tion. 

The  Government  has  ia  that  field  restrained  trade.  By  what 
almost  everybody  now  sees  was  plain  neglect  the  Government  has 
interefered  not  only  with  the  prosperity  of  an  element  in  the  Nation, 
but  with  the  prosperity  of  the  whole  Nation. 

In  a  great  country  such  as  ours  and  in  matters  which  are  under 
Federal  jurisdiction  it  is  inevitable  that  here  and  there,  for  a  time 
at  least,  mistakes  of  this  sort  will  remain  in  force.  We  can  only 
do  our  best  to  find  and  correct  them.  But  a  highly  practical  rule 
which  we  follow  by  instinct  is  to  place  on  the  docket  for  first  and 
most  vigorous  action  those  situations  where  a  change  in  government 
policy  would  probably  affect  the  largest  number  of  people.  The 
more  wage  earners  are  involved  the  wider  spread  are  the  secondary 
effects. 

In  general,  I  make  the  statement  that  no  occupation  except  agri- 
culture employs  so  many  people  as  do  railroading  and  providing 
the  needs  of  railroads.  From  raw  material  to  finished  product 
those  employed  in  railway  supply  industries  are  believed  to  be 
pretty  close  to  2,000,000.  Apparently  another  2,000,000  are  now 
employed  by  the  railroads  themselves,  a  large  number  of  these 
engaged  in  the  maintenance,  improvement,  and  extension  of  the 
properties. 

If  new  railroads  were  in  the  course  of  construction  the  number 
of  employees  would  be  increased  by  many  thousands  more  whose 
existence  makes  no  entry  upon  the  statistics  of  employment  com- 
piled by  the  Interstate  Commerce  Commission  until  the  new  road 
is  completed  and  actually  doing  business  as  a  common  carrier. 

Sometimes  the  rank  second  to  agriculture  in  number  employed 
is  assigned  to  what  are  described  as  the  building  trades.  Those 
trades  unquestionably  engage  very  great  numbers.  The  significant 
fact,  however,  is  that  to  a  large  extent  they  are  to  be  classed  with 
railway  supplies,  since  the  demand  for  much  of  the  material  which 
they  produce,  many  of  the  structures  which  they  erect,  and  the 
fittings  which  they  install  arises  immediately  out  of  railway  activity 
and  would  not  be  required  if  it  were  not  for  railway  purchases. 

Without  attempting  an  exact  mathematical  statement  of  the  num- 
ber employed,  we  are  in  position  to  make  a  conclusive  mathematical 
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demonstration  of  the  effect  which  the  prosperity  or  adversity  of 
these  many  millions  has  upon  the  prosperity  or  adversity  of  the 
nation  as  a  whole. 

The  important  phase  of  the  railway  problem  which  I  desire  to 
law  before  you — one  entirely  different  from  any  you  have  here- 
tofore had  presented  to  you — is  found  in  a  measurement  of  the 
extent  to  which  restriction  upon  railway  buying  actually  does  depress 
general  business  prosperity,  and,  conversely,  the  exact  extent  to 
which  normal  railway  purchases  can  and  do  hasten  return  of  gen- 
eral activity  following  a  depression  and  prolong  prosperity  once 
restored. 

Comparatively  few  realize  what  a  great  factor  the  railways  are 
in  the  buying  field.  Having  this  in  mind,  a  short  time  ago  it 
occurred  to  me  to  try  to  present  this  in  some  graphic  form  which 
would  more  quickly  portray  this  fact ;  to  give  a  sort  of  "  back- 
ground," as  it  were,  for  the  more  ready  appreciation  of  this  suitu- 
ation. 

I  have  gathered  some  statistics  which  will  serve  to  illustrate  more 
fully  what  I  am  bringing  to  your  attention. 

These  illustrations  are  given,  not  as  being  entirely  proof  against 
critical  analj'sis,  but  rather  as  serving  to  show  "  relation  "  in  at 
Jeast  a  general  way. 
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From  figures  taken  from  the  United  States  Census  report  for  the 
year  1914  (the  latest  available),  these  comparisons  have  been  laid 
out  on  charts  numbered  1  to  5  inclusive. 

Chart  No.  1  shows  the  value  of  the  railways  of  the  United  States 
road  and  equipment,  $16,148,532,502. 

The  Chairman.  That  is  as  of  1914? 

Mr.  Leigh.  Yes. 

Capital  of  all  manufacturing  industries  of  the  United  States, 
$22,790,980,000— the  product  from  which  was  stated  to  be  $24,246,- 
435,000. 

The  relation  of  railway  investment  and  that  of  manufacture  is 
thus  clearly  reflected. 

Chart  No.  2  is  an  enlargement  of  Chart  No.  1,  showing  in  detail 
the  relation  and  extent  of  the  13  leading  manufacturing  industries — 
all  the  other  manufacturing  industries  (embracing  over  75  distinct 
groups)  are  shown  in  one  section. 

As  you  will  see,  the  leading  one  is  iron  and  steel,  followed  by 
chemicals,  textiles,  food,  and  lumber. 

Chart  No.  3  shows: 

(1)  The  value  of  railway  cars  and  locomotives  only  at  $4,137,- 
318,000. 

(2)  The  value  of  manufacturing  machinery,  implements,  and 
tools  (all  manufacturing  industries)  at  $6,091,451,274. 

Thus  you  will  see  that  the  value  of  railways'  road  and  equipment 
is  about  70  per  cent  as  great  as  that  of  capital  of  all  manufacturing 
industries,  or  a  ratio  of  about  41  per  cent  for  railways  and  59  per 
cent  for  manufacturing  industries  taken  together. 

The  value  of  railway  cars  and  locomotives  alone  represents  an 
amount  about  70  per  cent  as  great  as  that  of  the  value  of  machinery, 
implements,  and  tools  in  all  manufacturing  industries,  or,  again, 
taken  together,  a  ratio  of  about  40  per  cent  for  the  railways  and 
60  per  cent  for  manufacturing,  machinery,  etc. 

Chart  No.  4  is  a  comparison  of  the  value  of  railway  cars  land 
locomotives  only  with  that  of  farm  machinery,  implements,  and 
tools : 

(1)  Cars  and  locomotives  at  $4,137,318,100;  and 

(2)  Farm  machinery,  tools,  and  implements  at  $1,368,224,548; 
or  a  value  of  cars  and  locomotives  three  times  as  great  as  all  the 
farm  machinery,  tools,  and  implements. 

Chart  No.  5  is  a  combination  of  Charts  3  andl  4,  showing  for 
comparison : 

(1)  Cars  and  locomotives,  $4,137,318,100. 

(2)  Manufacturing  equipment,  machinery,  and  tools,  $6,091,- 
451,274. 

(3)  Farm  machinery,  implements,  and  tools,  $1,368,224,548. 
With  these  facts  before  you,  together  with  the  large  chart  headed 

"  Railway  purchases,"  I  shall  endeavor  to  make  clear  the  doctrine 
to  be  presented. 

For  more  than  25  years  past  I  have  observed  the  effect  of  rail- 
way purchases  upon  general  business  prosperity — induced  by  the 
fact  that  in  my  business  (a  portion  of  which  is  that  of  railway 
supplies)  I  had  noted  that  when  the  railways  of  the  country  entered 
the  field  of  substantial  capital  purchases  there  invariably  followed 
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a  period  of  general  business  prosperity,  and,  likewisej  the  cessation 
of  such  purchases  was  invariably  followed  by  a  decline  in  general 
business. 

More  and  more  impressed  with  this,  in  the  year  1913,  with  data 
carefully  collected  from  the  year  1901  to  that  time,  I  set  to  work 
to  test  out  this  principle. 

Inasmuch  as  the  railways  of  this  country  constitute  its  greatest 
industry  next  to  agriculture,  with  but  one  thing  to  sell — transporta- 
tion— the  greatest  single  buying  agency  in  the  country,  the  ultimate 
consumers  of  everything  they  buy,  their  purchases  extending  sub- 
stantially throughout  almost  every  department  of  business,  many 
of  them  on  a  tremendous  scale,  it  must  be  obvious  how  potent  a 
factor  they  are  in  general  business  conditions. 

As  the  iron  and  steel  industry  has  long  been  recognized  as  being  the 
truest  index  of  general  business  conditions,  and  as  prior  to  1914  it  was 
reliably  estimated  that  the  railways  consumed,  directly  and  indirectly, 
between  40  per  cent  and  50  per  cent  of  the  iron  and  steel  production 
of  the  country,  it  is  manifest  that  the  expansion  or  restrictions  of  rail- 
way consumption  must  vitally  affect  this  barometer. 

The  ramifications  of  railway  purchases  make  it  impossible  to 
classify  them  in  the  aggregate.  But  few  of  the  more  important  items, 
such  as  rails,  for  example,  are  made  the  subject  of  public  information 
and  statistical  compilation.  However,  the  conditions  under  which 
rail  purchases  are  made  are  not  believed  to  be  such  as  to  reflect  the 
railways'  prosperity,  their  purchasing  ability  in  a  broad  sense,  or 
their  influence  upon  general  business. 

Many  years  of  observation  led  to  the  belief  that  of  those  items  offi- 
cially compiled,  tabulated,  and  made  public,  perhaps  no  one  so  clearly 
and  typically  reflects  the  railways'  general  purchasing  ability  as  that 
of  new  equipment,  and  no  other  tabulation  has  been  as  regularly  and 
accurately  kept.  When  the  railways  bought  freely  of  new  equipment 
they  were  generally  likewise  buying  freely  of  all  other  articles  essen- 
tial to  maintenance,  operation,  and  betterment.  During  the  past  10 
or  15  years  the  purchasing  of  new  equipment  has  had  a  greater  influ- 
ence upon  the  iron  and  steel  industry  because  of  the  transition  from 
wooden  to  steel  construction. 

Accordingly  the  number  of  freight  cars  ordered  each  year,  taken 
as  a  unit  and  termed  "  railway  purchases,"  was  projected  on  the  well- 
known  chart  of  the  Broolonire  Economic  Service  for  the  period  of 
1904  to  October,  1914,  inclusive,  and  later,  as  shown  on  this  chart, 
brought  up  to  date  and  extended  back  to  the  year  1901. 

It  may  be  well  known  that  the  Brookmire  Economic  Service,  in 
establishing  its  line  of  "  general  business,"  and  as  shown  on  this 
chart,  uses  for  this  line  a  composite  of  the  following  elements :' 

(1)  Pig-iron  production. 

(2)  Pig-iron  prices. 

(3)  Steel  prices. 

(4)  Building  permits. 

(5)  Railroad  gross  earnings. 

(6)  Merchandise  imports. 

(7)  The  commodity-price  index. 

(8)  Total  clearings  of  the  United  States. 

(9)  Clearings  outside  New  York. 

(10)  Unfilled  tonnage.  United  States  Steel  Corporation. 
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While  the  general  business  line  is  of  necessity  a  deduction  from  the 
elements  enumerated,  nevertheless  these  deductions  have  been  made 
on  the  same  mathematical  basis  during  the  entire  period;  hence  for 
purpose  of  affording  a  comparison  this  line  is  mathematically  correct. 

The  railway  purchases  line  represents  the  actual  number  of  cars 
ordered  during  the  periods  noted  and  officially  confirmed. 

Thus  on  this  chart  "  railway  purchases  "  and  "  general  business  " 
are  shown;  their  relations  traced  over  a  period  of  18  successive  years. 
This  chart,  based  upon  indisputable  facts,  clearly  demonstrates  a 
proposition  which  the  speaker  has  taken  occasion  to  set  forth  in  the 
following  phrase: 

Railway  purchases  measure  general  business  prosperity. 

The  general-business  line  is  shown  in  black  in  monthly  periods 
while  the  railway-purchase  line  is  given  in  red  in  six-month  periods. 

Prior  to  1007  railway  purchases  were  influenced  by  and  proceeded 
under  normal  conditions.  In  this  earlier  period  one  of  the  impor- 
tant factors  influencing  advanced  car  orders  and  the  business  outlook 
was  the  "  crop  prospects."  In  the  days  of  the  so-called  "  granger  " 
roads  the  crop  prospects  of  Iowa,  Kansas,  Nebraska,  and  the  North- 
west almost  determined  the  market  prices  of  those  ''  granger  "  stocks. 
Necessary  betterments  and  new  equipment  were  determined  in  the 
light  of  money  conditions  and  of  the  probable  needs  of  the  roads. 

The  period  preceding  1907  was  one  of  increasing  net  income  for 
the  railways.  Their  revenue  keeping  pace  with  expenses,  it  was  the 
custom  of  railway  managers  generally  to  discount  future  require- 
ments in  ordering  equipment,  and  they  felt  they  could  with  prudence 
count  upon  resources  w^arranting  these  large  operations.  The  chart 
shows  that  car  orders  reached  a  maximum  in  1905  and  1906. 

But  in  1908  a  new  condition  or  factor  appeared,  due  to  the  invest- 
ment of  the  rate-making  power  in  the  hands  of  the  Interstate  Com- 
merce Commission,  the  beginning  of  a  regulation  which  had  in  it  no 
element  of  responsibility  for  transportation  development. 

The  Chairman.  That  began  in  1906. 

Mr.  Leigh.  Yes;  but  the  effect  was  not  felt  until  1908 ;  that  is,  seri- 
ously felt. 

Tile  Chairman.  That  was  the  so-called  bankers'  panic  year. 

Mr.  Leigh.  In  1907;  and  I  have  noted  here  that  in  1908  the  rail- 
roads curtailed  purchases  on  account  of  unfavorable  legislation. 
That  was  in  1908  and  1909. 

The  Chairman.  There  was  no  railroad  legislation  in  1908  or  1909. 
The  Hepburn  Act  was  passed  in  1906. 

Mr.  Leigh.  That  is  true;  but  as  I  recall  it,  it  was  not  actively 
brought  out  until  1908. 

The  Chairman.  But  in  referring  to  the  material  drop  in  railway 
purchases  of  supplies  in  1908,  was  not  that  condition  shown  in  all 
other  general  business  because  of  the  panic  in  the  latter  part  of  1907, 
which  continued  almost  through  1908,  and  was  not  that  due  more, 
possibly,  to  general  conditions,  economic  and  otherwise,  than  to  that 
legislation  ? 

Mr.  Leigh.  I  shall  show  later 

The  Chairiman  (interposing).  Very  well;  I  did  not  want  to  antici- 
pate. 
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Mr,  Leigh.  I  will  show  later  that  1908  had  all  the  elements  of  busi- 
ness prosperity  except  that. 

Mr.  WiNSLOW.  In  1904  and  1905  did  they  buy  their  properties  on 
unusual  earnings  or  did  they  buy  on  their  ability  to  finance  their 
needs  ? 

Mr.  Leigh.  Undoubtedly,  both. 

Mr.  WiNSLOw.  Well,  which  prevailed? 

Mr.  Leigh.  Well,  that  I  am  not  prepared  to  answer. 

Mr.  WiNSLOW.  Would  not  that  affect  it  a  good  deal?  If  there  was 
easy  money  which  they  could  get  for  the  asking  they  might  have 
built  their  trade  up  on  that  rather  than  on  earnings. 

Mr.  Leigh.  Unquestionably,  the  more  readily  money  is  obtainable 
the  easier  it  makes  it  to  finance,  if  their  securities  are  good. 

Mr.  WiNSLOw.  Then  the  reverse  might'  be  true  of  the  other  two 
years  when  they  ran  down. 

Mr.  Leigh.  That  could  be. 

Mr.  Win  SLOW.  So  you  would  not  show  the  actual  needs  of  the 
roads  being  met,  but  that  they  were  taking  advantage  of  conditions. 

Mr.  Leigh.  To  some  extent  that  might  be  true,  Mr.  Congressman. 

Thus,  for  the  first  time  were  "  railway  purchases  "  controlled  by 
abnormal  rather  than  normal  conditions;  and  have  so  continued, 
more  or  less,  from  1908  to  the  present  time. 

The  year  1908  was  notably  the  leanest  of  business  years  up  to  1914, 
notwithstanding  bumper  crops,  plentiful  money,  and  absence  of  dis- 
turbed political  conditions — the  three  recognized  elements  making 
for  good  business.  It  likewise  recorded  the  smallest  number  of  ^cars 
ordered  during  the  period,  62,999,  and  the  minimum  of  railway  pur- 
chases for  many  years  prior. 

The  conditions  of  1908  were  continued  well  into  1909,  but  the  last 
half  of  the  year  witnessed  a  substantial  buying  movement  by  the 
railways,  the  total  cars  ordered  for  the  year  aggregating  193,874, 
nearly  70  per  cent  of  which,  however,  were  ordered  within  the  last 
four  months,  with  particularly  heavy  orders  in  November  and  De- 
cember. This  gave  a  fairly  good  business  year,  with  a  heavy  "  carry 
over  "  to  1910. 

1910:  General  business  promptly  followed,  and  with  the  heavy 
"carry  over"  business  from  1909  referred  to,  coupled  with  fairly 
good  buying  on  the  part  of  the  railways  during  the  first  six  months, 
made  the  year  1910  a  still  better  year  than  1909,  although  the  total 
of  car  purchases  was  only  145,085.  The  falling  off  in  car  orders  after 
the  middle  of  the  year  was  duly  reflected  in  the  decline  of  business 
until  at  the  end  of  1910  the  probabilities  of  1911  were  clearly  fore- 
shadowed. 

1911 :  The  decline  in  general  business,  together  with  the  falling  off 
of  railway  purchases,  continued  throughout  almost  the  entire  year, 
but  at  its  close  a  buying  movement  on  the  part  of  the  railways  set  in. 
The  total  number  of  cars  ordered  for  the  year  was  135,740,  nearly  30 
per  cent  of  which  were  placed  at  the  very  end  of  the  year,  and  neces- 
sarily carried  forward  into  1912. 

In  1912  we  reached  a  high  point  in  railway  purchases  about  May, 
continuing  with  normal  purchases  for  most  of  the  remainder  of  the 
year,  again  reaching  a  high  ])oint  at  the  very  end  of  the  last  quarter, 
the  total  car  purchases  being  238,400,  the  largest  number  in  any  year 
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since  1906,  It  is  here  significant  to  note  that  the  foregoing  condi- 
tions in  railway  purchases  were  followed  by  a  phenomenal  revival 
of  general  business  during  the  last  half  of  1912 ;  this  too  in  the  face  of 
a  national  election  fraught  with  more  uncertainties  as  to  its  outcome 
than  any  we  had  for  years.  Business  seemed  to  ignore  these  condi- 
tions, however,  while  the  heavy  purchases  made  by  the  railways  filled 
the  steel  mills  of  the  country  with  orders  toward  the  close  of  the  year, 
so  overtaxing  their  capacity  as  to  compel  buyers  to  anticipate  de- 
liveries by  orders  placed  four,  six,  and  even  nine  months  in  advance 
of  shipping  dates — a  condition  theretofore  unprecedented,  while  gen- 
eral business  assumed  almost  the  aspect  of  a  boom. 

At  this  point  it  may  be  interesting  and  illuminating  to  note  a  com- 
parison of  conditions  prevailing  in  1908  and  1912. 

Economists  recognize  three  great  fundamental  factors  as  fore- 
shadowing and  affecting  business :  Money,  crops,  politics. 

Let  us  apply  these  to  the  years  1908  and  1912. 

■  In  1908  we  had  plethoric  banking  reserves,  bumper  crops,  and  no 
disturbing  political  conditions — every  element  normally  making  for 
a  high  volume  of  business.  On  the  other  hand  we  had  a  very  low 
ebb  of  business  and  the  lowest  volume  of  railway  purchases  then 
known.  This  was  the  first  tmie  that  railway  purchases  were  cur- 
tailed for  other  than  normal  reasons — the  uncertain  and  unfavorable 
legislation  causing  timidity  and  lack  of  confidence  upon  the  part  of 
railway  managers. 

In  1912  we  had  only  normal  reserves,  normal  crops  and  very  dis- 
turbed political  conditions.  On  the  other  hand,  notwithstanding 
these  unfavorable  conditions,  we  had  an  almost  boom  year,  with  the 
railways  buying  heavily. 

Just  why  was  1912  the  exceptional  year?  Why  were  the  political 
conditions  and  political  policies  almost  ignored  ? 

If  there  had  been  any  doubt  as  to  the  basic  factor  of  railway  pur- 
chase, it  was  brought  into  bold  relief  in  1912,  and  that  year  furnishes 
an  answer. 

In  1913  heavy  purchases  of  new  equipment  continued  during  the 
first  three  months,  but  sharply  declined  at  the  beginning  of  the 
second  half  of  the  year — almost  immediately  sinking  to  a  very  low 
level. 

It  was  here  that  the  "  danger  signal "  was  set  by  this  barometer ; 
but,  naturally,  general  business  did  not  immediately  feel  this  falling 
off  of  railway  purchases  at  the  time  (because  of  the  accumulations), 
being  sustained  by  the  unfilled  orders  or  what  might  properly  be 
termed  the  "  unspent  momentum." 

The  condition  clearly  foreshadowed  at  the  middle  of  the  year 
eventuated,  and  brought  to  us  the  memorable  depression  of  1914, 
and  when  railway  purchases  reached  their  then  lowest  mark. 

It  was  stated  in  1913  by  the  speaker  that  it  was  believed  railway 
purchases  were  and  would  continue  to  be  the  controlling  factor  in 
general  business  until  or  unless  some  other  great  purchasing  power 
developed  or  came  to  take  their  place. 

Then  the  unexpected  hapened ;  the  great  European  war  broke  out, 
resulting  in  war  buying  supplanting  railway  buying.  It  was  not 
until  well  within  1915  that  the  effect  of  foreign  munition  and  war 
work  orders  was  substantially  felt  by  us;    but  the  chart  shows  a, 
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gTaclual,  yet  steady  climb  of  the  business  line  during  the  first  six 
months,  somewhat  accelerated  throughout  the  last  half  of  the  year, 
and  not  measurably  accounted  for  by  railway  purchases. 

In  1916  we  find  the  phenomenon  of  steadily  advancing  general 
business,  with  declining  railway  purchases  during  the  first  six 
months,  although  railway  purchases  were  greatly  augmented  during 
the  last  half  of  that  year,  aided  by  the  foreign  cars  bought  in  this 
country. 

Up  to  1913  the  highest  point  of  possible  record  of  the  business 
index  shown  on  the  chart  was  100.  This;  you  will  see,  was  pierced 
by  the  business  line  of  1916,  and  when  a  "mansard"  was  built  on, 
up  to  130.  Even  this  had  not  sufficed  to  record  the  business  line 
of  1917  and  1918. 

The  years  1917  and  1918  are  interesting;  and,  with  1916,  would 
seem  to  confirm  more  surely  the  doctrine  stated.  The  greater  part 
of  the  railway  buying — particularly  during  1918 — had  been  that 
of  the  United  States  Government  order  for  100,000  cars,  placed  in 
April,  1918,  and  the  United  States  military  railway,  and  the  French, 
Italian,  and  Russian  cars. 

At  the  present  time  we  are  confronted  by  a  very  anomalous  situa- 
tion. For  the  first  six  months  of  the  year  1919  the  railway  purchase 
line  has  fallen  to  the  lowest  point  ever  recorded  in  the  history  of  the 
country,  represented  by  figures,  2.597  cars,  1,300  of  them  for  foreign 
shipment  to  China,  France,  and  Cuba,  and  only  about  1,200  cars  on 
our  own  lines;  while  the  general  business  line  has  remained  high — 
with  a  slight  upward  trend  since  May  1 — this  latter  due  to  the  un- 
precedented conditions  brought  about  by  the  war. 

During  the  period  of  active  war  operations  many  industries  classi- 
fied as  nonessential  and  certain  products  of  others  were  greatly 
restricted,  so  that  we  entered  the  present  year  with  a  great  shortage 
of  many  classes  of  goods. 

With  the  removal  of  the  war  restrictions,  coupled  with  the  high 
wages  earned,  and  augmented  by  the  preceding  period  of  unexampled 
prosperity,  many  such  industries  have  sprung  into  great  activity — 
among  them  being  jewelry  and  silverware,  musical  instruments,  ve- 
hicles (automobiles),  rubber,  and  tobacco. 

There  also  has  been  a  considerable  revival  of  the  long-curtailed 
building  industry ;  and  last  but  not  least,  enormous  exports. 

All  these  conditions  have  combined  to  maintain  a  level  of  general 
business  which  ordinarily  would  not  obtain.  This,  however,  can  not 
be  expected  to  continue  to  exist  once  we  return  to  a  more  normal 
basis. 

It  should  be  noted  that  in  August,  1918,  Brookmire  readjusted  his 
barometer  index  owing  to  the  Government  control  of  prices  of  a 
number  of  basic  or  fundamental  commodities,  and  that  he  carried 
this  readjustment  back  to  the  year  1914.  This  I  have  shown  in  the 
open  spaced  lines;  but  for  the  purposes  of  uniformity  and  compar- 
ison, have  continued  the  business  index  in  the  solid  line,  as  shown. 

The  elements  temporarily  eliminated  by  Brookmire  are:  Com- 
posite pig-iron  prices,  composite  steel  prices,  general  commodity 
prices,  railroad  gross  earnings. 

One  of  the  most  natural  questions,  and  one  frequently  raised,  has 
been :  "  Is  it  cause,  or  is  it  effect  ?  "  That  is  to  say,  in  time  of  de- 
pression do  railway  capital  purchases  precede  and  initiate  an  upward 
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trend  to  general  business,  or  on  the  other  hand,  must  business  pros- 
perity precede  to  initiate  railway  capital  buying? 

There  is  one  point  on  which  there  can  be  no  question — that  is: 
That  munition  and  war  orders  were  the  cause  of  the  revival  of  busi- 
ness after  the  great  depression  of  1914,  as  they  likewise  were  the 
great  sustaining  factor  during  1916,  1917,  and  1918. 

War  buying  simply  supplanted  railway  buying. 

Whether  you  are,  or  are  not,  convinced  that  railway  capital  pur- 
chases habitually  precede  or  initiate  general  business  activity,  it  must 
be  admitted  that  they  could  have  done  so.  However,  there  is  some- 
thing in  which  you  will  have  no  difficulty  in  concurring,  and  that  is 
this :  That  once  the  country  enters  upon  a  period  of  general  business 
depression,  however  caused,  such  condition  is  aggravated  and  pro- 
tracted by  the  absence  of  railway  buying ;  and  that  once  general  busi- 
ness activity  is  resumed,  no  matter  through  what  stimulus,  the 
presence  of  railway  buying  is  a  major  factor  in  sustaining  and  pro- 
longing such  activity. 

This  appears  to  be  evidenced  even  in  the  lines  of  1917  and  1918, 
where  it  is  noted  that  the  force  and  effect  of  railway  capital  pur- 
chases are  reflected  in  a  continuing  trend  in  their  relation  to  general 
business — although  naturally,  and  because  of  the  extraordinary  con- 
ditions, in  a  considerably  reduced  degree. 

Even  the  upheaval  of  the  world  war  has  failed  to  obscure  the 
principle  of  the  doctrine ;  while  on  the  other  hand  its  manifest  pres- 
ence in  this  situation  seems  only  to  emphasize  further  its  soundness. 

The  railway  system  of  the  United  States  is  the  greatest  in  the 
world — our  own  largest  industry  excepting  agriculture — the  greatest 
single  buying  agency. 

Our  iron  and  steel  industries  have  been  developed  to  meet  the 
railways'  enormous  requirements,  and  hence  the  railways  have  con- 
stituted the  one  industry  whose  purchases  are  upon  such  a  scale  as 
necessarily  to  affect  the  great  barometer  of  iron  and  steel. 

Buying  is  contagious ;  and  particularly  in  this  true  of  initial  buy- 
ing, which,  when  upon  a  large  scale,  stimulates  greater  buying,  and 
in  the  many  directions  of  its  influence,  thus  inspiring  confidence — • 
one  of  the  most  essential  of  the  underlying  factors  of  high  and  sus- 
tained prosperity. 

Strange  to  say,  railway  men  themselves  have  been  those  least 
willing  to  believe  that  railway  purchasing  is  the  "  cause  "  of  in- 
creased business  activity.  Their  view  is  that  it  is  increase  of  traffic 
which  stimulates  their  railway  buying  and  that,  accordingly,  buy- 
ing follows  traffic. 

This  arises  from  failure  to  discriminate  between  "  capital "  and 
"  operating  "  buying.  It  is  undoubtedly  true  that  operating  buy- 
ing is,  and  very  logically,  the  result  of  traffic  conditions  and  traffic 
needs. 

Capital  buying,  however,  is  of  another  character;  it  generally 
precedes  operating  buying,  and  is  by  no  means  entirely  controlled 
by  the  then  existing  traffic  demands.  Cars  can  not  be  obtained  in 
a  day;  they  must  be  anticipated,  and  contracted  for  long  in  ad- 
vance of  probable  or  possible  delivery. 

In  periods  of  depression  and  when  prices  were  low  car  .buying 
has  been  inaugurated  by  the  larger  and  more  far-seeing  roads;  and 
when  on  a  considerable  scale,  it  has  almost  at  once  prompted  other 
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roads  to  do  likewise,  thus  giving  initial  momentum  to  a  general  buy- 
ing movement. 

In  the  present  chaotic  conditions,  when  all  precedents  are  more 
or  less  upset,  it  is  difficult  to  vizualize  the  relation  of  the  rail- 
ways to  the  future  of  the  steel  and  iron  industry,  with  its  highly 
increased  capacity  brought  about  to  meet  war  conditions. 

But  if  the  iron  and  steel  industry,  heretofore  broadly  recognized 
as  the  great  barometer  of  general  business  conditions,  and  as  basic 
to  them,  is  dependent  upon  "  railway  purchases  "  to  the  extent  of 
the  absorption  of  40  to  50  per  cent  of  its  production,  how  much 
more  really  basic  are  "  railway  purchases  "  as  the  initial  force  in 
starting  and  sustaining  the  circulation  of  general  business?  Are 
they  not  manifestly  the  pulse  of  general  business  ? 

Had  I  the  time  I  might  trace  for  you,  in  graphic  form,  the  flow 
of  this  controlling  current.  Issuing  forth  from  the  railways,  it 
proceeds  first  to  the  great  car-building  plants;  thence  on  to  the 
iron  and  steel  plants  and  to  the  very  large  number  of  railway 
supply  industries.  By  the  latter  it  is  again  directed  toward  the 
iron  and  steel  and  othefr  industries;  thence  in  turn  influencing  a 
highly  increased  number  of  other  and  contributory  industries,  until 
this  influence  has  reached  or  set  in  motion  the  entire  industrial 
machinery;  while  at  every  turn  and  in  every  direction  it  has  fur- 
nished employment  to  labor.  Prosperity  and  employment  are 
synonymous  terms,  as,  conversely,  are  stagnation  and  unemploy- 
ment. 

Thus,  labor  as  a  matter  of  fact  is  more  directly  and  vitally  con- 
cerned in  this  great  problem  than  any  other  single  element. 

In  closing  I  would  emphasize  as  the  railways'  most  vital  need 
the  assurance  of  permanent  adequate  surplus  as  a  fixed  governmental 
policy,  which,  established  by  rule  or  statute,  would  enable  railway 
managers  confidently,  definitely,  and  intelligently  to  provide  for 
their  present  and  future  needs. 

It  is  obvious  that  adequate  railway  revenues  are  essential  to  ade- 
quate railway  purchases ;  that  adequate  railway  purchases  are  funda- 
mentally essential  to  general  business  prosperity;  that  general  busi- 
ness prosperity  means  the  prosperity  and  well-being  of  the  entire 
Nation. 

The  Chairman.  What  is  your  opinion  as  to  standardization  ? 

Mr.  Leigh.  The  standardization  of  equipment? 

The  Chairman.  Yes,  sir;  locomotives,  cars,  equipment,  and  so  on, 
as  practiced  by  the  Federal  Railroad  Administration? 

Mr.  Leigh.  You  have  asked  my  personal  opinion.  I  do  not  think 
it  is  advisable. 

The  Chairman.  Are  there  enough  advantages  arising  from 
standardization  to  justify  its  continuance  when  private  control  is 
restored  ? 

Mr.  Leigh.  We  think  not  exact  standardization.  We  think  prob- 
ably there  can  be  standardization  of  dimensions  and  some  general 
requirem.ents,  but  exact  standardization,  we  think,  is  undesirable. 

The  Chairman.  Do  you  think  it  undesirable  because  it  destroys 
inventive  genius,  initiative,  and  so  on? 

Mr.  Leigh.  That  is  one  very  important  reason;  also  the  concen- 
tration of  specification  and  purchase. 
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The  Chairman.  The  various  railway  supply  manufacturing  in- 
dustries, as  a  rule,  are  built  around  patent  rights? 

Mr.  Leigh.  A  great  many  of  them  are ;  not  all. 

The  Chairman.  And  if  we  have  standardization,  of  course,  that 
line  of  industry  might,  in  a  large  measure,  be  destroyed  ? 

Mr.  Leigh.  That  would  operate  in  some  cases. 

The  Chairman.  Is  it  possible  to  standardize  locomotives,  for  in- 
stance, in  such  a  way  that  you  could  use  the  locomotives  thus 
standardized  in  any  part  of  the  United  States? 

Mr.  Leigh.  That  I  am  not  prepared  to  say,  Mr,  Chairman.  I  am 
not  familiar  with  the  locomotive  requirements  or  construction. 

The  Chairman.  Would  it  not  be  quite  possible  to  standardize 
freight  cars? 

Mr.  Leigh.  To  a  very  considerable  extent ;  yes,  sir. 

The  Chairman.  And  the  appliances  on  freight  cars? 

Mr.  Leigh.  You  can  standardize  many  of  those. 

The  Chairman.  At  the  present  time  all  railway  buying  is  in  the 
hands  of  a  division  of  the  Railroad  Administration,  is  it  not? 

Mr.  Leigh.  Under  its  direction;  yes,  sir. 

The  Chairman.  Should  the  roads  be  returned  to  private  control, 
do  you  think  it  would  be  advisable  to  have  one  purchasing  agency  ? 

Mr.  Leigh.  Personally,  I  do  not  look  upon  what  might  be  called 
concentrated  buying  favorably.  I  do  not  think  that  that  would 
make  for  the  best  welfare  of  the  country.  It  would  be  concentrating 
direct  purchases  to  a  few,  and  I  think  one  of  the  beneficent  effects 
of  the  present  condition — that  is,  prior  to  the  taking  of  the  railroads 
by  the  Government — has  been  this  diffusion  of  business.  You  find 
plants  dealing  directly  or  indirectly  with  railroads  scattered  in  all 
parts  of  the  country.  The  effect  of  those  operations  in  communities 
by  one  element  is  very  stimulative  to  others. 

The  Chairman.  If  you  had  standardization,  would  not  that  per- 
mit fabrication,  and  hence  a  reduction  in  the  cost  ? 

Mr.  Leigh.  There  might  be  some  reduction  in  the  cost.  Standardi- 
zation, as  you  stated  at  the  outset,  would  retard  development  and 
would  not  seem  to  be  for  the  best  interest  of  the  country  and  the 
railroads. 

Mr.  WiNSLOw.  You  would  have  some  sort  of  a  reserve  fund  to 
provide  for  equipment,  depreciation,  and  so  forth? 

Mr.  Leigh.  Yes,  sir;  to  provide  for  certain  equipment,  mainte- 
nance, and  improvements. 

Mr.  WiNSLOw.  I  was  not  here  when  you  began  your  statement. 
Do  you  favor  setting  aside  a  fund  out  of  earnings  before  the  pay- 
ment of  any  dividend  or  afterwards? 

Mr.  Leigh.  I  do  not  specify  before  dividends  are  paid,  but  I  have 
suggested  that  surplus  earnings  should  be  provided  for. 

Mr.  WiNSLOw.  That  would  be  about  the  only  way  you  could  pos- 
sibly do  it — if  the  dividends  were  made  to  take  it  out  of  the  divi- 
dends? 

Mr.  Leigh.  They  can  be  determined  largely  if  you  know  in  ad- 
vance what  the  return  on  the  capital  may  be. 
Mr.  WiNSLOw.  You  advocate  that? 
Mr.  Leigh.  I  advocate  surplus  earnings  that  would  provide 

Mr.  WiNSLOW  (interposing).  Surplus  earnings? 
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Jklr.  Leigh.  Yes,  sir.  That  is  over  and  above  the  earnings  necessary 
to  pay  expenses  and  a  fair  return  upon  the  capital. 

Mr.  Win  SLOW.  Did  you  indicate  your  idea  of  a  fair  return? 

Mr.  Leigh.  No,  sir. 

Mr.  WiNSLOAv.  Would  you  want  to  do  so? 

Mr.  Leigh.  I  have  no  opinion  to  express  on  that. 

Mr.  Denison.  Under  the  present  rules  of  accounting  what  is  the 
purchase  of  cars  and  locomotives  charged  to  ? 

Mr.  Leigh.  That  is  a  capital  improvement. 

Mr.  Denison.  Charged  to  the  capital  account? 

Mr.  Leigh.  Yes,  sir ;  charged  to  the  capital  account,  less  the  value 
of  what  is  scrapped. 

Mr.  Denison.  You  think  that  it  would  be  capitalized  when  paid 
for  out  of  the  earnings  ? 

Mr.  Leigh.  That  is  just  the  same  as  it  is  in  a  manufacturing  organ- 
ization, Mr.  Congressman.  We  capitalize  our  plant,  whether  it  is 
from  earnings  or  from  borrowed  capital,  which  is  substantially  the 
same  thing.  If  you  borrow  money  on  bonds  to  make  improvements 
and  you  pay  the  bonds  subsequently  from  the  earnings  it  is  in  effect 
the  same  thing  as  if  it  came  direct  from  the  earnings.  There  are 
only  two  ways,  either  by  earnings  or  by  fresh  capital. 

Mr.  WiNSLOW.  Do  you  not  think  that  the  railroads  ought  to  be 
protected  bj'-  a  sinking  fund? 

Mr.  Leigh.  That  is  a  financial  proposition,  Mr.  Congressman. 

Mr.  WiNSLOW.  I  understand  from  one  of  the  maps  that  you  were 
the  president  of  an  equipment  company  ? 

M]-.  Leigh.  Yes ;  a  portion  of  our  business  is  furnishing  appliances 
for  railroad  cars. 

Mr.  WiNSLOw.  From  your  experience  on  the  credit  end  of  it,  would 
you  favor  the  proposition  that  the  railroads  should  provide  a  sinking 
fund? 

Mr.  Leigh.  I  hardly  see  where  that  would  form  credit,  so  far  as 
buying  and  purchasing  is  concerned. 

Mr.  WiNSLOAv.  Do  you  not  thing  that  that  has  been  a  part  of  their 
troubles  in  the  past? 

Mr.  Leigh.  I  have  no  reason  to  know  and  no  opinion  to  express 
on  that. 

The  Chairman.  I  notice  in  the  year  1917  by  your  chart  that  there 
seems  to  be  an  exception  to  the  rule? 

Mr.  Leigh.  Yes,  sir;  I  called  attention  to  it.  We  had  a  condition 
that  we  are  not  confronted  with  here,  a  descending  line  here  [indi- 
catmg  on  chart]  and  an  ascending  line  there  [indicating  on  chart], 
but,  as  I  endeavored  to  call  your  attention  to,  this  increased  business 
line  was  brought  about  by  war  work. 

The  Chairman.  In  most  of  the  years  your  curve  of  railroad  pur- 
chases antedates  the  curve  of  general  business  conditions? 

Mr.  Leigh.  That  is  one  of  the  things  that  caused  me 

The  Chairman  (interposing).  That  is  why  you  deduced  your  con- 
clusion that  general  business  results  from  purchases  of  railroad  sup- 
plies follows  and  does  not  precede  them? 

Mr.  Leigh.  That  plus  my  personal  observation  covering  a  long 
period  of  years. 

The  Chair^fan.  The  committee  thanks  you  for  your  interesting 
explanation,  Mr.  Leigh. 
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Mr.  Leigh.  I  thank  you,  Mr.  Chairman  and  gentlemen  of  the  c(jm- 
mittee. 

The  Chairman.  ,We  will  hear  Mr.  Newman  Erb. 

STATEMENT  OF  MR.  NEWMAN  ERB,  42  BROADWAY,  NEW  YORK. 

The  Chairman.  Have  you  a  statement,  Mr.  Erb  ? 

Mr.  Erb.  I  have  prepared  a  statement,  but  I  shall  digress  from 
the  statement  at  times,  and  the  committee  stenographer  can  take 
note  of  the  additions  to  the  text. 

The  Chairman.  Whom  do  you  represent? 

Mr.  Erb.  I  represent  no  one  but  nwself.  I  am  the  president  of 
the  Ann  Arbor  Kailroad  Co.,  of  the  Manistique  &  Lake  Superior 
Railroad  Co.,  chairman  of  the  board  of  the  Middeltown  &  Union- 
ville,  director  of  the  Minneapolis  &  St.  Louis  Railroad  Co.  and  its 
associated  roads,  director  of  the  Tennessee,  Alabama  &  Georgia,  and 
some  others.  I  have  at  various  times  represented,  and  in  part  con- 
structed, a  total  aggregate  of  about  4  per  cent  of  the  entire  railroad 
mileage  of  the  country.  I  speak,  therefore,  as  a  constructor,  an 
investor,  and  as  an  operating  officer  of  railroads. 

I  propose  to  address  myself  to  the  questions  which  I  believe  to  be 
vital  and  fundamental  in  the  stabilization  of  railroad  credit  to  pro- 
tect the  large  railroad  investments,  both  in  number  and  amount,  and 
at  the  same  time  preserve  to  the  general  public  the  service  to  which 
they  are  entitled  at  the  lowest  possible  cost. 

The  railroad  problem  from  its  very  nature  and  character  is  trian- 
gular. It  has  at  one  point  of  the  triangle  the  element  of  labor, 
which  very  properly  contends  for  the  highest  possible  return  for  the 
service  performed.  At  the  other  point  of  this  triangle  is  the  shipper 
and  the  public,  who  desire  the  best  and  most  efficient  service  at  the 
lowest  possible  rates.  This  is  also  a  very  worthy  and  proper  con- 
tention. At  the  other  point  of  the  triangle  is  the  investor,  who  de- 
sires to  have  his  investment  stabilized,  maintained,  and  preserved  to 
him;  that  he  shall  not  be  injuriously  affected  in  the  struggle  and 
contest  between  the  other  two  ^oints  of  the  triangle.  These  are  all 
worthy  contentions,  but  under  conditions  which  have  prevailed  more 
particularly  within  the  past  12  years  the  investor's  standpoint  has 
been  almost  entirely  lost  sight  of,  while  the  controversy  between  rail- 
road labor,  the  shipper,  general  public,  and  the  investor  appears  to 
be  almost  irreconcilable.  There  have  been  many  inherent  weak- 
nesses in  the  railroad  structure,  which  have  been  preserved  and  con- 
tinued. I  believe,  without  serious  intention,  but  which  have  neverthe- 
less contributed  to  unstabilize  investments,  so  that  now  if  the  rail- 
roads are  to  be  returned  to  their  corporate  owners  it  is  only  proper 
that  the  evils  which  experience  has  developed  should  be  corrected  and 
remedied  before  such  return  is  ordered. 

As  between  a  return  of  the  railroads  to  corporate  ownership  under 
conditions  such  as  have  previously  prevailed  and  Government  owner- 
ship, the  investor  prefers  Government  ownership,  and  it  appears 
that  even  railroad  labor  desires  it.  As  between  such  return  and  the 
regional  railway  systems  which  have  been  suggested,  the  investor 
prefers  the  regional  railway  sj^stem,  and  I  do  not  doubt  that  labor 
and  the  public  will  be  much  better  served  thereby. 
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To  understand  the  present  condition  of  our  railroads  and  deal 
remedially  and  constructively  with  them  and  the  problems  now  in- 
volved, it  is  necessary  that  we  should  familiarize  ourselves  with  the 
conditions  under  which  they  were  created  and  developed;  the  diffi- 
cuties  under  which  most  of  them  have  been  financed ;  and  the  prob- 
lems still  unsettled  remaining  to  be  solved  and  their  present  condi- 
tions. 

CONSTRUCTION  WITHOUT  SYSTEM. 

The  construction  of  our  railroads  proceeded  without  reference  to 
any  system.  There  is,  therefore,  lacking  symmetry  and  coordination. 
A  wasteful  duplication  of  facilities  necessarily  developed,  extrava- 
gant, and  otherwise  unnecessary  investments  have  naturally  fol- 
lowed and  were  still  in  progress  until  the  advent  of  Federal  control. 
Notwithstanding  the  very  liberal  aid  extended  and  the  favorable 
charters  granted,  only  a  moderate  degree  of  success,  either  financial 
or  commercial,  attended  the  railroads  first  constructed  in  this  coun- 
try. Many  of  them  were  upon  routes  having  little  traffic,  indeed 
most  of  the  mileage  was  constructed  for  the  purpose  of  building  up 
the  territories  occupied  in  the  expectation  of  having  traffic  created 
for  them.  As  a  consequence  nearly  all  of  them  were  in  their  begin- 
ning more  or  less  unremunerative.  Time,  experience,  and  great  ag- 
gregated wealth  were  required  for  their  reconstruction  and  improve- 
ments which  have  given  us  the  perfect  works  and  perfect  transporta- 
tion machine  of  the  present  day  and  for  the  development  of  the  com- 
merce and  growth  of  wealth  which  makes  us  now  industrially  match- 
less and  supreme. 

The  early  settlement  and  rapid  development  of  the  country  had 
at  its  foundation  the  growth  and  expansion  of  our  railroads,  prac- 
tically all  of  which  were  constructed  as  what  may  be  called  "  surface 
roads,"  following  the  contour  of  the  country  to  avoid  heavy  work 
in  cuts  and  fills,  and  naturally  necessitating  heavier  gradients  than 
would  now  be  tolerated.  They  Avere  ample  for  the  development  of 
the  territory  which  they  were  intended  to  serve.  Most  of  the  new 
mileage  was  without  ballast,  for  which  no  financial  provision  was 
made.  The  locomotives,  freight,  and  passenger  equipments  were  of 
the  crudest  form  compared  with  those  now  in  use.  The  roads  were, 
notwithstanding,  on  the  whole  unprofitable  and  were  sustained  by 
expectations  of  future  prosperity.  They  were  created  not  only 
through  accumulated  capital  in  this  country  but  more  largely  from 
abroad.  If  these  roads  had  been  constructed  on  modern  lines,  such 
as  we  are  accustomed  to  recognize  as  standard  to-day,  it  is  doubtful 
whether  any  one  of  them  could  have  sustained  itself  successfully  for 
even  a  brief  period,  because  the  investment  would  have  been  larger 
than  its  traffic  for  a  long  time  would  warrant. 

While  the  railroads  have  come  into  being  without  reference  to  any 
general  system,  without  symmetry  or  attempt  at  proper  coordination, 
and  with  the  main  purpose  of  serving  merely  local  needs,  they  have 
logically  developed  from  natural  inherent  conditions  into  a  great  na- 
tional system.  They  have  not  only  added  population,  great  wealth, 
and  given  importance  to  existing  communities,  but  actually  created 
inany  others  as  well,  and  though  to-day  we  have  unnecessary  duplica- 
tion of  lines  and  facilities,  they  have  brought  communities  and  States 
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together,  until  I  may  be  justified  in  saying  this  national  system, 
like  our  Constitution,  lies  at  the  foundation  of  our  welfare,  of  our 
democracy,  and  our  material  prosperity.  Government  and  our  trans- 
portation lines  must  properly  go  hand  in  hand  to  fulfill  the  national 
destiny. 

Most  of  the  difficulties  affecting  our  railroads  at  this  time  lie  in 
the  fact  that  legislation,  National  and  State,  has  dealt  and  is  still 
dealing  with  the  railroads  as  a  unit  and  as  a  single  system,  whereas 
in  fact  there  are  829  separate  railroads  reporting  to  the  Interstate 
Commerce  Conmiission,  each  having,  on  account  of  physical,  indus- 
trial, financial,  and  other  conditions,  individual  problems  which 
can  not  be  adequately  dealt  with  under  any  general  law  or  rule. 

If  we  were  dealing  with  the  single  system  in  which  all  of  the 
difficulties  could  be  averaged,  a  universal  system  of  laws  and  rules 
could  be  adequately  and  properly  applied,  and  the  problems  with 
wdiich  they  are  now  confronted  would  all  disappear  with  the  better 
understanding  which  their  unification  would  give  to  the  public  and  to 
the  legislatures.  If  a  single  national  system  privately  owned  under 
the  controlling  restraint  of  a  central  national  agency,  with  adequate 
and  necessary  powers  and  with  guaranty  as  to  return  could  be 
evolved,  an  ideal  transportation  condition  would  be  created. 

Next  to  such  a  single  national  unification  we  have  had  suggested 
regional  systems  which  would,  I  believe,  readily  overcome  the  diffi- 
culties and  properly  meet  the  problems  with  which  our  transporta- 
tion lines  are  now  confronted,  but  the  fewer  railroads  to  control,  the 
easier  the  problems  involved  will  be  solved. 

RAILROAD   DEVELOPMENT. 

It  is  vitally  essential  that  the  expansion  and  development  of  our 
railroads  shall  not  be  arrested  and  that  capital  adequate  for  these 
purposes  and  for  their  needs  shall  be  readily  obtained  at  low  rates 
of  interest  under  normal  conditions. 

In  1867,  now  52  years  ago,  when  railroad  construction  began  to 
have  its  greatest  impetus,  we  had  39,244  miles  of  railroad  in  opera- 
tion, with  average  earnings  per  mile  of  a  little  less  than  $9,000. 
They  would  to-day  be  all  classed  among  the  weaker  lines.  Of  these, 
195  represented  21,459  miles,  or  more  than  two-thirds  of  the  entire 
mileage,  and  earning  less  than  $9,000  per  mile,  and  most  of  them  less 
than  $5,000  per  mile.  From  this  beginning  our  great  railroad  sys- 
tem, if  it  may  be  so  called,  has  been  developed. 

I  have  a  here  a  list  of  the  names  and  the  mileage  and  the  earnings 
of  the  roads  that  were  earning  less  than  $9,000  a  mile  in  1867,  which 
I  believe  will  be  interesting  for  purposes  of  comparison. 

(The  statement  referred  to  follows:) 

List  of  railroads  in  1867  earning  less  than  $9,000  per  mile  per  annum. 


Railroad. 


Oporated 
mileage. 


Earnings 
per  mile. 


Central  Pacific  of  California 

Northern  R.  R.  (New  Hampshire) 

East  Tennessee  &  Georgia  R.  R 

Connecticut  &  Passixmpsic  Rivers  R.  R. 
Concord,  Manchester  <fe  Lawrence  R.  R. 
Concord  &  Claremont  R.  R 


138 
82 
140 
110 
120 
27 


$6,269 
8,309 
3,841 
4,488 
7,845 
2,545 
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Railroad. 


Operated  j  Earnings 
mileage.  I  per  mile. 


Manchester  &  North  Weare  R.  R 

Vermont  it  Massachusetts  R.  R 

Pittsburg  &  ConnellsvllleR.  R 

Rockport  R .  R 

Fitchburg  it  Worcester  R.  R 

South  Shore  R.  R 

Lexington  &  Arlington  R.  R 

Stoughton  Branch  R.  R 

Fairhaven  Branch  R.  R 

South  Reading  Branch  R.  R 

New  Orleans,  Jackson  &  Great  Northern  R.  R 

Wilmington  &  Weldon  R.  R 

South  Side  R.  R 

Dubuque  &  Sioux  City  R.  R 

New  York,  Providence  &  Boston  R.  R 

Middleboro  &  Taunton  R.  R 

Camden  &  Atlantic  R.  R 

Warwick  Valley  R.  R 

Western  &  Atlantic  R.  R 

Boston  &  Providence  R.  R 

Cape  Cod  R.  R 

Boston,  Clinton  &  Fitchburg  R.  R 

Dayton  &  Union  R.  R 

Southwestern  R.  R.  (Georgia) 

Norfolk  &  Petersburg  R.  R 

Mobile*  Ohio  R.  R 

Virginia  Central  R.  R 

Mississippi  &  Tennessee  R.  R 

Jeffersonville,  Madison  &  Indianapolis  R.  R 

New  London  Northern  R.  R 

Fall  River,  Warren  <fe  Providence  R.  R 

Georgia  R.  R.  &  Banking  Co 

Greenville  it  Columbia  R.  R 

Louisville  &  Nashville  R.  R 

New  Bedford  &  Taunton  R.  R 

Sandusky,  Mansfield  &  Newark  R.  R.  (Springfield). 

Syracuse,  Binghamton  &  New  York  R.  R 

Louisville,  Cincinnati  &  Lexington  R.  R 

Alabama  &  Florida  R.  R 

Androscoggin  R.  R 

Montgomery  &  West  Point  R.  R 

West  Jersey  R.  R 

Dayton  &  Michigan  R.  R 

Belvidere  Delaware  R.  R 

Cincinnati,  Richmond  &  Chicago  R.  R.. 

Cape  May  &  MilUille  R.  R 

Evansville  &  Crawfordsville  R.  R 

Old  Colony  &  Newport  R.  R 

Central  R;uIroad  &  Banking  Co.  of  Georgia 

Dubuque  Soul  hwestern  R.  R 

Oswego  it  Syracuse  R.  R 

Rensselaer  <t  Saratoga  R.  R 

Bangor,  Oldtown  &  Milford  R.  R 

Richmond  &  Danville  R.  R 

Housatonie  R.  R 

Houston  it  Texas  Central  R.  R 

Worcester  it  Nashua  R.  R 

Virginia  <t  Tennessee  R.  R 

Pittsfield  it  North  Adams  R.  R 

Portliind  it  Kennebec  R.  R..  . 

Cleveland  it  Toledo  R.  R 

Memphis  it  Charleston  R.  R... 

Cape  Cod  Central  R.  R ]', 

Rome,  Watertown  it  Ogdensburg  R.  R.. 

Vermont  Central  R.  R 

Northeastern  (South  Carolina)  R.  R 

Utica  it  Black  River  R.  R ."... 

Danbury  it  Norwalk  R.  R 

Boston,  Concord  it  Montreal  R.  R 

Ogdensliurg  it  Lake  Champlain  R.  R... 
Pacific  R.  R.  of  Missouri. ..  . 

Portsmouth,  Great  Falls  &  Conway  R.  R..].'! 

Calais  it  Baring  R.  R 

Portland  it  Rochester  R.  R 

Columbus,  Chicago  it  Indiana  Central  R.  R..'!!!'!! 

Memphis  it  Little  Rock  R.  R 

Dps  Moios  Valley  R.  R 

Atlantic  &  St.  Lawrence  R.  R 

Hartford,  Providence  <t  Fishkill  R.  R 

Rutland  R.  R..   .. 

Erie  &  Pittsburgh  R.  R 


19 

S2,64S 

77 

5,992 

58 

8,589 

3 

5,792 

13 

6,450 

11 

7,773 

6 

6,453 

4 

4,073 

15 

3,762 

8 

1,367 

206 

6, 73  J 

181 

3,226 

132 

2,501 

143 

5,631 

50 

9,723 

8 

5,673 

60 

5,423 

10 

5,163 

138 

9,226 

47 

46 

4,213 

289 

346 

48 

2,563 

209 

4,770 

81 

2,576 

486 

5,037 

205 

2,705 

99 

5,179 

226 

3,439 

100 

3,829 

0 

5,149 

142 

8,001 

197 

1,279 

334 

6,464 

22 

8,316 

116 

3,^541 

81 

6,658 

94 

5,429 

114 

2,972 

68 

2,737 

117 

3,837 

37 

7,531 

144 

5,926 

79 

7,536 

45 

4,212 

41 

2,453 

109 

4,659 

139 

9,935 

2K2 

8,106 

56 

2,542 

36 

7,126 

175 

8,134 

12 

4,828 

190 

3,3B6 

120 

4,454 

80 

6,785 

46 

9,769 

213 

3,587 

19 

5,731 

109 

5,316 

291 

5,100 

18 

1,807 

221 

5,449 

184 

9,695 

102 

3,115 

34 

4,422 

24 

6,531 

114 

4,102 

122 

7,447 

309 

8,659 

26 

2,939 

6 

6,800 

18 

3,157 

506 

,  5,535 

131 

1,099 

162 

4,540 

149 

7,253 

122 

6,281 

143 

5,880 
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Railroad. 


Operated 

Earnings 

mileage. 

per  mile. 

14 

$2, 877 

140 

3,709 

74 

7,22C 

22.3 

2,325 

140 

4,299 

80 

4,727 

14 

6,637 

87 

4,499 

40 

5,923 

204 

3,465 

o/ 

8,309 

827 

6,872 

171 

2,352 

181 

4, 282 

4tj 

2, 066 

123 

1,141 

131 

l,14f 

40 

1,525 

191 

3, 56C 

236 

4,334 

140 

4,701 

69 

3,911 

48 

3,647 

109 

2,511 

55 

1,752 

15 

1,735 

20 

1,250 

132 

2,894 

196 

9,878 

30 

2,739 

109 

5,069 

22 

4,573 

80 

4,961 

21 

4,439 

22 

1,189 

39 

3.82S 

67 

7,506 

16 

2,318 

11 

3.377 

32 

l,f31 

42 

3,511 

13 

4,763 

9 

8,114 

54 

2,719 

45 

2,595 

207 

7,328 

12 

4,047 

17 

2,019 

7 

S19 

221 

5,770 

137 

6,482 

82 

5,261 

62 

6,245 

20 

3,074 

11 

5,054 

276 

4,361 

138 

3,869 

34 

7,722 

102 

.5,572 

271 

6,333 

243 

5,415 

12 

1=96 

52 

7,816 

187 

9,352 

61 

2,319 

249 

2,489 

82 

2,686 

499 

7,815 

116 

1,633 

50 

1,889 

75 

5,383 

16 

1,193 

4 

1,231 

16 

3,121 

12 

5,553 

156 

3,873 

7 

2,161 

107 

6,477 

25 

746 

6 

8,480 

98 

2,893 

59 

3.161 

Contoocook  River  R.  R 

Toledo,  Peoria  &  Warsaw  R.  R 

Cuml)erland  Valley  R.  R 

North  Carolina  R.  R 

Vicksburg  &  Meridian  R.  R 

New  Orleans,  Opelousas  &  Great  Western  R.  R 

Frovidence_,  Warren  &  Briston  R.  R 

Atlanta  &  West  Point  R.  R 

Flint  &  Pere  Marquette  R.  R 

Orange,  Alexandria  &  Manassas  R.  R 

Naugatuck  R.  R 

Milwatikee  &  St.  Paul  R.  R , 

Wilmington  &  Manchester  R.  R 

Western  Union  R.  R 

Richmond  &  Petersburg  R.  R 

Junction  (Cincinnati  &  Indianapolis)  R.  R , 

Wilmington,  Charlotte  &  Rutherford  R.  R 

Chcraw  &  Darlington  R.  R , 

Cincinnati,  Dayton  &  Eastern  R.  R 

Mis.sissippi  Central  R.  R , 

Albany  &  Susquehanna  R.  R 

St.  Paul  &  Pacific  R.  R , 

Reading  &  Columbia  R.  R , 

Charlotte*  South  Carolina  R.  R , 

Bennington  &  Rutland  R.  R , 

Avon,  Geneseo  &  Mount  Morris  K.  R 

Sheboygan  &  ^ond  du  Lac  R.  R 

Cincumati  &  Zanesville  K.  R , 

Little  Miami  and  Columbus  &  Xenia  R.  Rs 

"ew  Haven  &  ^^'orthampton  R .  R , 

Maine  Central  R.  R 

Catasauqua  &  Fogelsville  R.  R , 

Seaboard  &  Roanoke  R.  R 

BellefonteA-  Snow-Shoe  R.  R , 

Montgomery  &  Kufaula  R.  R 

Philadelphia  &.  Baltimore  Central  R.  R 

Catawissa  R .  R , 

Barclay  Coal  R.  R 

Ironton  R.  R 

Hempfield  R.  R , 

Dayton  &  Western  R.  R 

Iron  R.  R 

Lehigh  &  Luzerne  R.  R 

Schuylkill  &  Susquehanna  R.  R 

Western  Maryland  R.  R , 

BellefontaineRy 

Hanover  R.  R . ". 

Gettysburg  R.  R 

Littlestown  R.  R 

Steubenville  &  Indiana  R.  R 

Central  Ohio  R.  R , 

Raritan  &  Delaware  Bay  R.  R 

Warren  <t  Franklin  R.  R 

Annapolis  &  Flkridgo  R.  R 

Freehold  it  Jamesburg  Agricultural  R.  R 

Marietta  &  Cincinnati  R.  R 

Lehigh  &  Susquehanna  R.  R 

Tioga  R.  R 

Macon  &  Western  R.  R 

Hannibal  &  St.  Joseph  R.  R 

South  Carolina  R.  R 

Carrollton  &  Oneida  R.  R 

Galveston,  Houston  &  Henderson  R.  R 

Cleveland,  Columbus  &  Cincinnati  R.  R 

Cleveland,  Zanesville  &  Cincinnati  R.  R 

Atlantic  &  Gulf  R.  R 

Petersburg  R.  R 

Toledo,  Waba.sh  &  Western  R.  R 

Jackson,  Lansing  &  Saginaw  R.  R 

Macon  &  Brunswick  R.  R 

Richmond,  Fredericksburg  &  Potomac  R.  R 

Lewys  Island  R.  R 

Vincetown  Branch 

Salem  R.  R 

Sussex  R.  R 

Burlington  &  Missouri  River  R.  R 

Millstone  &  New  Brunswick  R.  R 

Long  Island  R.  R 

Adirondack  R.  R 

Newark  &  Bloomfleld  R.  R 

Nashville  &  Northwestern  R.  R 

Huntingdon  &  Broad  Top  Mountain  R.  R 
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Railroad. 


Earnings 
per  mile. 


Nashville  &  Chattanooga  R.  R 

Charlost  on  &  Savannah  R.  R 

I.oni-^villc,  New  Albany  &  Chicago  R.  R.. 

Sterling  Mountain  R.  R 

Chicago  &  North  Western  Rv 

BiifTalo.  Corry  &  Pittsburgh  R.  R 

Pcnsacola  &  Georgia  R.  R 

Roekv  Hill  R.  R.. 

Ogden  Mine  R.  R 

Plattsbiirg  Si.  Montreal  R.  R 

PaciQc  R.  R.  (Eastern  Division) 

Shore  Line  R.  R 

Cleveland,  Painosville  &  Ashtabula  R.  R. 

T.acka wanna  &  Bloomsburg  R.  R 

Perth  Amboy  &  Wooibridge  R.  R 

Bay  Dc  Nooqnet  &  Marquette  R.  R 

S-'lma,  Rome  &  Dalton  R.  R 

Troy  &  Bosf  on  R.  R 

St.  i.onis  &  Iron  Mountain  R.  R 

Long  Branch  &  Sea  Shore  R.  R 

OsweTO  &  Rome  R.  R 

Northeast  &  Southwest  Alabama  R.  R 

Northwestern  (Alabama)  R.  R 

Selma  &  Meiidian  R.  R 

Boston,  Hartford  &  Erie  R.  R 

Indianapolis,  Cincinnati  &  Lafavette  R.  R 
Western  R.  R.  (North  Carolina) 


$6,499 

771 
2,966 
7,466 
8,829 
1, 143 
1,907 

284 
4,456 
2,121 
4,177 
5,893 
9,266 
9,885 
2,299 
8,549 
2,767 
7,078 
5,340 
6,  .376 
3,971 
2,616 

809 
2,626 
3,422 
5,795 

996 


It  is  not  generally  recognized  even  if  realized  that  the  volume  of 
business  done  by  railroads  in  proportion  to  capital  investment,  is 
lower  than  of  any  other  activities,  whether  agricultural,  industrial, 
or  financial.  The  difference  though  striking  is  characteristic  and 
has  varied  but  little  in  50  years.  In  1867,  50  years  ago,  the  gross 
revenue  of  the  railroads  aggregated  $340,000,000,  being  approxi- 
mately 20  per  cent  of  their  capitalization.  In  1916  their  gross  rev- 
enue amounted  to  $3,444,000,000,  which  is  approximately  20  per 
cent  of  capital  investment. 

No  other  enterprises  requiring  capital  investment,  big  or  little, 
can  be  successful  which  makes  an  annual  so-called  turnover  of  but 
a  fifth  of  their  investment.  Take  the  packing  industry  as  an  ex- 
ample. If  it  could  only  make  one-fifth  annual  turnover,  the  cost  of 
beef  would  place  it  beyond  the  reach  even  of  the  average  rich.  Banks 
could  not  under  such  conditions  afford  to  make  loans  except  at  what 
would  now  be  considered  prohibitory  interest  rates.  The  prices 
of  all  commodities  would  be  forced  upward  beyond  estimate. 

I  mention  this  to  indicate  the  natural  fallacy  of  considering  our 
railroad  problem  from  the  ordinary  daily  experience  in  any  other 
field  of  activity. 

THE   AVERAGE   UNREASONABLE    MAN. 

The  average  unreasonable  man  looks  out  upon  the  railroad  upon 
whose  service  he  relies  from  the  standpoint  of  his  own  selfish  in- 
terest, based,  I  am  sorry  to  say,  on  an  experience  with  some  degree 
of  plausable  excuse,  but   quite   unreasonable. 

Ho  has  seen  the  railroad  officials  and  frequently  heard  their 
plaints  made  for  relief  in  higher  rates,  more  considerate  treatment 
from  the  State  in  the  way  of  taxes,  and  more  liberal  measure  of  con- 
trol from  legislatures  and  commissions.    He  has  been  told  the  rail- 
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roads  can  not  survive  unless  relief  is  afforded  in  some  or  all  of  these 
matters.  The  railroad  company  in  fact  has  not  survived.  It  has 
been  forced  into  the  often  welcome  embrace  of  courts,  and  expectant 
waiting  receivers,  masters,  bankers  and  reorganization  committees 
and  syndicates,  with  all  that  these  imply,  but  the  average  unrea- 
soning man  finds  his  railroad  service  uninterrupted.  Indeed,  he 
finds  the  track  conditions  and  facilities  are  being  actually  improved. 
He  is  neither  interested  in  nor  cares  about  the  fortunes  lost,  the 
wreckage  and  financial  waste  created.  That  railroad  credit  is  un- 
dermined or  has  reached  the  vanishing  point  does  not  concern  him. 

We  find  the  average  unreasoning  man  quite  satisfied  with  the  con- 
ditions and  opposed  to  increase  of  rates  and  if  some  people  want 
train  crews  increased,  the  use  of  electric  headlights  indorsed,  grades 
separated,  or  other  perhaps  unnecessary  burdens  imposed,  he  does 
not  see  where  he  is  interested  or  why  he  should  be  concerned. 
Finally,  if  his  business  or  industry  has  been  served  a  few  years,  he 
again  experiences  delays  in  furnishing  cars  as  called  for,  his  com- 
modities, material  or  product,  as  the  case  may  be,  not  moved 
promptly,  he  is  met  with  the  same  plaints,  the  same  urgent  appeals 
for  relief  from  perhaps  a  new  official  railroad  management.  But 
this  time  he  does  not  even  listen.  He  is  looking  forward  eagerly 
and  expectantly  for  another  receivership  and  another  reorganiza- 
tion. The  railroad  remains.  It  can  not  go  out  of  business.  His 
bank,  if  not  profitable,  can  liquidate  and  discontinue  business.  He 
can  liquidate  and  discontinue  his  own  business,  but  the  railroad  he 
knows  is  there  to  remain  and  perform  its  public  service  without 
interruption,  regardless  of  high  taxes,  of  unreasonable  rates,  and  of 
unjust  burdens.  Its  capital  stock  is  now  wiped  out,  its  mortgage 
debt  reduced  to  a  contingent  liability,  the  extravagant  costs  of  reor- 
ganization again  imposed.  He  finds  business  generally  receding  and 
his  own  declining.  The  steel  industries  are  languishing,  equipment 
companies  idle,  material  and  supply  works  only  partially  operated, 
a  large  army  of  unemployed  unable  to  create  or  to  buy  normally, 
but  he  does  not  correlate  these  conditions  with  the  diminished  credit, 
the  reduced  purchasing  power  of  our  railroad  companies  and  their 
inability  to  fully  meet  the  demands  made  upon  them. 

This  is  no  overdrawn  picture.  It  represents  a  condition  which 
railroad  managements  have  met  with  and  are  endeavoring  to  correct 
by  more  general  publicity  concerning  their  affairs  in  their  vital 
interest  in  them. 

PUBLIC  INTEREST  IN  RAILROAD  DEVELOPMENT. 

The  public  having  a  system  of  railroads  is  vitally  conceiTied 
in  its  development  at  all  times  to  meet  its  growing  needs.  It  is 
equally  concerned  that  the  facilities  for  service — prompt  and  effici- 
ent service — shall  be  adequate;  that  terminals,  distributing  and 
assemblying  yards  and  equipment  shall  keep  pace  with  expansion, 
the  new  and  added  demands  which  every  year  has  brought  in  the 
past  and  every  year  hereafter  is  sure  to  bring.  That  they  be  able 
to  measurably  anticipate  what  may  be  reasonable  to  expect  of  them 
next  year  and  the  following  year.  Unfortunately  this  became  im- 
possible of  accomplishment  by  a  large  majority  in  number  and 
mileage  of  our  railroads  with  inadequate  net  earnings,  unsatisfactory 
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because  unreasonable  return  to  their  shareholders  and  with  credit 
impaired  to  a  vanishing  point. 

STOCK    INVESTMENT    DISTRIBUTION. 

The  larger  and  concentrated  holdings  of  stock  in  our  railroads 
which  prevailed  a  few  years  ago  are  fast  disappearing.  Concen- 
trated capital  has  constructed  our  railway  mileage.  It  could  not 
and  can  not  be  created  otherwise.  Small  investors  can  not  and  do 
not  risk  their  money  in  pioneering  undeveloped  enterprises.  They 
usually  appear  at  a  later  period  when  the  safety  of  the  undertaking 
is  established,  or  when  they  can  be  lured  to  believe  that  it  has  been 
so  established  by  the  representations  of  his  bankers,  often  mis- 
takenly made. 

Now  it  is  a  fact  that  the  concentrated  holdings  of  investment  in- 
stitutions and  individual  investors  as  well,  have  been  unloaded, 
so  to  speak,  on  the  general  public  during  the  past  10  or  12  years. 
The  careful,  prudent  investor  has  seen  the  handwriting  on  the  wall. 
It  is  second  nature  with  him  to  analyze  reports  and  weigh  condi- 
tions. He  scented  the  danger  and  appreciated  the  menace  of  multi- 
plied commission  control,  the  increasing  burdens  of  taxation,  the 
growing  cost  of  transportation,  the  diminishing  return  and  other 
unsatisfactory  operating  conditions.  Slowly  but  surely,  without 
exciting  the  public  apprehension,  he  pressed  his  stock  holdings  for 
sale,  until,  for  instance,  154,610  shareholders  of  20  principal  rail- 
ways in  1904  have  increased  to  428,447  in  1916,  as  shown  in  the  fol- 
lowing table : 

Bank   mid  institutional   holdinffs — Growth  in  number  of   stockholders   in  20 
principal  American  railtcays,  190Jf  to  1916. 


Shareholders. 

Name  of  company. 

1904 

1912 

1914 

1915 

1916 

44,175 

17, 823 

11,781 

10, 842 

14,256 

383 

2,424 

368 

5,832 

7,132 

9,123 

4,309 

4,109 

7,402 

2,911 

3,819 

2,910 

1,861 

1,478 

1,672 

74,002 

31,738 

•   22,247 

21, 948 

21, 600 

17,841 

14,387 

13, 987 

11,819 

11,414 

9,987 

7,847 

8,564 

8,105 

5,323 

6,483 

4,928 

4,382 

4,138 

3,318 

90, 114 
39, 825 
24, 194 

26, 675 

25, 407 

20, 623 

26, 999 

18,435 

IS,  381 

15,191 

10, 840 

7,527 

9,544 

8,171 

7,291 

6,813 

4,588 

5,577 

6,216 

4,546 

93,332 

72, 738 

25, 446 

26, 589 

30,970 

22, 103 

32, 143 

20,413 

19,230 

36, 568 

10, 963 

5,  868 

10,394 

8,076 

8,815 

7,137 

4,618 

6,972 

6,604 

4,703 

94,216 

43,619 

25,042 

26,415 

29,872 

24,415 

32,879 

21,703 

16,710 

37, 698 

11,011 

Erie               

9,340 

10,394 

7,509 

Norfolk  &  Western 

8,874 

7, 288 

Denver  &.  Rio  Grande      

4,618 

6,350 

5,657 

4,867 

i.uu  ;>  >  .lie  Oi       a^ii      i.c .^ 

Total 

154, 610 

304,058 

376, 957 

423, 682 

428,477 

Increase  since  1904,  per  cent,  177.1. 


What  is  true  of  these  20  roads  is  true  of  all  of  them,  and  yet 
in  1915,  2,159  savings  banks,  having  11,285,755  depositors,  reported 
41.8  per  cent  of  securities  held  by  them  as  assets  consisted  of  rail- 
way stocks  and  bonds  and  19,457  banks  held  approximately  $1,265,- 
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000,000  in  such  securities,  while  life-insurance  companies  held  about 
a  like  amount.  These  figures  give  us  pause.  Not  the  share  and 
bond  holders  of  our  railroad  companies  alone  face  disaster,  but  the 
depositors,  holders  of  life-insurance  policies,  and  the  small  investors 
everywhere  that  likewise  call  out  to  you  to  throw  out  the  life  line; 
save  them  from  further  menace  and  tow  them  to  a  haven  of  safety. 

EQUIPMENT  CONDITIONS. 

If  you  will  compare  the  statements  submitted,  showing  locomotives 
and  cars  built  since  1899,  with  the  statement  of  locomotives  and  cars 
in  service  in  191T,  you  will  find  that  we  have  not  as  many  of  each 
now  in  service  as  were  built  in  those  years.  Seventeen  years  have 
served  to  use  up  all  that  were  then  in  existence. 

The  Chairman.  Of  course,  that  does  not  take  into  account  the 
larger  locomotives  and  capacity  of  cars  that  are  now  in  use,  so  that 
the  motive  power  might  be  as  great  or  greater  now  with  less 
equipment. 

Mr.  Erb.  Yes ;  I  have  heard  that  statement  made ;  but  the  fact  re- 
mains that  the  units  have  not  been  increased,  indeed,  considering  in- 
creased railroad  mileasfe  have  actually  declined,  while  the  increase 
in  the  aggregate  capacity  of  freight  equipment  is  relatively  out  of 
all  proportion  to  the  increase  in  ton  milege  for  the  same  period. 
The  former  has  increased  less  than  1  per  cent  per  annum  while  the 
latter  has  increased  nearly  8  per  cent,  without  reference  to  the  in- 
creased mileage  served.  The  units  of  manufacturing  enterprises 
have  increased  with  our  industrial  expansion  and  can  not  be  ade- 
quately served.  We  have  had  repeated  car  famines  as  a  consequence, 
brought  about  by  insufficient  car  equipment.  We  are  now  depending 
on  829  uncoordinated  separate  railroad  corporations  for  an  adequate 
car  supply.  Control  of  car  supplj^  is  quite  out  of  the  question  under 
conditions  such  as  we  have  had.  The  need  of  additional  freight-car 
equipment  may  be  overpowering.  Industry  and  agriculture  may  be 
paralyzed,  and  means  exist  for  remedying  such  a  condition,  except 
the  appeal  of  self-interest  to  individual  roads  to  strain  a  credit 
already  overburdened  to  supply  freight  cars,  for  not  their  own  use 
but  for  very  general  country-wide  use.  Manifestly  commerce  can  not 
await  such  slow  and  uncertain  processes  for  fulfilling  a  pressing 
necessity. 

The  Chairiman.  In  England  and  in  Germany  they  are  coming 
now  to  the  larger  car. 

Mr.  Erb.  Yes. 

The  Chairman.  They  are  getting  rid  of  their  10  and  15  ton 
wagons. 

Mr.  Erb.  Very  properly;  but  they  will  also  have  to  increase  the 
units  if  their  industry  increases.  With  increase  in  industry  and  eco- 
nomic pressure  will  come  the  heavier  trainload  and  the  heavier  car- 
load. An  increase  in  the  number  of  units  is  a  naturally  consequential 
requirement.  One  is  as  essential  as  the  other.  And  while  on  this 
point  I  will  digress  to  say  that  the  principal  effort  of  railroad  man- 
agement in  the  past  15  years,  brought  about  by  their  very  necessities, 
has  been  to  increase  the  carload  and  the  trainload.  If  the  carload 
and  the  trainload  had  remained  the  same  during  the  past  15  years. 
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even  the  Pennsylvania  Railroad  Co.  would  be  in  the  hands  of  re- 
ceivers.   Not  one  of  the  railroads  could  have  survived. 

Mr.  WiNSLOW.  Do  you  mind  being  interrupted  ? 

Mr.  Erb.  Not  at  all. 

Mr.  WiNSiX)w.  How  generally  have  the  roads  in  the  accumulation 
of  equipment  kept  the  stock  balanced  as  between  track  and  engines 
and  cars,  and  so  on  ? 

Mr.  Erb.  In  number? 

Mr.  Win  SLOW.  No;  speaking  generally. 

Mr.  Erb.  They  have  not  kept  pace. 

Mr.  WiNSLOW.  Then,  even  if  we  have  more  cars  we  are  still  un- 
balanced. 

Mr.  Erb.  Depending  on  the  number  of  such  increase. 

Mr.  WiNSLOW.  Because  we  would  not  have  the  rails  to  hold  them 
nor  the  locomotives  to  carry  them. 

Mr.  Erb.  No;  not  in  that  sense.  Because  we  have  rails  now  suffi- 
cient to  serve  a  very  large  increase  in  freight-car  equipment.  We 
would  lack  in  terminal  facilities  at  certain  points,  but  the  principal 
requirement  is  in  freight  car  equipment  and  its  coordination. 
Whether  you  adopt  a  regional  system  or  regulate  these  roads  back 
to  their  corporate  oAvners,  the  interline  equipment  should  be  owned 
and  controlled  through  a  central  agency.  I  have  made  a  recommen- 
dation later  on  that  all  interline  equipment  be  owned  and  controlled 
under  one  central  agency,  substantially  as  it  is  now  under  Federal 
control. 

Mr.  WiNSLOAV.  Will  you  kindly  make  a  note  noAv  to  give  attention 
to  two  points  later,  one  as  to  the  number  of  cars  which  exist  which 
are  not  being  used  as  much  as  they  might  be,  and  the  other  point,  the 
waste  in  returning  empties? 

Mr.  Erb.  I  will  endeavor  to  do  so.  Under  conditions  prevailing 
prior  to  Federal  control  the  hoarding  of  cars  by  owners  incident  to 
seasonal  anticipated  requirements,  many  cars  were  idle  for  months, 
for  which  there  was  pressing  necessity  on  other  roads.  While  the 
desire  to  meet  the  wiles  and  vagaries  of  competitors  gave  the  use  of 
car  units  for  small  shipments  and  resulted  in  underloading  much 
needed  cars,  while  the  increase  in  the  aggregate  capacity  of  freight 
equipment  is  relatively  out  of  all  proportion  to  the  increase  in  ton 
mileage  for  the  same  period.  The  former  has  increased  less  than 
1  per  cent  per  annum  while  the  latter  has  increased  nearly  8  per  cent. 
If  the  capacity  of  equipment  and  life  of  our  rails  had  not  undergone 
development  we  should  have  utterly  fallen  down  long  ago,  but  we 
have  now  more  nearly  reached  the  possible  limits  in  many  of  these 
directions. 

With  iron  rails,  small-capacity  locomotives,  and  cars  such  as  were 
in  use  25  years  ago,  with  existing  rates,  the  railroad  of  to-day  could 
now  survive  only  a  very  brief  period. 

In  order  to  make  use  of  the  lieavier  equipment,  possible  to  meet  the 
economies  forced  upon  them  by  their  necessities,  the  old  roads  have 
been  practically  rebuilt;  but  now  we  have  no  substantial  improve- 
ment in  the  life  of  rails  to  look  forward  to.  We  can  not  economically 
employ  nmch  heavier  capacity  freight  cars  or  in  many  places  heavier 
motive  equipment.  Complaint  is  already  made  in  certain  quarters 
that  the  length  of  our  freight  trains  has  reached  the  limit  of  tol- 
erance.   We  are  asked  to  increase  crews  and  raise  wages  principally 
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on  the  ground  of  the  economies  which  our  necessities  have  forced 
upon  us. 

CURTAILMENT  OF  EXPANSION. 

The  growing  impairment  of  railroad  credit  has  been  felt  in  many 
ways,  in  the  suspension  of  the  construction  of  new  mileage  and  the? 
curtailment  of  terminal  expansion,  but  more  particularly  in  the  mat- 
ter of  equipment,  illustrated  here  to  some  degree  by  the  previous 
speaker. 

The  number  of  freight  cars  in  service  in  1908  totaled  approxi- 
mately 2,100,000.  The  number  of  such  cars  in  service  in  1916,  as 
reported,  was  2,283,830,  an  increase  of  only  about  183,000.  The 
statement  submitted  shows  that  no  substantial  additions  were  made 
to  freight  equipment  in  the  past  five  years;  that  such  additions  as 
were  made  were  sim^Dly  replacements  of  obsolete,  worn  out,  and 
destroyed  cars.  Indeed,  the  end  of  1916  showed  less  freight  cars  in 
service  than  in  the  previous  year. 

When  we  come  to  locomotives,  we  find  a  similar  failure  to  keep 
abreast  of  the  country's  need.  With  56,867  locomotives  in  service  in 
1908,  we  had  increased  to  62,211  in  1913,  and  then  only  had  63,850 
in  1915,  with  an  actual  decline  for  the  year  1916.  A  statement  of 
locomotive  conditions  is  herewith  submitted. 

It  seems  almost  needless  to  point  out  that  there  must  be  a  com- 
plete breaking  down  of  our  railroad  system  to  meet  the  requirements 
naturally  to  be  expected  in  the  normal  development  and  expansion 
of  our  commerce  and  local  needs  without  prompt  assistance  in  ad- 
vance of  their  return. 

We  built  94,112  freight  cars  in  1915  and  135,001  in  1916,  and  yet 
had  no  more  freight  cars  at  the  end  of  the  year  than  at  the  begin- 
ning. We  use  up  over  5  per  cent  of  our  freight  equipment  each  year. 
We  therefore  must  add  at  least  100.000  cars  annually  to  keep  even. 
We  should  add  at  least  100,000  cars  annually  to  meet  the  demands 
of  our  growing  population  and  developing  commerce. 

Summary  showing  of  the  number  of  cars  and  locomotives  built  during  the 

years  1899  to  1916. 


Year. 


19161 

19151 

19141 

1913  1 

19121 

19112 

1910  2 

1909  2 

19082 

1907  2 

1906  2 

1905  2 

1904 

1903 

1902 

1901 

1900 

1899 

Total 


Locomo- 
tives. 


4,075 
2,085 
2,235 
5,332 
4,915 
3,530 
4,755 
2,887 
2,342 
7,362 
6, 952 
5,491 
3,441 
5, 152 
4,070 
3,384 
3,153 
2,475  ; 


Number 
passenger 


73,636 


1,839 
1,949 
3,691 
3,296 
3,060 
4,246 
4,412 
2,489 
1,716 
5,457 
3,167 
2,551 
2,144 
2,007 
1,948 
2, 055 
1,636 
1,305 


49,328 


Freight 
cars. 


135,001 

74,112 

104,541 

207,684 

152,429 

72, 161 

180,945 

93, 570 

76,555 

284, 188 

240,503 

165, 155 

60,806 

153, 195 

162,599 

136,950 

115,631 

119,886 


2,635,911 


•  Includes  Canadian  output  and  equipment  built  in  railroad  shops.       2  Includes  Canadian  output. 
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Snmuiary  of  passenger  and  freight  cars,  and  capacity  of  latter  from  1902  to  1916. 


Passenger 
service. 

Freight  service. 

Average 
tons. 

Com- 

Year. 

Number. 

Capacity- 
tons. 

service 
number. 

1916  reported  to  bureau           . .        

53,296 
54,378 

12,283,830 
2,362,914 

92,466,857 
93,935,881 

40.5 
40 

126  966 

1915  reported  to  bureau 

124, 826 

1915  official..              

55, 810 
53,466 
51,700 
51,490 
49,818 
47,095 
45, 584 
45,117 
43,973 
42, 262 
40, 713 
39, 752 
38,140 
36, 987 

2,341,567 
2,325,647 
2, 273, 564 
2,215,549 
2,195,511 
2, 135, 121 
2,073,606 
5  2, 100,  784 
1, 991, 557 
1,837,914 
1,731,409 
1,692,194 
1,653,782 
1, 546, 101 

92,848,095 
90,977,098 
i  86, 988, 595 
82,976,895 
81,083,695 
76,864,356 
73,216,926 
73,245,777 
67,216,144 
59, 196, 230 
63,372,542 
50,874,723 
48,622,125 
43, 416, 029 

40 
39 
38 
37 
37 
36 
35 
35 
34 
32 
31 
30 
29 
28 

127  717 

1914  official  2  3 

124, 709 

1913  official  -'3 

120, 244 

1912  official  3 

115,635 

1911  official  3 

114,006 

1910  official  3 

108, 115 

1909  official  3 

99,090 
96, 762 

1908  official « 

1907  official 

91,064 

1906  official 

78, 736 

1905  official 

70  749 

1904  official 

66,615 

1903  official 

61,467 

1902  official .   .          

57  097 

14  years'  increase percent 

44.1 

47.7 

113.0 

44.6 

122.4 

•  Of  these,  1,079,063  were  box  and  refrigerator  cars,  capacity  37,779,193  tons;  893,229  were  coal  cars,  capacit\ 
42,018,442  tons  and  131,858  were  fiat  cars,  capacity  4,881,149  tons. 

2  Class  I  and  II  roads  only.    Class  III  roads  in  1912  reported  915  passenger  and  12,126  freight  cars.    In 
1914  they  reported  11,807  freight  and  passenger  cars,  unclassified  in  official  statistics. 

3  Does  not  include  cars  in  service  of  switching  and  termiaal  companies. 

■'  This  column  1913  and  prior  thereto  includes  allowance  for  some  cars  not  covered  by  official  capacity 
figures, 
fi  Includes  11,067  cars  of  switching  and  terminal  companies. 

Most  of  our  single  track  roads  -in  existence  prior  to  1890  have 
been  rebuilt.  Lighter  rails  and  bridges,  standard  on  most  of  them 
up  to  1880,  have  since  been  several  times  replaced  with  heavier  sec- 
tion and  structures.  Alignments  have  been  corrected  and  grades 
reduced.  This  process  of  building  and  rebuilding  and  the  inability, 
by  reason  of  inadequate  earnings,  to  lay  by  a  compensating  sur- 
plus, has  forced  many  of  our  more  important  railroads  into  in- , 
solvency,  some  of  them  several  times.  Practically  the  entire  capital 
investment  originally  made  in  the  railroads  prior  to  1880  has  been 
lost  in  the  changes  which  were  essential  to  keep  pace  with  the  im- 
provements and  tonnage  growth,  and  the  present  railroad  system 
of  the  country  taken  as  a  Avhole  has  been  built  up  largely  upon 
wrecked  fortunes,  fortunes  which  have  been  in  many  instances  com- 
pletely lost  in  railroad  investments. 

No  recognition  has  been  given  to  the  fac*  that  so  large  a  portion 
of  the  capital  invested  in  them  represents  property  that  no  longer 
exists  and  for  which  no  adequate  surplus  was  provided ;  a  surplus 
which  the  railroads  must  have  over  and  above  a  reasonable  return 
upon  the  investment  and  taxes  if  they  are  to  be  successfully  main- 
tained. Experience  has  shown  that  the  railroad  industry,  while 
differing  in  many  other  respects,  is  in  no  respect  different  from  any 
other  commercial  or  industrial  undertaking  with  respect  to  the  ab- 
solute necessity  for  a  surplus,  so  that  expansion  and  development 
and  provisions  for  unforseeable  eventualities  and  for  new  revenue- 
producing  improvements  may  not  wholly  depend  upon  added  capi- 
tal; and  I  may  say  that  no  commercial  or  industrial  undertaking 
is  deemed  worthy  of  credit  that  does  not  lay  by  a  reserve  beyond 
a  return  upon  its  investment. 
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NONREVENUE   BETTERiSIENTS. 

Now,  it  is  a  well-known  fact  that  every  railroad  having  any  ap- 
preciable degi-ee  of  tonnage  movement  is  compelled  not  only  every 
year,  but  every  month,  to  make  some  investment,  and  investment 
here  and  an  investment  there,  in  nonrevenue  producing  improve- 
ments. They  have  been  obliged  to  measure  their  wants  at  the  end 
of  the  year  and  to  go  to  their  bankers  with  bond  issues  for  the  pur- 
pose of  providing  improvements  upon  which  they  can  not  get  a 
single  penny  of  return.  The  separation  of  grades  is  one  of  Ihese 
and  the  extension  of  a  station  platform  here  and  there  and  the 
enlargement  of  a  passenger  station,  or  any  station  building,  are  all 
improvements  necessary,  but  do  not  reflect  by  any  added  revenue 
any  return  upon  the  amount  of  their  cost.  These  are  essential,  and 
any  plan  which  does  not  take  into  account  that  requirement  is  fun- 
damentally fallacious.  It  is  not  sufficient  to  say  that  they  shall  have 
a  return  of  6  jDer  cent,  but  they  must  have  added  a  sum  to  enable 
them  to  provide  for  the  nonrevenue  producing  improvements.  My 
experience  on  many  railroads  prompts  me  to  recommend  an  allow- 
ance of  2  per  cent  per  annum  of  gross  revenue  as  essential  to  pro- 
vide for  nonrevenue  producing  betterments,  for  which  no  security 
issues  should  be  made.  Many  receiverships  in  the  past  would  have 
been  avoided  if  such  practices  had  been  possible  and  adhered  to. 

If  we  are  to  recognize  the  absolute  right  and  necessity  of  a  rea- 
sonable return  upon  railroad  investments,  at  least  2  per  cent  per 
annum  should  be  allowed  for  reinvestment,  without  security  issues 
to  represent  it. 

REGIONAL  SYSTEMS  NECESSARY. 

The  most  formidable  problem,  and  also  the  most  important,  is  to 
so  deal  with  the  railroads  of  the  country,  to  so  legislate  as  that  the 
stronger  lines  may  not  receive  a  greater  return  for  the  service  which 
they  ])erform  and  the  weaker  lines  less  than  they  require.  We 
shoulcl.  therefore,  address  ourselves  to  combining  the  road  with 
regional  districts  under  conditions  that  will  preserve  the  highest 
efficiency  and  the  best  service  at  lowest  reasonable  cost. 

Unless  we  deal  with  the  railroads  as  a  single  system,  or  a  small 
number  of  regional  systems,  the  equalization  of  the  cost  of  service, 
rates,  and  return,  is  wholly  impossible.  The  railroads  came  into 
being,  without  regard  to  any  system;  all  equally  essential;  all  per- 
forming necessarj^  valuable,  indeed  indispensable,  service  to  the 
public,  and  all  entitled  to  a  reasonable  return.  Equalization  is  now 
imperatively  required  if  they  shall  survive,  their  development  and 
expansion  continue,  and  their  credit  reestablished  and  maintained 
to  their  needs. 

If  a  single  system  could  be  evolved,  the  problem  of  equalization 
would,  of  course,  be  simplified  to  the  extreme  of  possibility.  Next 
to  this  would  be  the  regional  systems,  which,  within  appropriately 
defined  territorial  limits,  would  embrace  all  the  railroads  engaged 
in  interstate  commerce,  including  the  weaker  roads  with  the  strong. 

I  have  heard  criticism  of  both,  based  oil  the  supposed  inability 
legally  to  compel  the  combination  of  railroads  either  as  a  single 
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system  or  as  regional  systems.  I  venture  to  suggest  that  a  com- 
mission created  for  the  purpose  will  find  no  difficulty  in  obtaining 
the  assent  and  deposit  of  the  capital  stock  certificates  representing 
a  majority  of  shares  in  amount  of  each  and  all  the  railroad  com- 
panies involved  under  any  reasonable  plan  which  will  stabilize  the 
investment  of  railroad  security  holders  and  guarantee  or  assure  a 
satisfactory  return  upon  invested  capital,  either  through  a  singl  \ 
system  or  several  regional  systems. 

I,  therefore,  suggest  a  regional  system  program  as  outlined  in  an 
appendix  to  this  statement. 

If  the  railroads  are  now  to  be  returned  to  corporate  control,  the 
possibility  of  their  nationalization  at  some  future  time  should  be 
measurably  provided  for.  If  we  do  not  now  adopt  the  plan  for 
regional  systems,  then  this  possibility  later  should  be  so  far  antici- 
pated now  as  to  make  either  simpler  later  on. 

If  a  national  emergency  shall  again  occur,  it  should  not  be  neces- 
sary to  consider  829  separate  railroads,  or  to  deal  with  nearly  200 
of  them.  Now  is  the  time  to  provide  for  these  possible  contin- 
gencies. 

Competition  of  rates  no  longer  exists,  and  this  is  due  largely 
with  respect  to  the  character  of  facilities  furnished.  As  to  passen- 
ger service,  the  laws  generally  require,  and  self-interest  prompts, 
the  railroads  to  supply  steel  coaches.  As  an  example  of  efficiency 
without  competition,  I  may  instance  the  Pullman  Co.,  which  con- 
trols practically  all  of  the  sleeping-car  facilities  of  the  country. 
The  latter,  while  in  effect  controlling  a  monopoly,  has  furnished 
the  country  the  very  best,  the  most  commodious,  and  the  best  of 
sleeping-car  facilities,  with  a  high-grade  dining-car  service,  and 
the  fact  that  competition  has  been  eliminated  has  in  no  sense  de- 
teriorated the  facilities  or  service.  It  is  safe  to  say  that  the  Pull- 
man Co.  has  been  subject  to  complaint  before  the  State  and  Federal 
Commissions  in  a  less  degree  in  a  relative  sense  than  the  railroads. 
There  are  abuses  inseparable  from  any  system  which  recognizes 
competition;  for  instance,  that  of  furnishing  cars  preferentially  to 
favored  shippers;  holding  loaded  cars  at  division  points  to  delay 
deliveries  and  saving  favored  shippers  from  demurrage  charges; 
the  settlement  of  claims  of  favored  shippers  without  adequate  in- 
vestigation, or  under  duress  on  the  part  of  the  shippers,  who 
threaten  to  transfer  their  business  to  other  lines  unless  claims  pre- 
sented are  recognized  and  paid. 

It  has  been  frequently  urged  that  the  Federal  Railroad  Adminis- 
tration has  been  less  efficient  than  under  previous  private  operating 
control.  This  I  conceive  to  be  the  result  of  a  misunderstanding  on 
the  part  of  a  large  portion  of  the  public.  It  should  be  borne  in  mind 
that  the  Director  General  of  Railroads  made  few,  if  any,  hanges  in 
the  operating  management  of  the  railroads  taken  under  control.  The 
same  operating  heads  and  staffs  were  almost  universally  retained  and 
the  roads  have  been  operated  under  Federal  control,  we  may  truth- 
fully say,  by  the  same  operating  agencies  in  charge  of  the  railroads 
on  December  31,  1917. 

A  very  large  percentage  of  the  men  in  railroad  service  enlisted  or 
were  drafted  into  military  service.     These  were  nearly  all  young 
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men  with  the  ambitions  and  enthusiasm  of  youth,  who  were  the  ex- 
ponents of  the  greatest  efficiency  in  raih^oad  service.  They  were  re- 
phaced  with  older  men,  and  most  cases  inexperienced  in  this  field  of 
employment.  Deterioration  of  efficiency  and  of  service  were  natural 
and  consequential.  Government  control  was  in  no  sense  responsible 
for  the  resulting  conditions. 

The  director  general  very  properly  was  unwilling  to  completely 
coordinate  the  terminals  and  operation  of  railroad  facilities,  because 
of  the  difficulty  to  restore  their  normal  conditions  when  the  railroads 
were  returned  and  restored  to  corporate  control.  Once  scrambled  he 
naturally  feared  the  probable  impossibility  to  "  unscramble  "  them, 
so  that  in  these  respects  all  that  might  have  otherwise  been  accom- 
plished was  in  the  common  interest  avoided.  On  the  other  hand,  the 
car  equipment  of  the  railroads  was  pooled  and  completely  coordi- 
nated. There  had  been  no  material  additions  to  the  freight-car  equip- 
ment for  several  years  preceding  December  31,  1917,  and  every  year 
brought  with  it  a  period  during  which  the  industries  and  farming 
interests  of  the  country  were  more  or  less  paralyzed  through  car 
famines.  The  whole  country  suffered  in  this  respect  in  1916,  and 
again  in  1917,  without  any  material  additions  thereto  to  meet  re- 
placements of  obsolete  and  destroyed  cars  under  Federal  control. 

It  was  a  common  practice  among  all  the  railroads  to  hoard  their  car 
equipment  to  provide  for  seasonal  local  requirements,  and  like  all 
hoarding  processes  this  only  added  to  the  embarrassments  and  diffi- 
culties of  the  situation.  If  the  roads  are  to  go  back  to  private  owner- 
ship I  deem  it  to  be  essential  that  the  freight-car  equipment  of  the 
country  used  in  interline  traffic  shall  be  owned  by  the  railroads  in 
common  and  under  a  single  control.  It  should  be  purchased  on  a 
joint  credit  of  all  the  roads  benefiting  by  their  use  and  paid  for  on  a 
basis  of  use.  We  should  never  again  permit  freight  equipment  used 
in  interline  and  interstate  traffic  to  be  hoarded  or  to  be  individually 
controlled.  This  is  not  intended  to  apply  to  freight-car  equipment 
intended  for  purely  local  use  and  to  meet  purely  local  needs. 

WEAKER   ROADS. 

Eight  hundred  and  twenty-nine  railroads  reporting  to  the  Inter- 
state Commerce  Commission  in  1916  operated  254,179  miles.  Of 
these,  538  railroad  companies  operating  28,839  miles  earned  less  than 
$5,000  per  mile.  Ninety-seven  railroad  companies  operating  30,368 
miles  earned  less  than  $7,500  per  mile  and  more  than  $5,000  per  mile. 
Sixty-two  companies  operating  77,143  miles  earned  less  than  $10,000 
per  mile  and  more  than  $7,500  per  mile. 

Suinmarizing. — Of  254,179  miles  of  road,  697  separate  corporations, 
or  82  per  cent  of  the  total,  operated  136,350  miles  whose  earnings 
were  less  than  $10,000  per  mile.  These  are  the  great  arteries  of  com- 
merce, that  may  be  termed  intermediate  carriers,  being  feeders  and 
distributors  for  the  great  trunk  lines.  They  naturally  come  into 
more  intimate  relations  with  and  are  closer  to  the  people  in  the  terri- 
tory which  the}'  respectively  serve  than  the  trunk  lines,  and  it  is 
upon  their  development  the  South,  the  Southwest,  and  the  great 
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West  are  now  depending  and  must  for  some  considerable  time  still 
depend  for  their  commercial  and  industrial  growth. 

EARNINGS  AND  CAPITALIZATION  GROUPED. 

A  tabulated  statement  showing  the  mileage,  earnings  per  mile,  and 
cajiitalization,  classified  in  groups  for  1916,  is  herewith  submitted. 


Roads  having  operating  revenue  per 
mile. 


Less  than  $5,000. 
•So.OOO  to  $7,500. . . 
$7,500  to  $10,000., 
$10,000  to  $15,000 
$15,000  to  $20,000 
520,000  to  .$30,000, 
$30,000  and  over. 

Total 


Num- 
ber of 
roads. 


538 
97 
62 
58 
25 
29 
20 


829 


Mileage 
operated. 


228, 
30, 
77, 
72, 
9, 
19, 
15, 


254, 179 


Capital  stpck. 


$467, 576, 580 

009,116,921 

1,685,164,914 

2,308,020,023 

331, 690, 733 

907, 952, 294 

1,161,722,266 


7,471,243,731 


Funded  debt. 


$398, 
992, 
3, 185, 
2, 742, 
552, 
1,345, 
1,181, 


217, 436 
582, 814 
571,005 
081,523 
635, 822 
338,879 
770, 156 


10,398,197,635 


Total  capitali- 
zation. 


$865,794,016 
1,601,099,735 
4, 870,  735, 919 
5,050,101,546 
884,326,555 
2,253,291,173 
2,343,492,422 


17,869,441,366 


Referring  to  the  exhibit  following,  it  will  be  observed  that  the 
first  of  the  groups  referred  to,  namely,  those  earning  $5,000  per  mile 
and  less  per  annum,  paid  a  total  of  dividends  last  year  of  but 
$1,301,400,  being  only  0.257  per  cent,  a  trifle  above  one-quarter  of  1 
per  cent. 

The  total  dividend  payments  of  the  second  group,  with  $609,116,021 
capital  stock,  paid  dividends  of  but  0.695  per  cent,  a  litle  more  than 
two-thirds  of  1  per  cent. 

When  we  take  the  three  groups,  representing  136,350  miles,  earning 
$10,000  and  less  per  mile,  we  find  these  conspicuous  and  striking 
facts :  That  in  1916,  said  to  be  the  most  prosperous  in  their  history, 
they  paid  dividends  of  $50,748,561  on  $2,761,858,415  of  capital,  or  an 
average  of  only  1.83  per  cent  on  their  capital. 

When  we  shall  realize  that  on  a  capital  stock  of  $2,761,858,415  the 
dividends  from  income  of  a  majority  of  our  railroad  mileage  aggre- 
gated only  $50,748,561,  or  only  1.83  per  cent,  we  can  not  but  be  con- 
vinced that  there  was  and  is  something  fundamentally  wrong  with 
their  condition. 
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Ratio  of  net  income  and  dividends,  respectively,  to  total  operating  revenues, 
fiscal  year  191^:  roads  grouped  according  to  revenues  per  mile. 


Class  and  district. 

Total 
operating 
revenues. 

Net 
income. 

Per 

cent 

nH 

income 

is  of  op- 
erating 
rev- 
enue. 

Dividend 
appropria- 
tion out 
of  income. 

Dividend 
appropria- 
tion out 
of  surplus. 

Total 
dividend 
appropria- 
tions. 

Per 
cent 
total 
divi- 
dends 
is  of  op- 
erating 
reve- 
nues. 

Roads  having  operating  reve- 
nues less  than  S5, 000  per  mile: 
United  States 

$74,290,813 
13,871,251 
19,384,563 
41,034,999 

$12,162,237 

1,438,469 

945, 151 

9,778,617 

16.37 

10.37 

4.88 

23.83 

$794,679 
271,493 
167, 165 
356,021 

$506,721 

32,083 

192,921 

281,717 

$1,301,400 
303, 576 
360,086 
637,738 

1.75 

Eastern  District 

2.19 

Southern  District 

Western  District 

1.86 
1.55 

1,589,358 

1,041,945 
159,693 
513,832 
368,420 

22,5.38,161 
1,497,642 
2,713,200 

18,327,319 

Roads  having  operating  reve- 
nues from  .'{5,000  up  to  $7,500 
per  mile: 
United  States 

194,88.5,660 
41,854,482 
36, 133, 070 

116, 898, 108 

688,898,136 
38. 589, 199 
15i;771,495 
498,537,442 

12,247,838 
6,837,313 
1,034,016 
6,444,571 

53,714,592 

1,2:36,042 

14,140,966 

40,809,668 

6.28 
16.34 
2.86 
5.51 

7.80 
3.20 
9.32 
8.19 

3.191,476 

'   92,973 

301,562 

2,790,941 

22,675,579 
450,600 

5, 725, 780 
16, 499, 199 

4,233,421 
252,666 
815,394 

3,165,361 

45,213,740 
1,948,242 

8,4.38,980 
.34.826,518 

2.17 

Eastern  District 

.60 

Southern  District 

Western  District 

Roads  having  operating  reve- 
nues   from    $7,500   up   to 
.§10,000  per  mile: 

United  States 

Eastern  District 

Southern  District 

Western  District 

2.26 
2.71 

6.56 
5.05 
5.56 
6.99 

Noi'-:.— TiiU  siit;3in}nt  dojs  not  co/jr  returns  of  railways  hxvin;;  op3ratin2  revenues  per  mile  abov 
$10,000. 

The  railroad.s  of  the  country  earning  $10,000  and  less  per  mile 
constituted  a  majority  of  the  mileage  and  82  per  cent  in  number. 
These  were  confronted  with  problems  peculiarly  their  own.  Their 
struggles  are  more  vital,  and  can  only  be  imperfectly  judged  by  the 
trunk-line  executives.  The  necessity  for  making  both  ends  meet  is 
a  daily  and  pressing  one,  and  yet  they  responded  better  to  the  de- 
mands which  were  made  upon  them  than  their  more  prosperous 
trunk-line  connections.  The  embargoes  which  were  placed  upon 
traffic  in  1916  and  1917  had  their  origin  with  the  trunk  lines.  Prac- 
tically none  of  the  group  of  railroads  earning  $10,000  and  less  per 
mile  of  railroad  would  have  found  any  necessity  for  embargoes  upon 
traffic,  except  for  the  fact  that  the  trunk-line  connections  were  un- 
able to  take  tonnage  from  them.  Better  credit  and  financial  relief 
to  them  is  vital  and  overpowering.  It  is  from  this  class  of  roads, 
too,  that  most  of  the  financial  failures  and  receiverships  of  the  four 
years  prior  to  Federal  control  have  developed,  as  noted  in  the  fol- 
lowing list.  I  give  you  a  list  of  35,000  miles  in  the  hands  of  receivers 
when  the  Director  General  assumed  control  of  the  railroads. 
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EAU-WAY   EECEIVEBSHIPS. 

At  the  close  of  the  calendar  year  3916,  there  were  34,662  miles  of  line  in  the 
hands  of  receivers : 

Railways  in  receivers'  hands  Dec.  31,  1916. 


Name  of  road. 


Mileage. 


Date  of  receivership. 


Capital  stock. 


Bonds. 


Alpbama,  Tennessee  &  Northern 

Boston  &  Maine 

Connect  icut  River 

Vermont  Val  !ey 

Boync  City,  (Jaylord  A;  Alpena 

('ape  Ciranlcaii  Northern 

("hicaKo  (Si  Eastern  Illinois 

ChicaKO,  I^eoria  &  St.  Louis 

Chicago,  Rock  Island  A  Pacific 

Cincijinati,  HhitTton  &  Chicago 

Cincinnat  i,  iramilton  &  Dayton 

Colorado  Miilland 

Denver,  Laramie  &  Northwestern 

Evansvijle  Si  Indianapolis 

Florida,  Alabama  &  Gulf 

Florida  Railway 

Fort  Smith  &  Western 

Georgia  &  Florida 

International  &  Great  Northern 

Kansas  ('it  y  <<i:  Memphis 

Louisiana  Si  North  West 

Macon  &  Birmingham 

Missouri  &  North  Arkansas 

Missouri,  Kansas  &  Texas 

Missouri'   Kansas  &  Texas  of  Texas 

Mis.souri,  Oklahoma  &  Gulf 

Mis.souri  Pacific 

St.  Louis, Iron  Mountain  &  Southern.. 

New  Orleans,  Mobile  &  Chicago 

Pacific  &  Idaho  Northern 

Pere  Marquette 

Pittsliurg,  Shawmut  &  Northern 

St.  Louis,  El  ReJio  <t  Western 

San  Antonio,  Frederickshurg  &  Northern 

San  Antonio,  Uvalde  &  Gulf 

Hennessee  Central 

ennessee  Railway 

Te.xas  &  Pacific 

Toledo,  St.  Louis  &  Western 

Trinity  &  Brazos  Valley 

Wabash,  Chester  &  Western 

Wabash-  I'it Isburg  Terminal 

Wheeling  &  Lake  Erie 

Wisconsin  &  Michigan 

26  roads  with  debt  under  $5C0,0(X) 

Total,  70  railways 


195 

2,298 

88 

25 

90 

104 

1, 130 

255 

7,653 

53 

622 

338 

57 

146 

26 

59 

250 

320 

1, 160 

56 

121 

97 

365 

1,744 

1,792 

334 

3,931 

3, 555 

403 

90 

2,249 

184 

42 

25 

316 

294 

61 

1,944 

451 

315 

65 

63 

512 

124 

614 


November,  1915. 

August,  1916 

do 

do 

Novemlier,  1913 . 

April,  1914 

May,  1913 

July,  1914 

April,  1915 

March,  1908 

July,  1914 

Dcceml)er,  1912.. 

June,  1912 

February,  1916.. 
February,  1914.. 

June,  1915 

October,  1915.... 

March,  1915 

August,  1914 

July, 1914 

August,  1913 

Fet)ruarv,  1908.. 

April,  1912 

September,  1915. 

do 

Decem>>er,  1912.. 

July, 1915 

do 

December,  1913.. 
September,  1915. 

April,  1912 

August,  1905 

October,  1915.... 
October,  1914.... 

Augu.st,  1914 

Deeemlier,  1912.. 

July,  1913 

November,  1916. 
October,  1914.... 

June,  1914 

July, 1914 

May,  1908 

June,  1908 

Januarv,  1912. .. 


S3, 161, 000 

56, 644, 060 

4, 744, 000 

3, 800, 000 

150,000 

1,500,000 

62, 679, 150 

4,  S50, 000 

234,H01,(X)0 

1,500,000 

49,607,000 

9, 469, 000 

808, 000 

2, 500, 000 

500, 000 

1,189,965 

5, 833, 000 

8, 452, 000 

26, 347, 000 

862,000 

2, 250, 000 

5(X),  OOO 

8,340,000 

101, 728, 750 

35, 638, 054 

9,300,347 

160,381,500 

142,644,120 

13, 645, 824 

2,646,911 

72,412,942 

14,491,600 

817,000 

153,352 

4,413,000 

12,232,900 

1,129,000 

55,883,000' 

27,602,000 

8, 760, 000 

690, 000 

50, 236, 000 

25, 053, 000 

3,518,245 

3, 968, 007 


34, 622 


634,490,557 


1, 237, 832, 727 


Compared  with  1915  this  shows  a  liberation  of  4,039  miles  of  line,  represent- 
ing $112,818,244  capital  stock,  and  $387,062,929  funded  debt,  from  court  control. 

Mr.  Denison,  May  I  ask  you  a  question? 

Mr.  Erb.  Yes,  sir;  certainly. 

Mr.  Denison.  Is  it  your  theory  that  all  the  cars  should  be  owned 
by  one  concern? 

^  Mr.  Erb.  Should  be  owned  by  the  railroads,  through  one  control- 
ling concern. 

Mr.  Denison.  Will  you  kindly  exj^lain  how  that  might  be  done  as 
a  practical  proposition? 

Mr.  Erb.  I  have  not  any  doubt  that  if  the  method  is  found  for 
financing  and  paying  for  these  roads  on  return  to  the  corporation 
which  will  provide  that  they  may  incorporate  under  the  national 
law  an  association  or  company  to  own  the  equipment  that  shall  have 
behind  it  the  credit,  good  faith,  and  credit  of  all  the  roads  con- 
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cernecl,  tliat  the  railroads  would  be  only  too  glad  to  avail  them- 
selves of  the  right.  When  we  were  assigned  100,000  cars  by  the 
Director  General  under  conditions  which  were  more  or  less  burden- 
some, because  there  was  no  means  of  financing  this  purchase,  the 
railroads  demurred  to  accepting  them  very  generally,  because,  in  the 
first  place,  the  price  was  abnormally  high,  $3,000  for  a  car  that  had 
before  Federal  control  cost  about  $1,000  or  $1,200,  and  the  next 
place,  because  of  their  inability  to  finance  their  payments  for  the 
equipment.  When,  however,  the  Director  General  offered  to  provide 
means  for  financing  them,  the  objection  to  buying  the  equipment  and 
accepting  the  allocations  disappeared.  The  roads  with  which  I  am 
interested  objected  to  taking  our  allotment  of  cars  until  the  way 
was  pointed  out  to  finance  their  payment.  It  goes  without  saying 
that  a  railroad  would  a  good  deal  rather  use  the  credit  of  all  the 
roads  for  such  equipment  as  is  required  for  interline  traffic  than  to 
use  its  sole  credit  and  own  securities  for  this  purpose.  I  think,  on 
the  whole,  j^-ou  will  find  that  the  railroads  would  be  quite  willing  to 
avail  themselves  of  the  privilege  of  unified  ownership  if  the  means 
are  incorporated  in  the  return  act. 

Mr.  Denison.  Is  it  your  idea  that  the  railroads  should  form  a 
separate  corporation  and  that  they  should  hold  stock  in  the  corpora- 
tion ? 

Mr.  Erb.  Yes;  or  a  voluntary  association. 

Mr.  Denison.  And  the  corporation  would  buy  from  the  present 
railroads  all  their  rolling  stock? 

Mr.  Erb.  No  ;  only  the  interline  car  equipment. 

Mr.  Denison.  What  do  you  call  the  interline  car  equipment? 

Mr.  Erb.  Such  cars  as  are  used  in  interstate  commerce  and  in 
traffic  moving  from  one  road  to  another. 

Mr.  Hamilton.  That  does  not  apply  to  locomotives? 

Mr.  Erb.  No.  I  would  not  make  it  apply  to  locomotives.  You 
asked  the  speaker  who  preceded  me  about  the  standardization  of 
locomotives.  There  is  more  or  less  difficulty  and  diversion  of  views 
about  that,  and  I  think  that  is  quite  unnecessary.  I  think  locomo- 
tives should  be  standardized  to  the  same  degree  that  cars  are,  and 
that  only  a  few  roads  have  such  exceptional  conditions  as  require 
locomotives,  power  equipment  adapted  to  their  peculiar  condition. 

Mr.  Hamilton.  What  would  be  the  system  of  compensation  to  the 
car-owning  corporation  by  the  railroads? 

Mr.  Erb.  The  ton-mile  use,  per  diem,  or  mileage  basis. 

Mr.  Hamilton.  No  ;  the  system  of  compensation. 

Mr.  Erb.  I  was  going  to  say  that  the  compensation  would  be 
charged  against  the  using  roads  pro  rata.  Every  railroad  that  par- 
ticipated in  the  use  of  those  cars  during  any  period  of  a  month  or 
six  months  or  a  year  should  contribute  to  the  general  fund  its  pro 
rata  of  the  moneys  necessary  to  complete  the  payment  for  the  equip- 
ment and  for  its  upkeep,  just  as  the  Director  General,  in  a  measure, 
is  doing  now. 

Mr.  Merritt.  In  normal  times  freight  cars  are  moved  all  over  the 
United  States? 

Mr.  Erb.  Yes.  I  can  state  from  my  experience  that  in  normal 
times,  take  for  instance  the  roads  of  the  Northwest,  they  begin 
to  hoard  and  retain  their  cars  in  July  of  each  year.     As  fast  as  they 
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are  returned  from  their  connections  they  make  every  possible  effort 
to  retain  them  on  their  line  in  anticipation  of  their  seasonal  re- 
quirements. The  result  is  that  before  the  crop  movement  begins 
there  is  a  shortage.  Cars  can  not  be  readily  obtained  from  connec- 
tions as  called  for.  There  is  a  general  scramble  for  cars  every- 
where, which  simply  adds  to  the  general  shortage  and  produces  the 
car  famine.  The  cars  exist  just  the  same,  but  they  are  so  distributed 
as  not  to  be  available.  There  are  lots  of  empty  cars.  Their  seasonal 
requirements  do  not  begin  until  October  and  November,  but  for  fear 
that  they  will  not  be  available  in  October  and  November  the  rail- 
road manager  refuses  to  let  them  go  off  his  line  in  July,  August,  and 
September.  These  are  conditions  that  annually  prevailed  and  ac- 
centuated car  shortage  more  than  anything  else. 

Then,  we  are  confronted  with  another  thing,  the  weaker  lines 
can  not  buy  the  equipment  when  and  wherever  they  may  wish,  be- 
cause they  are  dependent  upon  their  credit  to  finance  their  pur- 
chase. 

Mr.  Merritt.  Your  whole  argument  is  really  for  a  method  to  help 
out  the  weak  lines? 

Mr.  Erb.  No,  not  altogether;  but  they  are  the  majority,  82  per 
cent  in  number  of  railroads  and  a  majority  of  the  mileage  of  the 
country. 

There  is  no  good  reason  why  one  of  my  roads  in  Michigan,  having 
a  relatively  short  haul,  should  furnish  cars  for  a  shipment  going  to 
California  or  to  go  into  Canada.  Our  haul  would  be  only  a  very 
small  part  of  the  entire  mileage.  The  natural  result  is  that  we 
call  upon  our  connection  for  the  car.  If  it  has  not  the  car  available, 
then  the  industry  on  our  line  more  or  less  languishes.  Some  rail- 
roads are  called  upon  to  furnish  more  than  their  proportion  of 
freight-car  equipment  on  account  of  the  local  needs  for  seasonal 
requirements.  It  is  not  fair  to  put  that  burden  upon  them.  Yet 
under  existing  practice  there  is  no  other  course. 

]\Ir.  Merritt.  I  was  simply  asking  for  information.  If  the  weaker 
road  had  enough  freight  cars  to  take  care  of  its  normal  business, 
would  not  that  equalize  the  car  service  throughout  the  country? 

Mr.  Erb.  Not  in  itself.  If  the  majority  of  the  roads  in  number 
and  in  mileage  had  at  all  times  a  surplus,  they  are  called  upon  under 
existing  conditions  to  furnish  cars  for  the  longer  hauls.  For  in- 
stanre,  the  Minneapolis  &  St.  Louis  owns  8,800  freight  cars,  with 
$8,300,000  annual  freight  revenue,  or  only  about  $40  per  car.  The 
Union  Pacific  with  $93,000,000  gross  annual  freight  revenue,  owns 
only  41.000  freight  cars,  or  about  $2,500  per  freight  car  owned. 
The  weaker  lines  everywhere  generally  own  more  cars  in  propor- 
tion to  freight  revenue  than  the  stronger  lines,  and  to  that  extent 
are  carrying  a  burden  which  unified  ownership  of  freight-car  equip- 
ment alone  can  furnish  relief. 

!Mr.  Merritt.  I  understand. 

INIr.  Erb.  Another  thing,  the  seasonal  requirements  are  limited 
two  or  three  nionths  in  the  year  and  for  eight  months  cars  will  be 
move  or  less  idle.  The  problem  of  the  conservative  managers  of  the 
short  line  is  whether  he  is  justified  in  buying  equipment  that  is 
only  to  be  used  four  months  in  the  year.  You  have  the  result  shown 
here  in  this  investigation  and  by  the  figures  which  I  have  presented 
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that  for  15  j'ears  past  we  have  not  added  to  the  number  of  units 
required  to  meet  the  development  and  growth  of  raih'oad  tonnage. 
This  is  a  condition  tliat  can  only  be  completely  rectified  by  the  rail- 
roads as  a  whole  by  the  use  of  their  joint  credit  and  through  a  coordi- 
nated unified  control.  Equipment  then  can  be  acquired  on  a  ten-year 
or  fifteen-year  basis  and  added  to  from  time  to  time  as  required. 
The  Interstate  Commerce  Commission  should  then  be  authorized  to 
impose  conditions  for  distribution  and  under  which  additional  equip- 
ment and  any  other  facilities  shall  be  accjuired,  not  for  individual 
roads,  but  the  carriers  taken  as  a  whole.  Let  me  illustrate  the  in- 
justice of  the  past  practice.  An  industry  on  the  line  of  a  short  rail- 
road desires  to  load  a  car  for  a  remote  part  of  the  country.  The 
car,  is  not  available  and  they  go  to  the  State  connnission  for  relief, 
Avho  make  an  order  requiring  the  car  to  be  supplied  for  that  purpose. 
The  haul  of  the  initiating  road  may  be  only  10  or  15  miles  to  the 
nearest  junction  point,  to  go  off  on  a  3,000-mile  journey.  That  is 
unfair  and  unjust. 

Mr.  INIerritt.  Can  not  you  get  a  car  from  another  road  ? 

Mr.  Erb.  That  will  naturally  depend  upon  whether  the  other  road 
has  the  car  available. 

Mr.  Merritt.  This  is  an  interesting  question.  "We  have  had  sev- 
eral plans  suggested  to  the  committee  for  a  consolidation  of  the 
roads  into  systems.  If  that  were  done,  would  not  that  take  care  of 
this  freight  car  situation,  because  each  of  the  systems  would  be 
strong  enougli  to  supply  its  own  equipment? 

Mr.  Erb.  Yes,  measurably.  I  have  a  plan  for  regional  railroad 
systems  which  I  desire  to  suggest  to  you.  Even  then,  all  interline 
equipment  which  passes  from  one  road  or  system  to  another,  should 
be  owned  by  all  the  roads  in  common.  I  do  not  believe  that  the  rail- 
roads tlieinselves  would  seriously  object  to  such  a  plan.  They  are 
confronted  with  so  many  financial  problems  that  they  would  hail, 
I  think,  with  delight,  a  plan  that  would  relieve  them  from  raising 
money  for  interline  equipment  from  time  to  time.  I  think  you 
will  find  them  far  more  tolerant  to  such  a  plan  than  in  the  past. 

If  you  give  these  roads  back  to  corporate  control,  they  will  have 
all  the^'  can  do  for  the  next  five  years  to  come  to  keep  their  heads 
above  water,  so  to  speak,  under  any  system  that  you  may  devise 
short  of  nationalization.  The  problems  are  not  easy,  because,  as  I 
said  at  the  outset,  the  difficulty  is  in  the  inability  of  the  law  to  deal 
equitably  both  with  the  strong  road  and  the  weak  road  operating  in 
the  same  territory. 

revision  of  TARIFF  DIVISIONS. 

If  the  railroads  are  to  go  back  to  private  ownership  without  uni- 
fication, there  should  be  provision  made  in  any  bill  providing  for 
their  surrender,  requiring  a  revision  of  all  tariff  divisions  by  the 
Interstate  Commerce  Commission,  Avhich  should  be  empowered  on 
its  own  initiative  or  required  upon  the  application  of  any  carrier  to 
deal  with  this  subject. 

The  divisions  as  they  now  exist  are  based  upon  percentages  of  the 
through  rates.  Each  road  participating  in  the  haul  shares  in  the 
rate  on  a  percentage  basis,  generally  having  no  relation  to  mileage. 
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arbitrarily  fixed  by  tlie  stronger  lines  and  imposed  upon  their 
weaker  connections.  This  practice  had  its  origin  more  than  50 
years  ago  and  many  of  the  percentages  then  imposed  are  still  in 
effect.  The  stronger  lines  in  fixing  the  divisions  allowed  to  their 
connections,  impose  a  percentage  frequently  under  threat  that  if 
not  accepted  it  will  result  in  diverting  tonnage  movement  to  some 
other  connection.  This  competition  is  the  vicious  undermining  fac- 
tor of  the  weaker  lines. 

Reference  to  the  tabulated  statement  showing  the  number  of  roads 
earning  less  than  $9,000  in  1867  will  show  the  effect  of  combination 
and  consolidation.  The  Union  Pacific,  which  underwent  foreclosure 
not  so  many  years  ago,  has,  through  judicial  combination  with  con- 
necting lines,  been  converted  into  one  of  the  most  prosperous  rail- 
roads of  the  country.  Combinations  where  they  have  been  judi- 
ciously made  have  resulted  in  stabilizing  traffic  and  tonnage  move- 
ment, financial  strength,  and  better  facilities  and  service  for  the 
public. 

There  is  not  a  single  trunk  line  which  could  survive  financially 
without  the  service  of  its  connection  and  yet  the  connecting  lines 
as  a  rule,  which  are  either  intermediate  carriers  or  originate  the 
tonnage  or  localize  it  in  service  to  local  industries,  are  unable  to 
perform  the  service  on  the  same  general  basis  of  return  as  the.  trunk 
lines  which  act  as  funnels.  Through  density  of  traffic  they  have  a 
relatively  small  overhead  and  carrying  charge.  The  success  of  our 
intermediate  carriers  and  short  lines  is  at  the  very  foundation  of 
our  agricultural  and  industrial  development.  They  are  generally 
pioneers  and  to  them  is  due  most  of  our  commercial  and  financial 
expansion. 

The  remedial  legislation  on  this  subject  should  authorize  the  In- 
terstate Commerce  Commission  to  consider  not  only  a  distribution 
of  the  tonnage  so  as  to  make  it  impossible  for  the  stronger  line  to 
punish  a  connection  by  diverting  traffic,  but  also  to  take  into  account 
the  needs  of  such  connection  and  the  relative  cost  of  the  service 
Avhich  it  performs  as  compared  with  the  stronger  line. 

Originating  and  terminating  connecting  lines  having  the  shorter 
haul  of  through  traffic  should  be  entitled,  as  a  part  of  the  divisions 
on  the  interline  tariffs,  in  addition  to  the  percentages  and  arbitraries 
now  existing,  the  percentage  of  net  earnings  based  on  a  70  per  cent 
operating  cost,  which  the  mileage  haul  of  such  originating  and  ter- 
minal connection  bears  to  the  entire  interline  mileage  haul,  which 
shall  in  no  case,  however,  be  less  than  5  per  cent.  Such  a  provision 
will  give  to  the  short  line  a  consideration  for  the  cost  of  service 
incident  to  originating  and  delivering  through  tonnage  and  meas- 
urabh'  correct  one  of  the  existing  evils  to  which  attention  has  been 
called. 

If  regional  systems  are  provided  for,  the  divisions  between  one 
regional  system  and  another  should  still  be  a  matter  of  regulation 
and  control  by  the  Interstate  Commerce  Commission. 

JOINT    TRACK    AND    TERMINAL    FACILITIES. 

The  weaker  lines  should  be  permitted  to  acquire  trackage  rights 
over  the  tracks  of  their  connections  and  the  joint  use  of  terminal 
facilities  and  the  proprietary  roads  be  required  to  furnish  the  neces- 
sary facilities  for  such  joint  use,  just  as  they  are  required  to  furnish 
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facilities  to  shippers  and  other  patrons  and  if  the  compensation  for 
such  joint  use  can  not  be  fixed  by  agreement,  the  Interstate  Com- 
merce Commission  fjioilld  be  clothed  with  power  to  fix  such  com- 
pensation, terms,  and  conditions  of  use.  Duplication  of  tunnels  and 
bridge-terminal  facilities  should  be  made  impossible  and  terminal 
facilities  should  everywhere  be  coordinated  to  the  common  use  of 
the  railroads  and  of  the  public.  Railroads  should  be  required  to 
add  to  their  facilities  for  the  joint  use  with  other  roads.  The  com- 
pensation and  terms  may  be  safely  left  to  the  judgment  of  the  In- 
terstate Commerce  Commission.  I  believe  ample  power  exists  under 
the  interstate  conmierce  clause  of  the  Constitution  to  compel  the 
transportation  lines  to  furnish  the  facilities  to  other  railroads  as 
Avell  as  for  their  patrons.  In  this  way,  the  taking  of  private  prop- 
erty for  the  use  of  railroads  in  cities  and  towns  would  be  very  con- 
siderably curtailed  and  to  this  extent  the  public  be  benefited,  besides 
it  would  be  a  saving  of  capital  requirement  and  of  interest  charges, 
which  become  a  burden  upon  commerce. 

A  very  large  proportion  of  the  existing  railroad  mileage  was 
promoted  and  constructed  long  in  advance  of  traffic  requirements. 
Encouraged  by  subsidies,  State,  county,  township,  and  municipal, 
many  parallel  lines  were  built  and  besides  everywhere  duplicated. 
It  has  imposed  burdens  from  which  the  investing  public  and  the 
commerce  of  the  country  are  still  suJffering.  Inadequate  railroad 
equipment  and  facilities  place  burdens  on  every  individual,  on  capi- 
tal, labor,  industry,  the  farmer,  and  city  dweller.  Lack  of  track 
facilities,  equipment,  and  terminals,  strangle  enterprise  and  place 
an  oppressive  burden  on  commerce  and  upon  communities.  They 
should  be  everywhere  coordinated  and  placed  under  more  or  less 
joint  control. 

Eailroad  facilities  in  many  important  centers  have  been  unneces- 
sarily duplicated.  This  duplication  is  a  national  development  of 
the  short-sighted,  inconsiderate  policies  of  commercially  competing 
communities,  who  under  conditions  existing  up  to  comparatively 
recent  times  mistakenly  believed  that  parallel  and  competing  lines 
and  duplicated  facilities  were  a  distinct  benefit,  and  by  every  con- 
ceivable means  encouraged  them.  If  these  facilities  in  very  many 
places  were  jointly  controlled  and  operated,  great  resultant  waste 
would  be  avoided  and  economies  would  follow  with  added  advantages 
to  industries,  to  commerce,  and  the  general  public. 

It  is  distinctly  of  greater  advantage  to  all  to  have  union  pas- 
senger stations;  for  industries  located  at  traffic  centers  to  have 
prompt  immediate  access  to  all  lines  and  routes  than  to  rely  on  any 
one  of  them.  But  this  is  not  all.  The  extravagant  waste  of  valuable 
lands  occupied  by  duplicated  facilities  is  already  a  matter  of  public 
concern. 

SUPERVISION  or  CAPITAL  ISSUES. 

I  come  now  to  a  matter  that  is  covered  by  all  the  bills  proposed. 

It  has  been  suggested  that  the  Interstate  Commerce  Commission 
be  given  authority  to  super\nse  capital  issues  of  our  railroads.  This 
seems  reasonal)le  and  proper  on  its  face  and  apparently  in  the  public 
interest.  If,  however,  such  a  requirement  existed  50  years  ago,  it  is 
safe  to  say  that  we  would  have  less  than  one-half  our  present  railroad 
mileage,  and  at  the  present  time,  through  undermined  credit,  have 
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reached  a  point  where  railroad  companies  owning  and  operating  a 
majority  of  the  mileage  of  the  country  would  be  unable  under 
normal  conditions  to  obtain  consent  for  the  sale  of  their  securities, 
because  their  market  price  is  upon  a  basis  of  7  per  cent  and  upward, 
a  rate  which  simply  adds  to  the  burden  of  transportation. 

I  Avish  in  this  connection  to  call  your  attention  to  the  quotations 
published  this  morning,  showing  prices  of  many  railroad  securities: 

A.  T.  &  S.  F.  adj.  4s 72 

A.  C.  L.,  L.  &  N.  col.  4s 71^ 

Bait.  &  Ohio  g.  4s 71 

Bait.  &  Ohio  temp.  6s 96^ 

Bait.  &  Ohio  conv.  44s 701 

Central  Pacific  4s 74i 

Central  Pacific  gtd.  4s 75 

Ches.  &  O.  cv.  44s 781 

Chic.  &  Alt.  3*s 331 

Chic.  Gt.  W.  1st  4s 57| 

C.  M.  &  Puget  Sd.  4s 6.5 

C,  M.  &  St.  P.  ref.  4*s 65 

C,  li.  I.  &  P.  gen.  4s 72i 

C,  K.  I.  &  P.  ref.  4s 68f 

C,  C,  C.  &  St.  Louis  gen.  4s : 64* 

D.  &  R.  G.,  con.  4s 6.5| 

D.  &  R.  G.  1st  ref.  5s 584 

Erie  1st  cons.  7s 99 

Erie  cons.  4s 614 

Erie  gen.  4s : 504 

Erie  con.  4s  A 43| 

Erie  cv.  4s  ser.  B 45| 

Erie  cv.  4s  ser.  D ,47i 

Hocking  Val.  44s 71 

111.  Cent.  4s,  '.53 69i 

M.  &  St.  L.  cons.  5s 74 

Mo.  Pac.  gen.  4s 1 57f 

Mo.  Pac.  1st  &  ref.  5s 83f 

The  Interstate  Commerce  Commission  would  hardly  be  justified 
in  granting  to  these  roads  authority  to  use  any  securities  of  the 
classes  quoted  for  any  purpose  whatsoever  at  a  price  for  which  they 
are  now  selling. 

The  Chairman.  You  might  insert  that  in  the  record  ? 

Mr.  Erb.  Yes,  sir;  I  will. 

Some  of  these  roads,  entirely  solvent,  earn  far  more  than  their 
interest  charges,  yet  their  mortgage  4  per  cent  bonds  sold  at  45 
up  to  70  per  cent  of  par.  I  have  a  road  here — I  speak  of  the  Ann 
Arbor  road — it  has  an  issue  of  first  mortgage  100-year  bonds,  issued 
25  years  ago  in  a  reorganization.  It  is  earning  about  double  the  in- 
terest charges.  It  has  always  earned  its  interest  charges.  It  is  a  4 
per  cent  bond  here  quoted  around  60.  It  would  be  impossible  for 
us  to  issue  a  second  mortgage  and  sell  the  bonds  at  any  reasonable 
price  with  the  first  mortgage  bonds  selling  at  60.  If  we  were  to 
go  to  the  Interstate  Commerce  Commission  and  ask  their  consent  to 
issue  securities  for  improvements  they  would  very  properly  refuse 
to  give  their  approval  on  any  basis  upon  which  those  securities  could 
be  sold,  and  the  result  of  this  would  be  to  make  the  development  of 
the  road  difficult,  if  not  impossible. 

Mr.  Denison.  What  is  the  cause  of  the  bonds  being  so  cheap? 

Mr.  Erb.  It  is  the  apprehension,  the  fear,  the  uncertainty  of  stal)le 
return  on  the  investment  that  afFe<?ts  the  market  price.  Government 
4|  per  cent  bonds  are  selling  at  par,  but  the  railroads,  with  unstable. 
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uncertain  return  and  menaced  with  legislation  that  no  one  loiows 
with  what  result,  or  whether  the  rates  will  be  adequate,  whether  la- 
bor Avill  not  demand  a  heavier  return,  those  are  the  facts  of  creating 
uncertainty  which  tend  to  lower  prices.  It  is  inseparable  from  the 
railroad  securities  under  existing  conditions  or  such  as  existed  prioi- 
to  Federal  control. 

Mr.  Sims.  Take  the  New  York  Central  system,  which  embraces 
5,685  miles  and  which  is  bonded  for  $690,065,000,  or  an  average  of 
$12,543,600  per  mile,  with  its  stock  issues  of  $4,394,900  per  mile, 
making  $16,538,500  per  mile,  how  could  that  road,  having  such  a 
bonded  debt,  a  fixed  debt  of  three  to  one  as  against  its  stock  issue, 
get  credit  under  any  circumstances? 

Mr.  Erb.  That  is  one  of  the  difficidties  of  the  situation,  unless  the 
earnings  of  the  roads  will  permit  a  reasonable  return  and  a  surplus. 

Mr.  Sims.  How  can  you  expect  a  road  to  make  a  return  on  $16,- 
538,500  on  5,685  miles? 

The  Chairman.  It  is  a  four-track  road,  Judge. 

Mr.  Erb.  I  wish  to  make  this  general  statement 

Mr.  Sims.  I  am  speaking  about  this  5,685  miles. 

The  Chairman.  It  includes  the  Lake  Shore? 

Mr.  Erb.  It  includes  the  Lake  Shore:  and  I  wish  to  say  on  that 
subject — I  was  just  about  to  reach  that  point 

The  Chairman  (interposing).  Very  well. 

Mr.  Erb.  I  would  like  to  interject  this  statement,  that,  taking  our 
railroads  as  a  whole,  our  capitalization  per  mile  in  1916  was  $65,077 
per  mile,  while  the  average  capitalization  per  mile  of  the  New  York 
Central  lines  is  nevertheless  considerably  below  the  average  of  all 
the  lines  in  England. 

Mr.  Sims.  Here  is  the  principle:  You  have  got  three  times  in 
mortgage  indebtedness  what  you  have  in  stock.  You  have  $3  in 
mortgages  to  one  that  you  have  in  stock. 

Mr.  Erb.  But  the  difficulty  there  is,  the  New  York  Central,  of  all 
the  railroads  in  the  United  States,  for  the  past  25  years  has  not  added 
a  single  dollar  of  stock  or  a  single  dollar  of  bonds  to  its  capitaliza- 
tion except  at  par  value  or  substantially  par  value.  If  it  is  stock,  it 
has  received  par  and  better. 

Mr.  Sims.  I  do  not  intimate  at  all  that  these  bonds  or  this  stock 
exceed  value  or  cost  of  the  properties.  The  proposition  is :  How  are 
you  going  to  make  an  earning  on  this  investment? 

Mr.  Erb,  If  they  have  an  investment  of  $135,000  a  mile,  they  are 
entitled  to  a  return  upon  it,  if  that  represents  the  cost  or  value.  If 
that  is  the  reasonable  value  of  their  property,  they  should  be  enti- 
tled to  a  reasonable  return  on  the  amount. 

Mr.  Sims.  The  average  earnings  were  $38,000  a  mile  in  1917  over 
the  whole  mileage. 

Mr.  Erb.  They  have  a  very  high  earning  power,  but  yet  not  suffi- 
cient. 

Mr.  Sims.  Yet  the  stock  is  70  or  71  or  72? 

Mr.  Erb.  Yes. 

Mr.  Sims.  Because  you  and  I  would  not  buy  it  if  we  had  to  keep 
it  for  10  years. 

JSIr.  Erb.  And  the  Big  Four,  one  of  its  subsidiaries — their  4^  per 
cent  bonds  sold  the  other  day  at  71. 

Mr.  Sims.  The  B.  &  O.  owes  $98,000  a  mile  in  mortgage  indebt- 
edness, twice  the  amount  of  stock  issued. 
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Mr.  Erb.  Judge,  my  contention  is  that  the  development  of  these 
raih^oads— the  purchase  of  additional  equipment  for  their  develop- 
jnent— will  become  impossible  if  the  Interstate  Commerce  Commis- 
sion is  to  give  its  consent  to  selling  their  securities  at  a  reasonable 
price  rather  than  the  low  prevailing  market  price.  The  present 
market  value  will  not  permit  it.  ,  .   ,     , 

Mr.  Sims.  I  think  you  are  exactly  right.  I  do  not  think  the  com- 
mission ought  to  do  it.  r^,      ,  .  <.       -1        1 

Mr.  Erb.  They  ought  not  to  do  it.  The  low  prices  of  railroad 
securities  in  comparison  w^ith  industrials,  and  indicative  of  their 
undermined  and  failing  credit,  is  shown  in  the  following  diagram, 
which  I  respectfully  submit. 
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CAPITALIZATION     OF     FOREIGN     ROADS     COMPARED     WITH     THOSE     OF     THE 

UNITED   STATES. 

The  following  table  affords  a  very  fair  showing  of  the  develop- 
ment and  growth  of  capital  cost  of  foreign  railroads  per  mile  of 
main  line.  We  need  not  enter  the  field  of  speculation  to  properly 
estimate  the  future  requirements  of  our  railroads.  Abroad,  where 
denser  populations  have  brought  with  them  greater  traffic  density 
per  mile  of  railroad,  their  investment  cost  furnishes  us  with  a  bench 
mark  which  we  will  certainly  be  called  upon  to  reach. 

Capitalization  per  mile. 

United  States $65,  077 

Russia  (Empire) 84,  299 

Hungary 73,575 

Austria 122,  057 

SiDain 89,461 

Portugal 110,  830 

Switzerland 132,761 

Belgium 192,770 

Italy 158,185 

France 150,631 

United  Kingdom 275,  590 

Wliile  the  original  cost  of  right  of  way  was  much  greater  abroad 
than  with  us,  their  cost  of  labor,  materials,  and  equipment  was  more 
than  correspondingly  lower  in  the  aggregate. 

Mr.  Sims.  The  United  Kingdom  is  in  very  bad  shape  just  now,  too. 

Mr.  Erb.  Yes;  it  is. 

We  are  justified  in  assuming  that  with  growth  of  population,  our 
industries  and  commerce,  we  must  be  prepared  to  increase  our  rail- 
road investments  to  much  further  limits  than  we  have  been  felicitat- 
ing ourselves  would  be  required. 

When  we  bear  in  mind  the  cheaper  labor  with  which  the  railroads 
in  foreign  countries  have  been  created,  we  should  more  fully  ap- 
preciate the  economies  of  our  own  railroad  construction.  The  public 
is  vitally  interested  in  seeing  that  the  credit  of  the  railroads  of  the 
country,  taken  as  a  whole,  should  be  such  as  to  enable  them  to  obtain 
money  for  capital  expenditures  at  lower  interest  rates  than  has  been 
possible  during  the  past  few  years. 

All  important  waste,  all  habits  of  extravagance,  and  all  destruction 
of  property  more  or  less  affects  the  people  as  a  whole,  and  we  have 
reached  a  period  of  our  national  economic  life  where  waste,  extrava- 
gance, and  losses  in  our  transportation  industry  vitally  affect  our 
normal  development  and  progress  as  a  growing  nation.  We  can  not 
continue  to  economically  operate  over  829  separate  railroads  with 
duplication  of  mileage  and  facilities,  with  uncoordinated  operation 
and  control,  and  adequately  perform  our  duties  to  the  public  and 
our  shareholders. 

Mr.  Sims.  I  meant  gross  earnings  when  I  said  "  earnings  "  a  while 
ago. 

Mr.  Erb.  Yes;  I  understand  so. 

FORBEARANCE  BY  SECURITY  HOLDERS. 

If  the  railroads  go  back  to  separate  corporate  control  or  otherwise, 
means  should  be  created  to  afford  security  holders  an  opportunity 
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and  the  right  to  grant  forbearance  or  extensions  in  the  payment  of 
any  maturity,  whether  of  interest  or  principal. 

Under  our  present  system,  it  is  made  impossible  to  grant  any  ex- 
tension, any  accommodation,  without  the  unanimous  consent  of  every 
stockholder,  every  holder  of  either  a  bond  or  a  claim,  and  it  fre- 
quently happens  that  a  railroad  company  requires  some  assistance  to 
tide  over  a  period  of  depression,  of  crop  failure,  of  a  calamity  the 
act  of  God,  or,  in  some  cases,  the  inconsiderate  and  unreasonable 
conduct  or  bad  management  of  officials. 

There  are  no  other  means  than  foreclosure  and  reorganization  pos- 
sible. That  has  become  a  very  pressing  evil.  Abroad,  two-thirds  in 
amount  of  the  holders  of  any  particular  class  of  securities  can  bind 
the  other  third;  insolvency  and  receiverships  are  avoided,  and  they 
are  permitted  by  the  act  of  two-thirds  of  the  whole  of  the  securities 
to  tide  over  a  difficult  situation. 

You  are  dealing  now  Avith  interstate  commerce,  and  you  are  deal- 
ing with  roads  engaged  in  interstate  commerce,  and  I  think  it  is 
within  your  constitutional  power,  for  the  purpose  of  avoiding  receiv- 
erships and  foreclosures,  to  declare  that  two-thirds  in  amount  of  any 
class  of  claims  or  securities  shall  have  the  right  to  extend  forbear- 
ance and  to  agree  upon  some  other  and  different  terms  of  payment 
than  have  been  stipulated.  If  not,  it  certainly  should  be  made  to 
apply  to  all  securities  that  may  hereafter  be  issued. 

The  Chairman.  Will  you  put  your  suggestions  in  the  form  of  an 
amendment  in  regard  to  receiverships? 

Mr.  Erb.  Yes ;  I  will  be  very  glad  to. 

REORGANIZATIONS. 

Then  we  come  to  reorganizations.  A  fundamental  evil  of  our  pres- 
ent methods  of  reorganization  is  the  facility  with  which  people, 
notably  bankers  and  brokers,  are  able  to  obtain  control  of  vast  prop- 
erties without  having  any  substantial  interest  in  them,  or  without 
being  concerned  in  any  material  degree  in  their  credit  or  standing 
or  in  their  securities.  That  is  a  vicious  practice.  It  is  a  common 
experience  to  see  an  advertisement  from  very  reputable  men,  stating 
that  at  the  request  of  a  large  number  in  amount  of  a  certain  class  of 
security  holders,  in  view  of  the  approaching  insolvency  of  a  road,  of 
the  probable  default  at  the  next  interest  period,  they  ask  the  holders 
of  these  securities  to  deposit  them  through  some  trust  company. 
That  has  been  disastrously  expensive  to  investors,  and  has  added  to 
the  instability  of  the  securities  Avhich  have  been  issued  by  railroad 
companies. 

I  would  suggest  in  that  respect  that  where  securities  that  are  posi- 
tive securities  of  any  corporation  engaged  in  interstate  commerce  are 
requested,  that  when  a  majority  of  the  class  of  securities  has  been 
deposited,  a  list  of  the  depositors  shall  be  sent  to  each  depositor,  so 
that  they  may  have  an  opportunity  to  confer  with  each  other  and 
that  a  day  be  fixed  for  a  meeting  and  for  the  election  of  a  permanent 
committee;  that  the  accounts  of  such  a  committee  be  subject  to  the 
supervision  of  the  courts;  all  of  their  disbursements,  all  of  their 
allowances,  and  a  complete  statement  exhibited  and  approved  by  the 
court. 
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If  it  is  a  friendly  reorganization  without  the  interposition  of  the 
courts,  then  it  should  have  the  supervision  of  the  Interstate  Com- 
merce Commission. 

I  may  call  attention  to  one  railroad  company  now  in  the  hands  of 
a  receiver  from  which  a  tentative  plan  was  recently  issued,  from 
which  $5,000,000  was  set  aside  for  reorganization  fees  and  expenses. 
I  have  been  myself  the  victim  of  charges  and  expenses  of  that  kind, 
and  in  one  case  where  there  was  $5,000,000  added  for  reorganization 
expenses,  there  was  not  a  single  member  of  the  committee  who  had 
the  slightest  interest  in  the  property,  yet  they  have  perpetuated  their 
control  of  the  property  because  the  shareholders  have  no  means  of 
conferring  with  each  other,  and  even,  if  known,  would  take  quite  a 
sum  of  money  to  circularize  and  obtain  cooperation. 

And  I  can  say  to  you — and  I  have  lived  in  the  atmosphere  of  Wall 
Street  for  more  than  a  quarter  of  a  century — that  I  believe  a  ma- 
jority of  the  mileage  of  the  railroads  of  the  United  States  is  in  the 
control  of  men  who  have  no  relatively  substantial  interest  in  them. 
That  is  a  deplorable  condition,  and  has  done  as  much  as  anything  to 
discredit  railroad  securities. 

I  believe  that  the  time  has  come  to  discredit  and  pass  all  of  these 
practices. 

Mr.  Stiness.  What  you  want,  then,  is  a  Government  financial 
hospital,  is  it  not? 

Mr.  Erb.  No.  I  want  these  vicious  practices  to  be  made  impos- 
sible. I  nm  not  suggesting  that  the  Government  intervene  and  take 
charge  of  these  reorganizations,  but  I  want  it  to  be  made  impossible 
for  people  who  have  no  interest  in  these  public  highways  to  control 
them;  control  should  be  left  to  the  owners.  Reorganizations,  reor- 
ganization committees,  and  their  accounts  should  be  left  to  the  super- 
vision of  the  Interstate  Commerce  Commission  or  other  proper 
scrutinizing  authority. 

If  you  are  going  to  supervise  the  issuance  of  securities,  you  want 
to  supervise  the  expenses  of  these  reorganization  committees  and 
the  fees  they  are  to  charge. 

REORGANIZATION   OF   RAILROADS. 

The  reorganization  of  railroad  companies  should  be  placed  under 
the  control  of  the  courts  having  jurisdiction  of  the  foreclosure  of 
their  mortgages  or  of  their  insolvency.  When  a  committee  of 
security  holders  shall  call  for  the  deposit  of  claims  or  securities 
under  any  reorganization  agreement  or  plan  of  readjustment  the 
members  of  the  committee  involved  shall  state  the  amount  and 
character  of  claims  or  securities  held  by  them  or  the  institutions  or 
firms  with  which  they  are  connected,  respectively,  and  when  a  ma- 
jority of  all  claims  or  each  class  of  securities  are  deposited  a  list  of 
all  the  depositors  shall  be  sent  to  each  of  them  and  a  day  named 
for  a  general  meeting  of  the  depositors,  giving  reasonable  time  for 
attendance  and  authorizing  a  majority  of  those  present  in  person 
or  by  proxy  to  name  a  new  permanent  committee  under  a  system 
of  cumulative  voting.  The  allowances  to  and  disbursements  of  all 
committees  should  be  made  subject  to  the  supervising  control  of 
the  courts  having  jurisdiction  of  the  foreclosure  or  other  proceed- 
ings affecting  the  solvency  of  the  company ;  or  if  a  so-called  friendly 
readjustment   without   foreclosure   shall  be   formulated,  then   sub- 
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ject  to  the  supervising  control  of  the  Interstate  Commerce  Commis- 
sion. 

The  practices  affecting  the  reorganization  of  railroad  companies 
have  been  in  the  past  generally  arbitrary  and  autocratic.  Losses 
involving  hundreds  of  millions  of  dollars  to  investors  have  been 
imposed  by  committees  having  no  substantial  interest  in  the  securi- 
ties of  the  companies  concerned,  while  the  real  owners  have  been 
more  frequently  deprived  of  the  control  of  their  properties,  which 
are  usually  placed  in  the  hands  of  parties  having  no  substantial 
interest  in  them,  and  therefore  no  real  interest  in  their  economical 
management  and  financing. 

The  committees  are  usually  self-constituted  and  fix  their  own  com- 
pensation. The  commissions  to  the  banks  and  bankers  are  without 
restraint  of  any  kind,  and  the  committees  are  not  called  upon  to 
account  for  their  acts  to  the  security  holders.  This  has  become  a 
formidable  evil  and  should  be  corrected  if  the  railroads  are  to  be 
returned  to  private  ownership. 

If  the  credit  of  the  transportation  companies  would  admit  of 
their  obtaining  needed  capital  requirements  on  a  basis  of  State  or 
Government  credit,  their  expansion  would  continue  under  conditions 
admitting  a  lower  cost  for  their  service. 

If  the  consent  of  the  commission  to  the  sale  of  securities  on  a 
basis  of  7  per  cent  and  higher  should  be  given,  long-time  burdens 
will  be  imposed  which  simply  contribute  higher  rates;  and  in  its 
finality  the  public  must  pay  the  higher  rates.  Many  of  the  roads 
are  unable  to  sell  4  per  cent  mortgage  bonds  at  the  present  time 
above  65  per  cent  of  their  par  value,  and  some  of  them  are  quoted 
for  less  than  50  per  cent  of  their  par  value.  They  are  solvent.  No 
question  of  earnings  sufficient  to  pay  the  interest  is  involved,  but  the 
fear  of  eventualities,  the  uncertainty  and  instability  of  the  trans- 
portation structure,  the  low  factor  of  safety  provided  for  under 
present  conditions  or  apprehended  on  their  return  to  the  corpora- 
tion has  affected  their  values  so  that  they  could  not  and  should  not 
obtain  the  consent  of  any  controlling  body  to  the  issue  of  further 
securities  at  existing  market  prices.  Their  development  would  con- 
sequently be  completely  arrested  and  they  would  be  placed  at  the 
mercy  of  the  stronger  lines  in  any  scheme  short  of  their  absorption 
under  regional  systems.  They  would  otherwise  be  forced  into  a 
helpless  condition. 

To  avoid  this  immediate  possibility,  I  would  suggest  that  the  return 
act  provide  for  a  guaranty  of  a  return  equal  to  payments  and  pro- 
visions under  the  Federal -control  act  or  the  contracts  made  under  it 
for  a  period  of  two  years,  and  that  meanwhile  rates  and  divisions 
to  be  the  subject  of  consideration  and  decision  by  the  Interstate 
Commerce  Commission ;  that  they  be  allowed  10  years  within  which 
to  repay  any  indebtedness  remaining  upon  settlement  of  the  balance 
with  the  Director  General  of  Railroads  with  interest  at  the  rate  of 
4|  per  cent.  The  obligations  given  to  evidence  such  indebtedness 
shall  take  priority  of  any  other  indebtedness  which  may  be  subse- 
quently incurred  or  created. 

LESS-THAN-CAELOAD  TRAFFIC. 

In  the  recent  case  before  the  Interstate  Commerce  Commission  38 
carriers  presented  an  analysis  of  cost  of  handling  less-than-car-load 
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freight  at  15  points  in  the  Central  States  and  3  points  in  the  East- 
ern States.  In  this  proceeding  it  was  shown  and  undisputed  that  the 
combined,  actual  cost  was  21.97  cents  per  hundred  pounds,  and  that 
adding  the  operating  ratio  to  cover  taxes  and  other  overhead  charges 
made  the  total  cost  32.95  cents  per  hundred  pounds,  this  representing 
the  cost  at  point  of  origin  and  destination,  wholly  regardless  of  trans- 
portation charge.  Even  under  the  rates  as  they  exist  to-day  the 
figures  conclusively  show  that  the  short-haul  business  does  not  even 
pay  the  warehouse  or  station  expenses,  and  the  same  is,  of  course, 
relatively  true  of  the  longer-haul  traffic,  which  carries  proportion- 
ately higher  rates. 

The  New  England  roads  all  have  the  short  haul,  and  this  is  true  of 
the  short  lines  generally,  and  the  result  is  apparent  in  their  financial 
condition. 

haul  and  terminal  charge. 

The  whole  rate  structure  requires  revision,  and  the  Interstate  Com- 
merce Commission  should  be  empowered  to  divide  the  transportation 
rates  into  a  haul  charge  and  terminal  allowances,  the  latter  varying 
with  conditions  and  cost  of  handling  the  traffic  and  the  value  and  im- 
portance of  the  service  performed. 

My  railroad  experience  has  convinced  me,  as  it  has  most  traffic 
men,  that  the  fundamental  weakness  of  our  system  of  freight  tariffs 
is  the  failure  to  recognize  the  distinction  between  the  haul  and  the 
terminal  service. 

RAILROAD  EMPLOYEES  AND  STRIKES. 

It  is  unnecessary  to  discuss  the  ethics  of  strikes,  because  we  have 
very  generally  recognized  the  use  of  this  great  weapon  at  the  hands 
of  labor  in  the  settlement  of  industrial  disputes,  under  no  other  legal 
limitations  than  those  laws  affecting  generally  personal  and  property 
rights.  All  disputes,  public  and  private,  no  matter  how  important 
in  their  relation  to  the  indvidual  or  to  the  public,  are  required  to  be 
submitted  to  judicial  decision  when  private  agreement  fails  and  we 
are  all  compelled  to  submit  to  judicial  judgments.  Indeed,  questions 
affecting  vitally  principles  of  Government,  disputes  between  com- 
munities and  States,  are  submitted  to  the  decision  of  courts  created 
for  the  purpose  and  obedience  yielded  and  enforced,  if  need  be.  But 
transportation  labor,  a  relatively  small  majority  of  the  public,  claims 
the  right  to  impose  its  will  upon  these  public-service  corporations, 
and,  indeed,  the  Government  itself,  without  restraint  of  any  kind 
except  as  violence  may  be  restrained. 

It  is  true  resort  to  violence  has  not  been  given  sanction  or  tolerance, 
but  the  right  to  strike  on  the  part  of  employees  engaged  in  public 
service  directly  or  indirectly  through  public-service  corporations  sanc- 
tions the  right  to  paralyze  transportation,  to  cripple,  starve,  and  de- 
stroy. 

There  is  no  ultimate  difference  between  actual  violence  and  the 
paralysis  of  essential  agencies  to  bring  us  food,  fuel,  the  necessaries  of 
life,  and  maintain  the  functions  of  Government.  The  one  method  is 
as  destructive  as  the  other.  A  single  industry  may  be  tied  up  for  a 
time  by  a  general  strike,  but  so  long  as  our  other  activities  are  undis- 
turbed we  can  survice.    Even  many  industrial  agencies  may  be  so  in- 
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A^olved  and  serious  inconvenience  imposed  upon  the  general  public, 
but  when  we  so  paralyze  transportation  we  arrest  every  industry  of 
production  and  of  distribution,  even  the  arm  of  Governn^^ent  itself. 
It  is  nothing  more  or  less  than  revolution.  It  should  no  more  be  tol- 
erated in  transportation  than  in  military  service.  Indeed,  military 
service  and  transportation  go  hand  in  hand,  and,  to  use  the  recent 
language  of  the  governor  of  Massachusetts,  "There  is  no  right  to 
strike  against  the  public  safety  by  anybody,  anywhere,  at  any  time." 
And  on  this  subject  we  may  well  consider  the  very  recent  statement 
of  the  prime  minister  of  England : 

The  Government  is  not  fightinj?  trade-unionism.  Trade-unionism  is  a  recog- 
nized factor  in  the  industrial  life  of  the  country.  What  the  Government  is 
fighting  for  is  to  prevent  the  extremists  of  any  national  body  from  attenpmting 
to  gain  their  ends  by  attacking  the  life  of  the  community  and  so  bringing  untold 
misery  on  thousands  of  innocent  people. 

A  tribunal  should  be  created  to  hear  and  determine  the  issues  be- 
tween railroad  employees  and  the  companies  which  they  serve  singly 
or  collectively.  The  members  of  the  tribunal  so  established  should 
have  the  confidence  of  the  general  public,  be  invested  with  all  neces-. 
sary  power  for  thorough  investigation,  and  their  decision  be  made 
binding  upon  the  parties  to  the  controversy.  General  strikes  should 
therefore  be  prohibited  and  made  impossible. 

We  have  jealously  insisted  that  all  wrongs,  great  or  small,  that 
arise  in  our  industrial  and  political  life  shall  be  corrected  by  law  and 
the  tribunals  created  for  their  purpose.  To  say  that  we  can  not  or 
must  not  create  tribunals  authorized  to  adjust  labor  disputes  of  rail- 
road eni])loyees  or  the  companies  engaged  in  other  public  service  is 
to  pronounce  our  whole  system  of  government  lacking  in  its  most  im- 
portant requirement. 

If  a  decision  by  the  tribunal  suggested  shall  result  in  an  increase 
in  the  cost  of  service,  it  should  be  required  to  ascertain  the  probable 
aggregate  amount  thereof  and  certify  the  result  to  the  Interstate 
Commerce  Commission.  Such  certificate  shall  then  be  considered 
conclusive  in  any  proceeding  affecting  rates  or  decisions. 

There  will  never  again,  perhaps,  be  a  more  favorable  time  or  oppor- 
tunity for  correcting  the  evils  of  the  past,  solving  the  problems  which 
have  developed,  and  anticipating  the  needs  of  the  future.  The  hour 
is  momentuous.  Whatever  is  clone  should  be  the  result  of  study,  care- 
ful consideration,  and  painstaking  deliberations,  without  haste  and 
without  preconceived  prejudices.  I  would  to  this  end  earnestly  rec- 
ommend that  Federal  control  be  continued  until  June  30,  1920,  unless 
sooner  terminated  by  act  of  Congress. 

I  shall,  as  an  appendix  to  my  statement,  present  in  form  the  legis- 
lation I  have  suggested. 

The  Chairman.  If  you  will,  we  will  take  it  up. 

Mr.  Erb.  I  wish  to  thank  you  for  the  opportunity  accorded  me  to 
present  my  views  and  for  the  attention  with  which  they  have  been 
received. 
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Appendix  A. 

Toledo,  Ohio,  September  6,  1919. 

Your  letter  of  the  2(1  instant  did  not  reach  me  until  yesterday.  I  am  very 
glad  to  know  that  thought  is  l)eins-  given  to  the  phase  of"  the  rate  situation. 

In  a  very  important  case  of  recent  date  figures  were  presented  to  the  Inter- 
state Commerce  Conunission  in  behalf  of  the  carriers  showing  as  a  result  of 
a  very  close  study  at  various  stations  along  both  large  and  small  throughout 
the  Central  and  Eastern  States  that  the  actual  cost  of  handling  less  than 
carload  freight  through  freight  house  was  approximately  1,5  or  16  cents  per 
hundredweight  on  each  end,  or  a  total  of  about,  as  I  recall  the  figures,  30 
to  32  cents  per  hundredweight.  Even  under  the  rates  which  were  advanced 
25  per  cent  our  minimum  first-class  rate  to-day  is  only  25  cents  per  hundred- 
weight, indicating  that  the  sho»t-haul  business  does  not  even  pay  the  ware- 
house expense,  and,  of  course,  the  same  is  relatively  true  of  the  longer-haul 
traffic  which  carries  proportionately  higher  rates. 

There  is  no  doubt  in  my  mind,  nor  has  there  been  any  for  some  years,  but 
what  this  class  of  traffic  not  only  fails  to  yield  sufficient  revenue  to  pay  the 
actual  cost  of  its  transportation  but  that  there  is  incurred  an  actual  loss. 
In  other  words,  I  think  it  is  one  of  the  very  important  leaks  in  railroad  opera- 
tions, and  is  something  that  should  be  cured  both  in  justice  to  the  carriers 
as  well  as  those  shippers  who  tender  other  classes  of  freight  that  do  yield  a 
net  return  to  the  railroad. 

Assuming  that  this  is  to  be  remedied,  there  are  but  two  ways  that  I  know 
of.  One  is  to  advance  the  rate  sufficiently  to  reflect  therein  the  warehouse 
and  terminal  expense,  plus  a  reasonable  margin  to  cover  the  road-haul 
expense.  The  other  way  is  to  treat  the  subject  separately,  and  publish  a 
charge  for  handling  the  freight  through  the  warehouses;  and  I  understand 
it  is  this  latter  idea  that  you  have  in  mind.  I  think  it  has  many  advantages, 
and  if  it  is  to  be  inaugurated  my  idea  would  be,  from  the  standpoint  of  a 
tariff  man,  to  do  two  things.  The  first  would  be  to  make  a  declaration  that 
the  rates  now  published  cover  only  transportation,  or  to  put  it  in  this  way, 
that  such  rates  apply  from  car  door  to  car  door,  and  do  not  include  tlie 
service  of  moving  a  package  from  a  wagon  to  the  car  door  through  the  ware- 
house or  from  the  car  door  to  the  wagon  at  the  delivery  end.  After  that  was 
done,  then  the  railroads  could  pulilish  a  separate  tariff  to  cover  the  cost 
through  the  warehouse  in  exactly  the  same  manner  as  they  publish  separate 
tariffs  now  for  switching  of  cars,  for  weighing  of  cars,  for  stopping  cars  in 
transit,  for  reconsigning  cars,  and  other  such  services  which  are  characterized 
as  accessorial.  That  is  to  say,  under  this  principle  of  rate  making  it  would 
be  assumed  that  the  transportation  service  consisted  of  two  separate  parts 
and  tariffs  would  be  published  to  cover  such  separate  services. 

From  a  practical  standpoint  I  would  like  to  say,  however,  that  under  this 
scheme  I  do  not  think  the  railroads  could  maintain  their  present  rates  on 
less  than  carload  traffic  and  add  to  that  warehouse  expense,  because  these 
present  rates  do  include  an  assumed  amount  as  covering  the  terminal  services. 
The  difficulty  is  that  this  amount  is  insufficient  to-day.  In  my  judgment  the 
whole  scheme  of  making  separate  charges  is  a  practical  one;  it  can  be  put  in 
a  clear  and  definite  way  in  the  tariffs,  and  would  have  this  advantage,  after 
all,  namely,  that  the  charge  could  be  varied  at  each  station  or  each  class  of 
stations  so  as  to  reflect  the  cost  of  the  service.  It  seems  to  me  only  fair  that 
the  bigger  terminals  with  their  higher  costs  should  receive  pay  for  such  serv- 
ice, and  the  smaller  stations  with  their  lighter  costs  should  be  given  their  ad- 
vantage and  their  charge  be  made  less. 

After  all,  the  trouble  with  our  rate  system  is  that  it  assumes  too  many  gen- 
eralities resulting  in  some  traffic  paying  more  and  som«  paying  less  than  it 
should.  I  think  this  is  one  of  our  fundamental  difficulties  and  primarily  is  the 
cause  of  so  much  complaint  from  the  public. 

The  whole  theory  which  you  advance  is  entirely  practical  and  can  be  carried 
through  without  much  difficulty,  only  I  think  your  suggested  charge  of  a  dollar 
per  ton  is  entirely  too  small.  I  am  pretty  sure  it  costs  us  here  in  Toledo  con- 
siderably nwre  than  a  dollar  at  our  freight  house,  and  I  imagine  you  will  find 
that  at  bigger  points,  such  as  Boston,  that  the  co.st  will  be  at  least  three  times 
that,  not  including  interest  on  investment,  depreciation,  taxes,  and  other  general 
overhead. 
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I  hope  I  have  given  you  an  outline  of  the  things  that  you  have  in  mind,  but 
if  there  are  any  more  details  which  you  wish  developed,  kindly  advise  me  and 
I  shall  be  very  glad  to  assist  in  working  them  out  for  you. 

With  kindest  regards,  I  beg  to  remain, 

Yours,  very  truly,  H.  S.  Bradi^y. 

Appendix  B. 

1.  A  provision  shall  be  made  for  the  Federal  incorporation  of  a  central  cor- 
poration to  be  known  as  the  Federal  Associated  Railroad  Corporations  and 
regional  corporations  to  be  known  as Federal  Regional  Associated  Rail- 
road Corporations  with  a  number  profixed  and  designated,  as  hereinafter  sug- 
gested. 

2.  The  central  corporation  shall  have  its  principal  office  in  Washington  and 
a  majority  of  the  directors  shall  be  appointed  by  the  President,  with  the  advice 
and  consent  of  the  Senate.  The  minority  shall  consist  of  one  i-epresentative  of 
each  of  the  regional  corporations  created. 

3.  A  board  shall  be  appointed  by  the  President,  with  the  advice  and  consent 
of  the  Senate,  consisting  of  seven  members  clothed  with  authority  to  supervise, 
regulate,  and  control  the  capitalization,  capital  issues,  organization,  and  busi- 
ness conduct  of  the  central  and  regional  systems,  which  have  authority  to  fix 
the  number  and  boundaries  of  the  regional  systems  and  the  right  to  rearrange, 
modify,  reduce  or  increase  their  number  and  boundaries. 

4.  The  central  corporation  shall  have  a  supervising  control  of  the  activities 
of  the  regional  associated  railroad  corporations.  The  ownership,  control,  and 
distribution  of  all  freight  and  passenger  equipment  employed  in  interline  traffic 
and  the  regional  corporations  shall  have  the  right  of  eminent  domaine,  with  full 
authority  in  detail  essential  to  carry  out  the  corporate  functions. 

5.  The  board  appointed  by  the  President  shall  have  power  to  fix  the  terms 
and  conditions  upon  which  the  securities  of  the  regional  system  corporations, 
whether  in  bonds,  debentures,  or  capital  stock,  shall  be  exchanged  for  the 
bonds,  debentures,  and  securities  of  the  separate  companies  which  are  to  form 
part  of  the  regional  corporations.  In  fixing  the  terms  of  exchange  due  regard 
shall  be  had  (a)  to  the  reproduction  value  of  the  railroads  concerned;  (&)  the 
earnings  of  the  separate  railroads  for  the  three-year  period  prior  to  January, 
1918;  (c)  the  average  market  value  of  their  securities  for  a  like  period.  No 
securities  shall  be  issued  bearing  a  greater  rate  of  interest  than  5  per  cent  per 
annum. 

It  shall  be  the  duty  of  the  board  appointed  by  the  President  to  invite  an 
exchange  of  capital  stock  of  the  railroad  companies  to  be  included  in  the 
several  regional  system  corporations  under  a  plan  for  exchange.  When  a 
majority  of  the  stocks  of  such  railroad  companies  have  been  deposited  for 
exchange  satisfactory  to  the  board  they  may  in  their  discretion  declare  such 
plan  effective  and  carry  the  same  into  effect. 

6.  Each  regional  system  corporation  shall  subscribe  and  pay  for  an  amount 
of  stock  in  the  central  corporation  equal  to  1  per  cent  per  annum  of  its  gross 
revenue  during  a  period  of  five  years. 

7.  The  shareholders  of  all  railroads  within  the  boundaries  fixed  for  any 
regional  railway  corporation  shall  have  the  right  to  exchange  their  stocks, 
bonds,  and  debentures  for  the  securities  of  the  regional  corporation  on  the 
terms  and  conditions  fixed  by  the  board  appointed  by  the  President. 

8.  The  Interstate  Commerce  Commission  shall  have  control  and  prascribe  the 
conditions  upon  which  traffic  interchange  and  movement  shall  be  carried  on, 
regulate  and  approve  their  tariffs,  divisions  between  regional  systems  and 
generally  exercise  the  powers  now  conferred  by  law  in  addition  to  those  that 
are  imposed  under  the  act. 

9.  The  Interstate  Commerce  Commission  shall  be  charged  with  a  duty  of 
establishing  and  fixing  rates  which  shall  yield  to  the  carriers  a  sufficient 
revenue  to  provide  for  the  interest,  taxes,  charges,  and  the  prescribed  dividend, 
not  exceeding  5  per  cent  per  annum,  on  the  capital  stock  issued  under  the  terms 
of  exchange  fixed  by  the  board  appointed  by  the  President,  and  in  addition 
thereto  2  per  cent  per  annum  of  the  gross  revenue  which  shall  be  available  for 
nonrevenue  paying  additions  and  betterments  and  which  shall  be  so  used  to 
that  end  that  no  burden  shall  be  imposed  upon,  and  the  Government  saved 
harmless,  under  its  said  guarantor. 

10.  The  existing  railroad  companies  shall  sell  their  holdings  of  stock  in 
subsidiary  companies  to  the  I'egional  corporations,  respectively,  on  terms  and 
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conditions  to  be  approved  by  the  central  corporation,  and  tlie  proceeds,  whether 
in  money  or  in  the  securities  of  the  district  corporations,  shall  be  distributed 
to  their  respective  shareholders. 

11.  All  capital  requirements  and  expenditures  shall  be  submitted  for  ap- 
proval, and  vi'hen  so  approved  shall  be  provided  for  through  the  sale  of  capital 
stock  on  terms  and  conditions  prescribed  by  the  central  corporation;  all  future 
maturities  of  existing  obligations  shall  be  provided  for  in  like  manner.  The 
central  board  shall  own,  control,  and  acquire  freight  and  passenger  equipment 
used  or  to  be  used  in  interline  traffic,  and  may  issue  its  capital  stock  entitled 
to  dividends  of  not  exci-eding  .5  per  cent  to  cover  the  cost  thereof,  and  the 
interest,  depreciation,  and  expenses  incident  thereto  shall  be  charged  against 
the  operations  of  the  several  regional  corporations  on  a  basis  determined  by 
the  central  board  and  the  amount  thereof  to  constitute  an  operating  charge. 

Appendix  C. 

provisions  to  be  included  in  the  kailkoad  bill. 

The  commission  is  hereby  authorized  and  empowered  to  control,  fix,  and 
regulate  the  divisions  of  all  tarifCs  between  railroads,  apportioning  such 
divisions  with  respect  to  the  cost  and  character  of  the  service  performed,  the 
relative  needs  for  revenue,  and  the  distances  of  the  interline  haul,  and  in  its 
discretion  tariffs  may  be  divided,  apportioning  the  same  for  (a)  the  line  haul, 
(&)  the  terminal  allowance. 

The  commission  is  hereby  authorized  and  directed  to  provide  for  central 
bureaus  conveniently  situated  to  investigate,  handle,  and  control  for  disallow- 
ance or  for  approval  and  payment  in  whole  or  part  of  all  damage  claims,  and 
when  allowed  and  approved,  the  carriers  charged  with  the  payment  of  such 
claims  shall  forthwith  make  prompt  payment  thereof. 

That  hereafter  all  committees  having  in  charge  the  reorganization  or  the 
readjustment  of  the  capitalization  or  finances  of  any  railroad  company  en- 
gaged in  interstate  commerce  shall  submit  their  accounts,  disbursements,  and 
the  amounts  claimed  by  them  for  fees  and  allowances  either  to  the  courts 
having  jurisdiction  of  the  subject  of  foreclosure,  reorganization,  readjustment, 
or  to  the  Interstate  Commerce  Commission,  for  approval  before  "payment  thereof 
out  of  any  funds  contributed  by  the  holders  of  the  securities  of  the  railroads 
concerned  or  from  the  proceeds  of  the  sale  of  securities  issued  in  such  reorgani- 
zation or  readjustment. 

Appendix  D. 

The  conuuission  is  hereb.v  authorized  and  empowered  to  cause  the  formation 
of,  and  thereafter  to  supervise,  a  voluntary  association  of  the  railroad  com- 
panies engaged  in  interstate  commerce  for  the  purpose  of  acquiring,  owning, 
and  operating  freight-car  equipment  used  in  interline  and  interstate  commerce. 
When  such  association  is  formed  the  comm-ission  may  require  the  carriers, 
members  of  the  association,  to  pay  to  such  association  annually  an  amount 
equal  to  1  per  cent  of  their  gross  freight  revenue,  which  shall  be  charged 
against  their  operating  cost.  All  freight  equipment  purchased  by  the  voluntary 
association  shall  be  acquired  on  the  faith  and  credit  jointly  and  severally  of 
the  members  of  the  association,  repayment  and  the  cost  of  maintenance  and 
operation,  replacements,  and  renewals  to  be  made  on  such  terms  and  conditions 
as  the  said  corn-mission  may  from  time  to  time  prescribe. 

The  conuuission  shall  control  the  distribution  and  prescribe  the  terms  of  use 
of  the  said  freight  equipment,  and  the  violation  of  any  rule  or  regulation  of  the 
commission  in  respect  thereto  by  any  carrier  shall  be  deemed  a  misdemeanor 
and  be  punishable  by  a  fine  of  not  exceeding  $1,000  for  each  offense. 

The  commission  may  in  its  discretion,  on  application  of  any  holder  of  se- 
curities of  conun-on  carriers  under  this  act,  who  has  deposited  the  same  under 
any  plan  of  reorganization ;  or  of  readjustment  of  finances ;  or  of  security  is- 
sues :  order  a  meeting  of  the  depositing  security  holders  for  the  purpose  of 
electing  a  permanent  committee,  anything  in  such  plan  to  the  contrary,  and 
with  all  the  functions,  powers,  authority,  and  duties  prescribed  in  said  plan 
to  the  same  effect  as  if  therein  specially  named.  At  such  meeting  a  majority 
in  amount  of  the  depositing  security  holders  shall  in  all  things  properly  coming 
before  it  duly  control.  Only  depositing  security  holders  shall  be  eligible  to 
election  as  membei-s  of  the  committee. 
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Appendix  E. 

pakaphrased  and  adapting  the  provisions  of  the  english  railway  companies 
act  of  1867  on  the  subject  of  railroad  reorganization. 

A  BILL  To  further  amend  a.n  act  entitled  "An  act  to  regulate  commerce,"  approved  Feb- 
ruary 4,   1887,  as  amended,   and  for  other  purposes. 

Be  is  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  the  provision  of  this  act  sliall 
apply  to  all  coinnion  carriers  engaged  in  interstate  commerce  and  which  are 
subject  to  the  act  to  regulate  commerce  approved  February  4,  1SS7,  and  the 
amendments  thereof. 

2.  When  a  railroad  company  is  unable  to  meet  its  obligation  or  obligations, 
or  any  of  them,  its  directors  may  prepare  a  scheme  of  reorganization  or  re- 
adjustment of  its  finances  or  for  an  extension  of  payment  between  the  company 
and  the  creditors  concerned,  with  or  without  provisions  for  settling  and  delining 
any  rights  of  shareholders  of  the  company  as  among  themselves,  or  for  raising, 
if  necessary,  additional  share  and  loan  capital,  or  either  of  them,  and  may  file  the 
same  in  the  office  of  the  clerk  of  the  United  States  district  court  or  the  district 
in  which  the  general  office  of  the  company  is  located  with  a  declaration  in  writ- 
ing certifying  to  the  correctness  of  the  said  plan  and  the  facts  therein  stated. 

3.  After  the  filing  of  the  plan  for  reorganization  ;  or  for  readjustment  of  its 
finances ;  or  for  an  extension  of  compromise  with  creditors  on  the  application 
of  the  said  company,  the  said  court  may  on  motion  restrain  any  action  against 
the  company  on  such  terms  as  the  court  may  prescribe. 

4.  Notice  of  the  filing  of  the  plan  under  the  order  of  the  court  thereof  shall  be 
publislied  in  such  newspapers  as  the  court  may  prescribe  and  notice  thereof 
otherwise  given  as  it  may  direct. 

5.  After  such  publication  of  notice  no  execution,  attachment  or  other  process 
against  the  property  of  the  company  shall  be  issued  or  be  made  available  with- 
out leave  of  the  court  duly  obtained. 

6.  The  plan  shall  be  deemed  to  be  assented  to  by  the  holders  of  the  mort- 
gages or  bonds  or  other  obligation  issued  by  the  company  when  it  is  assented 
to  in  writing  by  three-fourths  in  value  of  the  holders  of  said  mortgages,  bonds, 
or  class  of  obligation  I'espectively  and  shall  be  deemed  to  be  assented  to  by  the 
holders  of  debentures  or  stock  of  the  company  when  so  assented  to  in  writing 
by  three-fourths  of  the  value  of  the  holders  thereof  respectively. 

7.  When  any  indebtedness  or  other  obligation  is  a  charge  on  the  receipts  of 
or  payable  by  the  company  in  consideration  of  the  purchase  of  any  other  rail- 
road or  the  obligation  of  any  other  railroad  company  the  plan  shall  be  deemed 
to  be  assented  to  by  the  holders  of  such  obligation  or  purchase  when  assented 
to  in  writing  by  three-fourths  in  value  of  such  holders. 

8.  Tlie  plan  shall  be  deemed  to  be  assented  to  by  the  guaranteed  or  prefer- 
ence shareholders  of  the  company  or  of  the  common  stockholders  of  the  com- 
pany when  it  is  assented  to  in  writing  by  three-fourths  in  value  of  each  of  the 
class  of  stocks  respectively. 

9.  When  the  company  is  the  guarantor  of  the  securities  of  any  other  com- 
pany the  plan  shall  be  deemed  to  be  assented  to  when  in  writing  three-fourths 
in  value  of  the  holders  of  such  securities  have  assented  thereto. 

10.  The  assent  to  any  plan  of  any  class  of  the  holders  of  obligation  or  of 
stock  or  of  any  preferred  or  common  shareholders  shall  not  be  required  if 
such  plan  does  not  prejudicially  affect  any  right  or  interest  of  such  security 
holders. 

11.  If  at  any  time  within  three  months  after  the  filing  of  the  plan  in  the 
office  of  the  clerk  of  the  district  court  or  within  such  extended  time  as  the 
court  may  from  time  to  time  deem  proper  to  allow,  the  directors  of  the  com- 
pany may  consider  the  plan  to  be  assented  to  as  by  this  act  required  and  may 
apply  to  the  court  by  petition  for  confirmation  of  such  plan.  Notice  of  such 
intended  application  shall  be  made  as  may  be  prescribed  by  the  court. 

12.  After  hearing  of  the  application,  the  court  if  satisfied  that  the  plan  has 
been  within  three  months  after  the  filing  thereof,  or  such  extended  time,  if 
any,  as  the  court  has  allowed  assented  to  as  required  by  this  act  and  with  no 
sufficient  objection  thereto  has  been  established  may  confirm  the  same  and 
when  so  confirmed  shall  be  binding  and  effectual  to  all  intents  and  purposes 
and  the  provisions  thereof  shall,  against  and  in  favor  of  the  company  and  all 
parties  assenting  thereto  or  bound  thereby  and  have  a  like  effect  as  if  each 
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and  all  of  the  holders  thereby  affected  and  concerned  had  In  writing  assented 
thereto. 

13.  Notice  of  the  confirmation  of  the  plan  shall  be  given  by  publication  in 
the  manner  and  for  the  period  prescribed  by  the  court  and  the  company  shall 
at  all  times  keep  at  their  principal  office  printed  copies  of  the  said  plan  so 
confirmed  and  shall  distribute  the  same  to  parties  in  interest  when  and  as 
required  for  a  period  of  two  years  thereafter. 

RAILWAY    COMPANIES    ACT,    1867. 

Where  a  company  are  unable  to  meet  their  engagements  with  their  creditors, 
the  directors  may  prepare  a  scheme  of  arrangement  between  the  company  and 
their  creditors  (with  or  without  provisions  for  settling  and  defining  any 
rights  of  shareholders  of  the  company  as  among  themselves,  and  for  raising, 
if  necessary,  additional  share  and  loan  capital,  or  either  of  them),  and  luay 
file  the  same  in  the  court  of  chancery  in  England  or  in  Ireland,  according 
to  the  situation  of  the  principal  office  of  the  company,  with  a  declaration  in 
writing,  undei-  the  common  seal  of  the  company,  to  the  effect  that  the  com- 
pany are  unable  to  meet  their  engagements  with  their  creditors,  and  with  an 
affidavit  of  the  ti'uth  of  such  declaration  made  by  the  chairman  of  the  board 
of  directoi's  and  by  the  other  directors,  or  the  major  part  in  number  of  them, 
to  the  best  of  their  respective  .iudgment  and  belief. 

After  the  filing  of  the  scheme  the  court  may,  on  the  application  of  the  com- 
pany on  summons  or  motion  in  a  summary  way,  restrain  any  action  against 
the  company  on  such  terms  as  the  court  tbiuks  fit. 

Notice  of  the  filing  of  the  scheme  shall  be  pul)li.shed  in  the  Gazette. 

After  such  publication  of  notice  no  execution,  attachment,  or  other  process 
against  the  property  of  the  company  shall  be  available  without  leave  of  the 
court,  to  be  obtained  on  summons  or  motion  in  a  summary  way. 

The  scheme  shall  be  deemed  to  be  assented  to  by  the  holders  of  mortgagee 
or  bonds  issued  under  the  authority  of  the  company's  special  acts  when  it  is 
assented  to  in  writing  by  three-fourths  in  value  of  the  holders  of  such  mort- 
gages or  bonds,  and  shall  be  deemed  to  be  assented  to  by  the  holders  of  deben- 
ture stock  of  the  company  when  it  is  assented  to  in  writing  by  three-fourths  in 
value  of  the  holders  of  such  stock. 

Where  any  rent  charge  or  other  payment  is  charged  on  receipts  of  or  Is 
payable  by  the  company  in  consideration  of  the  purchase  of  the  undertaking 
of  another  company,  the  scheme  shall  be  deemed  to  be  assented  to  by  the 
holders  of  such  rent  charge  or  other  payment  when  it  is  assented  to  in  writing 
by  three-fourths  of  such  liolders. 

The  scheme  shall  be  deemed  to  be  assented  to  by  the  guaranteed  or  pref- 
erence shareholders  of  the  company  when  it  is  assented  to  in  writing  as 
follows :  If  there  is  only  one  class  of  guaranteed  or  preference  shareholders, 
then  by  three-fourths  in  value  of  that  class,  and  if  there  are  more  classes  of 
guaranteed  or  preference  shareholders  than  one,  then  by  three-fourths  in  value 
of  such  class. 

The  scheme  shall  be  deemed  to  be  assented  to  by  the  ordinary  shareholders  of 
the  company  when  it  is  assented  to  at  an  extraordinary  general  meeting  of  the 
company  specially  called  for  that  purpose. 

Where  the  company  are  lessees  of  a  railway,  the  scheme  shall  be  deemed 
to  be  assented  to  by  the  leasing  company  when  it  is  assented  to  as  follows : 

"  In  writing  by  three-fourths  in  value  of  the  holders  of  mortgages,  bonds, 
and  debenture  stock  of  the  leasing  company. 

"  If  there  is  only  one  class  of  guaranteed  or  preference  shareholders  of  the 
leasing  company,  then  in  writing  by  three-fourths  in  value  of  that  class,  and 
if  there  are  more  classes  of  gunranteed  or  preference  shareholders  in  the 
leasing  company  than  one,  then  in  writing  by  three-fourths  in  value  of  each 
such  class. 

"  By  the  ordinary  shareholders  of  the  leasing  company  at  an  extraordinary 
general  meeting  of  that  company  specially  called  for  that  purpose." 

Pi'ovided,  that  the  assent  to  the  scheme  of  any  class  of  holders  of  mortgages, 
bonds,  or  debenture  stock,  or  of  any  class  of  holders  of  a  rent  charge  or  other 
payment  as  aforesaid,  or  of  any  class  of  guaranteed  or  preference  shareholders, 
or  of  a  leasing  company,  shall  not  be  reqm'sifo  in  case  the  scheme  does  not 
prejudicially  affect  any  right  or  interest  of  such  class  or  company. 

If  at  any  time  within  three  months  after  the  filing  of  the  scheme,  or  within 
such  extended  time  as  the  court  may  from  time  to  time  think  fit  to  allow,  the 
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directors  of  the  company  consider  the  scheme  to  be  assented  to  as  by  this  act 
required,  they  may  apply  to  the  court  by  petition  in  a  summary  way  for  con- 
firmation of  tlie  scheme. 

Notice  of  sucli  application,  when  intended,  shall  be  published  in  the  Gazette. 

After  hearing  the  directors  and  any  creditors,  shareholders,  or  other  parties 
whom  the  court  thinks  entitled  to  be  heard  on  the  application,  the  court,  if 
satisfied  that  the  scheme  has  been,  within  three  months  after  the  tiling  of  it, 
or  such  extended  time  (if  any)  as  the  court  has  allowed,  assented  to  as  re- 
quired by  this  act,  and  that  no  sufficient  objection  to  the  scheme  has  been  estab- 
lished, may  confirm  the  scheme. 

The  scheme,  when  confirmed,  shall  be  enrolled  in  the  court,  and  thenceforth 
the  same  shall  be  binding  and  effectual  to  all  intents,  and  the  provisions  thereof 
shall,  against  and  in  favor  of  the  company  and  all  parties  assenting  thereto  or 
bound  thereby,  have  the  like  effect  as  if  they  had  been  enacted  by  Parliament. 

Notice  of  the  confirmation  and  enrollment  of  the  scheme  shall  be  published  in 
the  Gazette. 

The  company  shall  at  all  times  keep  at  their  principal  office  printed  copies 
of  the  scheme,  when  confirmed  and  enrolled,  and  shall  sell  such  copies  to  all 
persons  desiring  to  buy  the  same  at  a  reasonable  price,  not  exceeding  sixpence 
for  each  copy. 

If  the  company  fail  to  comply  with  this  provision  they  shall  be  liable  to  a 
penalty  not  exceeding  £20  and  to  a  further  penalty  not  exceeding  £5  for  every 
day  during  which  such  failure  continues  after  the  first  penalty  is  incurred, 
which  penalties  shall  be  recovered  and  applied  as  penalties  under  "  The  rail- 
ways clauses  consolidation  act,  1845,"  ^  are  recoverable  and  applicable. 

The  Chairman.  We  thank  yon  for  the  information  you  have  im- 
parted to  the  committee.    We  will  now  hear  Mr.  Hopkins. 

STATEMENT  OF  MR.  W.  M.  HOPKINS,  REPRESENTING  NATIONAL 
HARDWOOD  LUMBER  ASSOCIATION,  CHICAGO,  ILL. 

The  Chairman.  Mr.  Hopkins,  we  have  two  witnesses,  yourself 
and  Mr.  Woodard,  and  we  hope  you  will  finish  to-night.  We  gen- 
erally do  not  run  beyond  half  past  5,  and  to-morrow  I  understand 
that  other  witnesses  will  be  here.  Of  course,  whatever  you  fail  to 
read  can  be  incorporated  into  the  hearings. 

Mr,  Hopkins.  I  would  like  an  hour,  if  I  could  have  it. 

The  Chairman.  It  is  20  minutes  after  4. 

Mr.  Hopkins.  I  have  not  prepared  a  statement  to  read,  but  what 
I  have  to  say  is  prepared  in  the  way  of  memoranda,  and  I  hope  to 
get  through  within  an  hour  if  I  am  not  interrupted. 

The  Chairman.  Very  well. 

Mr.  Hopkins.  What  I  aim  to  say  is  in  respect  to  the  sort  of  legis- 
lation which  the  organization  that  I  represent  desires  to  see  enacted. 

The  Chairman.  Will  you  give  your  name  and  address  and  whom 
you  represent  for  the  benefit  of  the  committee  ? 

Mr.  Hopkins.  My  name  is  W.  M.  Hopkins;  I  am  an  attorney  at 
law,  and  my  home  is  Chicago,  111.  I  represent  the  National  Hard- 
wood Lumber  Association. 

We  realize,  as  I  think  the  whole  country  does,  that  this  railroad 
legislation  is  of  the  utmost  importance  to  the  whole  public.  We  also 
realize  that  there  are  differences  in  views  presented  to  this  committee 
on  the  part  of  the  public,  on  the  part  of  those  who  represent  the 
owners  or  the  investors  in  railroad  property,  who  are  organized  for 
profit  and  naturally  want  to  make  all  of  the  money  they  can  out  of 
their  investments. 


Vict.  c.  20,  s.  140,  et  seq.,  ante.  p.   129. 
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On  the  other  hand,  there  is  that  part  of  the  public  that  contribute 
all  the  revenues  and  pay  all  of  the  tolls,  and  they  say  to  Congress 
that  "  We  ought  to  have  something  to  say  about  these  contribu- 
tions of  ours,  because  our  interests  are  vitally  affected.  That  is  the 
reason  we  are  here,  to  make  our  voice,  as  shippers,  knoAvn  to  you." 

The  National  Hardwood  Lumber  Association  represents  an  in- 
vestment of  $4,000,000,000.  It  manufactures  substantially  two-thirds 
of  all  the  hardwood  that  is  manufactured  in  the  United  States.  Its 
membership,  about  500,000  carloads  annually;  so,  we  have  a  sub- 
stantial investment  and  we  are  a  large  purchaser  of  transportation. 

Now,  our  business  consists  of  production  and  distribution.  We 
do  not  make  the  distribution  through  our  own  agencies,  but  we 
hire  it  done,  nevertheless,  and  that  is  a  part  of  our  business,  and 
a  very  important  part,  because  it  forms  a  very  large  part  of  our 
existence,  our  cost  of  operation. 

Broadly  speaking,  the  cost  of  distribution  of  hardwood  lumber 
is  about  35  per  cent  of  the  cost  of  production,  and  in  some  cases 
very  nuich  higher.  Take  a  car  of  hardwood  lumber  from  the  Pacific 
coast,  manufactured  and  delivered  in  New  York  City.  The  dis- 
tribution cost  is  about  60  per  cent  of  the  production  cost.  So  we 
are  very  much  interested  in  tliis  phase  of  our  business,  because  it 
forms  such  a  large  part  of  our  expense,  and  I  want  to  stress  the 
point  a  bit,  because  I  do  not  think  that  is  the  general  viewpoint, 
that  the  transportation  tax  forms  such  a  large  part  of  the  cost  or 
operation,  but  that  is  true  in  our  business. 

We  are  interested  from  another  viewpoint.  The  carriers  by  law 
are  granted  the  riglit  to  fix  their  tolls.  Naturally  they  are  going 
to  fix  them  as  high  as  they  can,  and  a  rate  once  published  becomes 
the  law,  just  as  much  as  any  other  law  on  the  statute  books,  until 
it  is  changed  by  process  of  law.  AVe  pay  those  tolls,  and  we  also 
have  to  conform  to  all  the  rules  and  regulations  affecting  revenues 
of  traffic  until  they  are  changed  by  process  of  law. 

So  that  interests  us.  We  are  interested  from  another  and  per- 
haps a  more  fundamental  standpoint,  and  that  is  the  question  of 
service.  We  buy  something.  What  do  we  get?  We  get  whatever 
the  carrier  in  its  convenience  and  economy  of  operation  sees  fit 
to  furnish  us.  There  is  no  measure,  no  yardstick  of  service.  It 
is  sometimes  good,  sometimes  bad,  and  sometimes  indifferent.  We 
get  cars  as  it  suits  the  carrier,  or  as  the  exigencies  of  the  situa- 
tion enable  it  to  furnish  them.  There  has  been  no  regulation  and 
control  over  service.     There  is  not  under  the  present  law  to-day. 

Now,  I  will  touch  upon  that  a  little  later;  but  that  is  one  of 
the  important  things  to  us — service.  That  is  even  more  important 
than  the  toll  or  charge,  because  you  might  have  an  exceedingly  low 
charge  and  it  is  of  no  value  to  you  if  you  can  not  get  cars,  if  you 
can  not  get  service. 

We  think  that  many  of  our  present  and  past  transportation  ills 
have  arisen  not  from  legislation  that  our  railroad  friends  complain 
of,  but  from  lack  of  legislation.  One  of  the  primary  causes  has 
been — that  affects  railroad  credits  and  railroad  operations — the  fail- 
ure to  endow  some  governmental  body  with  the  entire  supervision 
over  the  activities  of  railroads.  If  that  had  been  done  30  years 
ago,  when  the  act  was  first  passed,  you  would  not  have  had  the 
152894— 19— VOL  2 77 
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exploitation  of  securities  that  you  have  had.  You  would  not  have 
had  these  weak  lines  to  the  extent  that  you  have. 

That  is  one  of  the  causes  of  our  transportation  difficulties,  the 
lack  of  comprehensive  legislation. 

Now,  we  are  here  to  suggest  that  this  legislation  be  made  com- 
prehensive, and  that  we  go  along  the  lines  we  have  experimented 
with  for  30  years,  and  that  have  been  successful,  or  partially  suc- 
cessful at  least,  so  far  as  Ave  have  gone,  rather  than'  to  turn  to  some- 
thing new  and  experiment,  as  we  have  been  experimenting  for  the 
last  bO  years. 

The  relation  between  the  buyer  of  transportation  and  the  seller  of 
transportation  is  a  business  relation,  as  well  as  an  economic  rela- 
tion. Now,  it  has  got  to  be  approached  from  a  business  standpoint. 
What  is  the  fair  price  to  pay,  and  what  is  the  fair  measure  of  serv- 
ice that  should  be  required  to  be  furnished?  Those  are  the  prac- 
tical question  that  we  want  to  try  to  solve  by  this  legislation. 

Neither  the  railroads  nor  the  business  of  the  country  can  divorce 
themselves,  one  from  the  other.  We  must  employ  the  railroads,  un- 
less we  institute  our  own  agencies  of  distribution,  and  they  nuist 
serve  us,  if  they  derive  any  revenue.  So  that  we  are  hooked  up  to- 
gether like  a  man  and  wife.  We  have  got  to  live  together,  and  we 
might  as  well  do  it  pleasantly  and  in  a  relationship  that  will  be 
beneficial  instead  of  detrimental  to  both  or  either. 

The  sort  of  legislation  tliat  we  want  to  suggest  ought  to  have  for 
its  purposes  these  three  things,  at  least : 

First,  the  men  wdio  have  their  money  invested  in  the  railroad 
property  ought  to  be  protected ;  they  ought  to  have  a  fair  return  on 
that  investment. 

Second,  the  legislation  ought  to  be  such  as  will  encourage  rail- 
road development  and  the  development  of  our  other  transportation  fa- 
cilities— waterways — and  the  public  who  must  employ  these  agencies 
ought  to  be  protected  to  the  extent  that  it  pays  no  uiore  than  a  rea- 
sonable charge,  and  as  fair,  adequate  service  the  railroads  ought  to 
be  compelled  to  do  the  things  which  they  have  failed  to  do  and  re- 
strained from  doing  the  things  that  in  the  past  they  have  done  and 
ought  not  to  have  done. 

In  the  protection  of  the  public  you  must  consider  the  abuses  of 
railroad  management  arising  out  of  financial  mismanagement.  You 
have  covered  that  in  3'^our  bill.  You  must  endow  the  body  that  is 
to  represent  the  Government  with  power  over  the  physical  opera- 
tions of  railroads.  You  must  embody  in  your  bill  centralized  con- 
trol over  all  the  activities  of  the  railroad,  beginning  with  its  capi- 
talization, and  expenditures  of  money  derived  from  its  sale  of  securi- 
ties, or  from  otlier  sources,  its  final  operations,  car  supply,  move- 
ments," its  revenues — that  is,  rates,  maximum  and  minimum;  and 
everything  that  pertains  to  the  practical  service  which  it  holds  itself 
out  to  perform,  for  compensation,  to  the  public. 

That  is  the  sort  of  legislation  that  we  think  is  comprehended  in 
tlie  Esch-Pomerene  bill,  the  bill  now  under  consideration.  W^e 
think  it  will  accomplish  all  of  those  purposes. 

Then,  after  that  legislation,  as  speedily  as  possible,  our  belief  is 
thrt  the  railroads  should  go  back  to  private  ownership. 

Now.  before  considering  the  various' features  of  the  bill,  I  want 
to  touch  very  briefly,  as  merely  a  suggestion,  on  some  of  the  plans 
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that  have  been  presented,  and  I  am  not  going  into  our  reasons  for 
objections  to  them,  because  it  will  take  too  much  of  the  time  of  the 
committee,  and  I  can  file  those  subsequently,  if  j^ou  desire. 

The  weakness  of  all  of  these  plans,  without  exception,  is  that  they 
are  proposed  to  serve  a  particular  interest;  that  is,  the  interest  of 
the  owners  of  the  railroad  projjerties,  and  not  the  interest  of  the 
general  public  or  the  shippers.  Their  welfare  is  not  taken  into  con- 
sideration. 

The  continuation  of  Government  ownership  and  control  does  not 
take  into  consideration  the  welfare  of  the  public.  The  present  oper- 
ation of  the  railroads  is  irresponsive  to  local  needs;  it  is  arbitrary. 
It  is  difficult  and  cumbersome  to  get  anything  done  cxiept  to  go  to 
the  maker  here  in  Washington — and  then  you  do  not  accomplish  it. 

I  was  here  10  days  trying  to  get  something  done  that  ought  to 
have  been  done  in  10  hours;  but  it  was  finally  accomplished.  So 
we  are  opposed  to  the  present  administration  position;  we  are  op- 
posed to  Government  control ;  it  wdU  throw  your  whole  country  into 
politics,  besides  being  expensive.  It  is  impractical.  We  are  op- 
posed to  a  fixed  return  on  railroad  investments.  It  is  impi-actica- 
ble:  it  is  impossible. 

If  the  reasonable  rate  be  measured  by  the  fixed  return,  and  there 
be  more  than  the  fixed  return,  then  the  railroads  have  exacted  more 
than  a  reasonable  rate.  That  belongs  to  the  public.  What  are  you 
going  to  do  with  it? 

If  the  Government  te  the  guarantor,  and  there  is  less  than  the  fixed 
return  earned,  then  the  guarantor  pays  the  difference.  That  is  a  con- 
dition undoubtedly  satisfactory  to  the  investor,  but  not  satisfactory 
to  the  public.  Besides  that,  it  is  impossible  to  forecast  the  future 
tonnage  and  ask  the  commission  to  fix  a  rate  that  will  make  a  fixed 
return  upon  future  business,  concerning  which  no  man  knows  any- 
thirg. 

The  public  is  not  disposed  to  be  niggardly  with  the  railroads.  The 
associat'on  that  I  represent  wants  to  be  liberal  with  all  the  railroads. 
The  railroads  are  large  purchasers  of  our  materials.  The  public  pays 
$4,000,000,000  annually  in  freight  charges,  and  they  advanced  about 
$1,000,000,000  in  the  last  two  years.  If  that  is  not  sufficient  the  pub- 
lic is  willing  to  pay  more;  but  in  the  payment  of  this  huge  sum  it 
wf;nts  a  nonpolitical,  unprejudiced  arbitrator  to  say  Avhether  the  sum 
or  sums  that  it  pays  for  sprc'fic  services  are  correct  or  otherwise,  and 
it  wants  that  body  to  be  able  to  say  that  we  shall  have  the  service 
that  we  are  entitled  to  when  we  pay  for  it. 

There  is  no  disposition  to  deny  a  fair  return  upon  the  value  of  the 
investment,  but  what  is  the  value  of  the  investment  is  a  question  of 
fpct.  Many  of  these  railroads  are  uneconomirally  located;  never 
should  have  been  built,  perhaps.  There  is  a  value  there,  but  it  has 
no  earning  value.  Now,  if  you  make  a  rate  sufficiently  high  upon  a 
railroad  property  of  that  class  it  would  be  most  unconscionable  to  a 
stronger  road.  Then,  again,  many  of  the  railroads,  some  of  which 
Mr.  Erb  referred  to,  have  not  any  investment  left  over  and  above 
their  indebtedness.  The  public  should  not  be  asked  to  contribute  a 
rate  hi^rh  enough  to  leave  a  surplus  to  pay  upon  an  investment  that 
dors  not  exist. 

That  is  our  suggestion — a  fixed  return  upon  that  investment. 
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Now,  section  10  of  the  bill  proposes  to  give  the  commission  the 
poM'er  to  fix  the  maximum  returns.  That  is  a  valuable  provision. 
Without  going  into  details,  it  is  sufficient  to  say  that  I  can  point  to 
dozens  of  instances  where  rates  are  so  low  that  they  do  not  pay  the 
out-of-pocket  cost. 

A  lawful,  reasonable  rate  may  be  said  to  be  one  that  is  reasonably 
high  and  reasonably  low  under  all  the  circumstances  and  conditions 
surrounding  the  particular  rate.  Thus,  this  section  not  only  empow- 
ers the  commission  to  fix  a  reasonable  rate,  but  it  further  enables  the 
commission  to  fairly  apportion  the  charges  between  different  classes 
of  property,  and  fully  protects  both  railroads  and  the  public. 

Much  has  been  said  in  the  newspapers  for  several  years  past  re- 
garding the  depreciation  of  railroad  credit,  and  much  has  been  said 
to  Congress  in  the  discussion  of  railroad  legislation  concerning  this 
subject.  If  the  securities  of  any  business  concern  had  been  subject 
to  such  exploitation  as  have  certain  railroad  securities,  the  investing 
public  would  naturally  have  lost  confidence  in  that  concern  and  in 
that  class  of  investment.  It  is  notorious  that  the  high  financing  of 
such  railroads  has  brought  into  disrepute  railroad  securities.  That 
fact  may,  in  part  at  least,  explain  why  this  class  of  investment  has 
not  commanded  a  better  market. 

Irrespective  of  the  cause  or  causes  that  have  contributed  to  the 
lack  of  confidence  in  railway  securities  we  believe  that  section  20-A 
of  this  bill  furnishes  a  remedy  for  the  most  conspicuous  of  the 
causes  that  have  contributed  to  the  failure  of  railroad  securities  to 
attract  capital.  That  is  the  provision  of  the  bill  which  gives  the 
Interstate  Commerce  Commission  power  over  the  issuance  of  securi- 
ties and  the  use  of  the  proceeds. 

When  the  investing  public  finds  that  the  value  of  railway  securi- 
ties is  thus  stabilized  and  can  not  be  destroyed  by  controlling  finan- 
cial interests,  we  believe  that  such  securities  will  become  preferred 
investments,  especially  with  the  small  investor. 

We  believe  that  the  provisions  of  this  section  are  both  remedial 
and  constructive  in  character,  in  that  they  tend  to  remove  one  of 
the  causes  of  low  railroad  credits,  and  will  go  far  toward  restoring 
credit  to  sucli  railroads  as  are  entitled  to  have  credit;  but  it  will 
not  and  should  not  restore  to  life  those  railroads  that  are  financially 
dead. 

We  have  heard  very  considerable  about  the  compulsory  consolida- 
tion and  merger  of  railroads  and  railroad  zones.  There  is  serious 
doubt  in  my  mind  whether  Congress  has  a  legal  right  to  exact  any 
such  legislation.  I  do  not  think  you  can  pass  a  law  to  compel  a 
man  to  buy  a  thing  who  does  not  want  to  buy  it.  You  might  pass 
a  law  to  compel  a  railroad  to  sell  if  it  does  not  want  to  sell.  There 
has  got  to  be  a  meeting  of  the  minds  to  complete  the  bargain.  I 
doubt  whether  you  can  do  it.  I  think  the  wiser  provision  is  that 
which  is  contained  in  this  bill  in  section  5,  that  gives  them  the 
opportunity  to  make  these  consolidations  along  natural  lines  and 
natural  alliances.  That  they  have  not  had  heretofore.  I  believe 
it  is  going  to  be  beneficial  to  the  railroad  and  to  the  communities. 

We  are  impressed  with  the  view  that  transportation  services  could 
be  improved  and  the  situation  strengthened  by  the  absorption  into 
the  larger  systems  of  some  of  the  smaller  railroads  which  can  not 
alone  operate  profitably  or  efficiently  serve  the  public.     Section  5 
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of  tliis  bill  proposes  to  afford  an  opportunity  for  natural  consolida- 
tions and  alliances  under  the  supervision  of  the  Interstate  Com- 
merce Commission.  We  believe  that  is  a  sound  provision,  and  if 
adopted  will  prove  helpful  to  the  railroad  situation. 

The  rate  arrang-ement  at  the  present  time  is  more  or  less  by  dis- 
tricts, and  it  would  be  wholly  impracticable  to  arrange  the  rates  by 
groups  of  railroads  or  zones.  There  would  be  too  much  overlapping 
of  the  same  system  into  different  zones  to  make  this  arrangement 
practicable.  Every  shipper  has  a  lawful  right  to  the  value  of  his 
location,  and  can  not  be  deprived  of  that  advantage,  if  it  be  an  ad- 
vantage, by  any  group  arrangement. 

The  pooling  of  net  earnings  looks  like  a  plan  to  take  from  the 
strong  and  give  to  the  weak.  The  public  has  no  particular  interest 
in  the  division  of  earnings  between  carriers,  except  as  it  might  affect 
the  measure  of  the  rates.  If  the  roads  desire  to  enter  into  a  volun- 
tary pooling  arrangement  of  either  earnings  or  tonnage,  section  5 
of  this  bill  affords  an  opportunity,  subject  to  the  supervision  of  the 
commission.  This,  it  seems  to  me,  is  as  far  as  Congress  can  go  to 
help  the  so-called  weak  lines.  Because  one  railroad  has  been  well 
managed  financially  and  is  prosperous  and  another  railroad  has  been 
mismanaged  financially  and  is  not  prosperous,  I  do  not  believe  that 
Congress  can  lawfully,  or  should,  compel  the  former  to  support  the 
Matter. 

It  does  not  seem  to  me  that  Congress  will  want  to  ally  itself  to 
any  plan  that  sanctions  the  weak  railroad  putting  its  haiids  in  the 
pockets  of  its  more  prosperous  neighbors. 

There  has  been  further  suggested  a  Department  of  Transporta- 
tion aside  from  the  Interstate  Commerce  Commission.  The  Gov- 
ernment has  had  a  Department  of  Transportation  for  30  yeare. 
Now,  if  that  is  not  the  proper  body,  after  30  years'  experiment  and 
study,  then  it  is  wise  for  Congress  to  select  some  other  body.  But 
are  you  sure  that  that  is  not  the  proper  body  to  continue  the  admin- 
istration of  the  law?  The  public  certainly  ought  to  benefit  by  its 
experience.  The  difficulty  with  the  administration  of  the  law  in  the 
past  was  that  the  commission  had  not  been  empowered  to  do  many 
things  that  they  might  have  done.  It  would  effect  economy  of 
operation  by  consolidating  the  terminals,  stopping  the  exploitation 
of  the  properties,  and  in  many  other  ways  benefit  the  railroads  as 
well  as  the  public.  We  do  not  believe  that  the  railroads  or  the  pub- 
lic are  going  to  be  benefited  by  a  divided  jurisdiction.  In  that  way 
you  destroy  the  efficiency  of  the  commission,  and  you  destroy  the 
effect  of  this  law.  You  take  away  all  power  from  the  commission 
except  to  make  them  a  rate  body. 

Now,  as  a  practical  proposition,  look  at  it.  There  is  not  a  dollar 
spent  in  railroad  operation  except  what  interests  and  is  interrelated 
to  the  determination  of  a  reasonable  rate.  Wliatever  your  securi- 
ties cost  you  is  charged  against  the  operation  of  the  property  as  a 
whole,  and  when  you  come  to  determine  the  reasonable  rate,  you 
must  take  into  consideration  all  costs,  and  all  of  those  things. 

Now,  it  has  been  proposed  that  some  other  coordinate  body  shall 
determine  the  cost  of  securities  and  all  of  the  other  things  entering 
into  railroad  transportation,  except  the  determination  of  the  reve- 
nue, and  when  the  commission  come  to  consider  and  hear  what  the 
carriers  always  present  to  it  in  a  rate  hearing,  it  is  the  cost  of  labor 
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and  the  cost  of  this  item  and  the  cost  of  that  item  in  detail — fre- 
quently the  commission  is  able  to  point  out  whether  economies  might 
have  been  effected,  and  when.  They  haA^e  suggested  that  in  the  past 
and  when  they  have  had  no  power  in  the  past  to  enforce  it,  and  un- 
der this  bill  they  can,  and  yet  they  are  powerless  to  do  it  under  a 
divided  jurisdiction. 

It  is  my  belief  that  Congress  will  make  a  serious  mistake  if  you 
have  any  such  thing  as  a  Department  of  Transportation  or  a  Secre- 
tary of  Transportation,  or  anybody  that  has  jurisdiction  over  tlio 
carriers  except  one  body,  and  we  believe  that  the  logical  body  is 
the  Interstate  Commerce  Commission,  because  it  has  had  to  do  with 
these  things  for  80  years,  and  its  experience  ought  to  be  of  some 
value  in  the  future. 

Would  it  be  wise  to  take  the  supervision  and  control  of  the  rail- 
roads from  the  body  that  has  spent  years  in  the  sludy  of  the  intrica- 
cies of  railroad  operation,  and  against  whom  there  has  never  been 
any  charge  of  undue  favoritism  or  political  bias,  and  put  it  in  the 
hands  of  a  new,  untried  body?  It  would  be  a  dangerous  experi- 
ment. 

But  we  are  told  that  the  commission  is  overworked;  that  it  can  not 
undertake  the  new  duties  imposed  by  this  bill. 

Well,  as  to  the  past,  our  experience  is  that,  with  some  exception, 
the  decisions  of  the  commission  have  been  rendered  with  reasonable 
promptness,  considering  the  complicated  nature  of  the  cases,  and  the 
great  interests  involved.  But,  assuming  that  there  has  been  some 
delay,  we  do  not  believe  we  are  going  to  be  benefitted  by  transfer- 
ring any  of  the  duties  of  the  commission  to  a  new,  untried,  and 
politically  appointed  and  politically  changing  body.  It  is  wisher  to 
continue  the  Department  of  Transportation  we  now  have  and  remedy 
any  defects  wherever  found  to  exist. 

The  question  of  proper  regulation  and  control  of  the  administra- 
tion is  a  question  of  organization.  There  is  one  man  put  in  control 
of  all  the  railroads  in  the  United  SLates  to-day.  That  man  does  not 
seem  to  be  overworked,  because  all  of  his  forces  under  him  are 
properly  organized.  The  president  of  a  railroad  has  the  super- 
vision of  the  entire  operation  of  the  property.  He  has  his  operating 
department,  and  his  traffic  department,  and  his  accounting  depart- 
ment, and  his  treasury  department.  He  does  not  undertake  to  do 
all  of  the  details  of  each  one  of  these  departments.  He  supervises 
and  is  the  final  court  of  resort. 

Now,  the  Interstate  Commerce  Commission  ought  to  have  enough 
executive  ability — and  doubtless  it  has — to  make  a  proper  division 
of  its  forces,  so  that  each  one  of  these  subdivisions  of  railroad 
activities  will  go  to  the  proper  division  and  be  taken  care  of. 

If  the  commission  is  not  large  enough  in  number,  increase  it,  but 
do  not  divide  its  authority. 

It  is  far  wiser  to  stick  to  the  organization  we  now  have,  that  has 
taken  30  years  to  bring  to  its  present  state  of  efficiency,  than  by  any 
new  experiments. 

It  is  the  matter  of  the  proper  organization  of  the  Interstate  Com- 
merce Commission  to  divide  up  the  work  and  assign  the  different 
activities  of  the  railroads  to  such  divisions  of  its  members  as  will 
apportion  the  work  between  them.  One  division  might  have  charge 
of  accounts  and  capital ;   another  division  have  charge  of  rates ; 
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and  another  division  of  car  service  and  matters  arising  under  tlio 
operating  department  of  the  raih^oads.  There  is  no  reason  to  be- 
lieve that  the  commission,  as  at  present  constituted,  does  not  contain 
enough  exeecutive  ability  to  properly  organize  for  the  prompt  hand- 
ling of  all  matters  arising  under  the  law  which  it  is  charged  to  ad- 
minister. All  matters  of  railroad  operation  are  interrelated.  The 
cost  of  capital  is  one  of  the  factors  to  be  taken  into  consideration  in 
the  determination  of  a  reasonable  rate;  so  all  other  costs  must  be 
taken  into  consideration. 

It  is  supposed  in  another  section  to  parcel  the  country  into  rate 
zones  and  compulsory  pooling  of  earnings.  We  are  opposed  to  that. 
I  am  not  going  to  take  the  time  to  give  you  the  reasons.  I  do  not 
tliink  that  this  Congress  wants  to  ally  itself  to  a  movement  that 
authorizes  a  weak  line  to  put  its  hands  in  the  pockets  of  its  stronger 
neighbors.    I  do  not  believe  that  you  can  legally  do  it  if  you  want  to. 

Federal  incorporation  and  labor  disputes,  I  will  pass  those  over, 
because,  if  you  will  permit  me,  I  will  file  a  memorandum  on  those. 
We  have  some  views  on  that  subject. 

The  Chairman.  What  are  your  views  on  Federal  incorporation? 

Mr.  Hopkins.  We  are  not  much  interested,  as  I  see  it,  from  the 
public  standpoint,  but  we  do  not  think  it  is  at  all  ne  essary.  If  the 
issuance  of  securities  is  made  exclusively  by  the  Interstate  Com- 
merce Commission,  or  by  it  jointly  with  the  State,  there  is  nothing 
to  be  gained,  as  I  see,  by  Federal  incorporation ;  and  while  I  am  on 
that  point,  I  think  the  authority  of  the  State  should  be  continued, 
limited  to  the  activities  within  its  own  sphere,  subordinate  to  the 
determination  of  the  Interstate  Commerce  Commission. 

The  Chairman.  What  are  your  views  as  to  the  constitutional  right 
of  Fcdei'al  incorporation? 

Mr.  Hopkins.  I  have  serious  doubt  about  your  being  able  to  com- 
pel any  railroad  to  Federally  incorporate,  if  it  does  not  see  fit  to  do 
so.  I,  however,  express  that  view  with  some  deference,  as  I  do  not 
claim  to  be  enough  of  a  constitutional  lawyer  to  have  an  opinion  of 
any  value.  I  think,  however,  this  committee  was  enlightened  as  to 
the — I  have  forgotten  who  expressed  the  views,  but  somebody  did — 
as  to  the  doubtfulness  of  that  proposition.  But  in  any  event,  the 
public  is  not  very  much  interested  in  that.  We  would  not  be  affected 
one  way  or  another,  if  we  got  the  service  and  the  rates. 

However,  I  had  in  mind  filing  a  memorandum  on  that  point,  and 
I  will  be  very  glad  to  do  so  if  you  suggest. 

The  Chairman.  Very  well. 

Mr.  Hopkins.  The  important  things  that  I  have  touched  on  here 
seem  to  me  to  be  this  new  transportation  department  and  taking 
away  any  of  the  authority  of  the  commission.  I  want  to  stress  that 
a  little  bit,  because  I  think  it  would  be  the  greatest  mistake  in  the 
world.  I  do  not  think  you  would  get  any  satisfactory  result  from 
this  legislation  unless  you  centralize  the  power.  Whj'^,  it  seems  to  me, 
if  you  give  one  man  the  head  of  an  ax  and  another  the  handle,  you 
would  not  reasonably  expect  either  one  of  them  to  cut  much  wood. 

Now,  you  will  get  the  same  results  by  a  divided  authority  of  the 
Interstate  Commerce  Commission  and  some  other  coordinate  body. 

In  general,  we  indorse  the  provisions  of  the  Esch  bill,  but  we  want 
to  call  attention  to  some  additions  that  we  think  ought  to  be  made. 
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Section  14  of  the  bill  amends  section  15  of  the  present  interstate- 
commerce  act.  There  ought  to  be,  it  seems  to  me,  a  provision  added 
that  would  specifically  delegate  the  power  to  the  Interstate  Com- 
merce Commission  to  fix  the  terms  and  conditions  of  a  bill  of  lading. 
The  court  has  recently  held — whether  that  will  be  the  final  outcome 
or  not  of  the  controversy^  I  do  not  know — that  the  commission  did 
not  have  that  power.  Now.  it  ought  to  have  that  power,  and  I  would 
suggest  that  amendment. 

The  Chairman.  Have  you  a  suggested  amendment  ? 

Mr.  Hopkins.  I  have  not  it  written  out  formally,  but  I  can  do  so. 

The  Chairman.  Very  well.    Incorporate  that,  if  3^ou  will. 

Mr.  Hopkins.  I  think  that  should  be  an  addition  to  the  bill.  Your 
section  1  deals  with  the  question  of  switches  and  sidetracks.'  The 
commission  has  power  to-day  to  order  sidetracks,  but  it  is  dolibtful, 
and  members  of  the  commission  themselves  doubt,  whether  they  have 
got  power  to  prescribe  the  terms  and  conditions  of  a  sidetrack  con- 
tract. If  they  have  not,  they  ought  to  have.  Some  of  the  sidetrack 
contracts  to-day  are  most  unconscionable.  There  ought  to  be  a  provi- 
sion in  those  kind  of  contracts  specifying  that  when  a  railroad  puts 
a  sidetrack  in,  it  is  going  to  be  on  fair  tenns,  and  not  lay  all  the 
burden  of  negligence  upon  the  owners  of  the  industry.  That  is  the 
condition  to-day. 

We  think  there  ought  to  be  regional  or  subcommissions  under  the 
jurisdiction  and  created  by  and  appointed  by  the  Interstate  Com- 
merce Commission.  I  still  stick  to  the  centralized  authority.  Cen- 
tralize your  authority  and  diffuse  your  administration. 

The  country  ought  to  be  divided  up  into  districts,  perhaps  like  the 
Federal  reserve  districts.  These  commissions  ought  to  be  placed  at 
convenient  centers  and  have  offices  there  open  to  the  public  for 
fonnal  and  informal  complaints  and  sit  in  rate  confei'ences  between 
the  railroads  and  the  public.  In  that  way  I  think  the  commission 
would  be  relieved  of  a  great  many  formal  complaints.  Then,  after 
they  have  heard  these  formal  complaints,  let  them  make  their  conclu- 
sions, subject  to  final  review  by  the  Interstate  Commerce  Commis- 
sion. In  that  connection  I  think  those  subcommissions  would  be  of 
the  utmost  benefit  to  the  public.  It  would  save  time  and  expense  on 
the  part  of  the  public  and  the  railroads,  too. 

In  that  connection  I  desire  to  call  your  attention  to  some  doubt  in 
my  own  mind  as  to  the  efficiency  of  these  subcommissions,  because 
the  commissions  to-day  are  not  able  to  pay  a  suitable  sum  to  get  the 
character  of  men  they  ought  to  get — men  who  are  experienced  in 
transportation — because  these  men  are  either  in  the  employ  of  the 
railroad  companies ;  and  if  they  have  left  the  employ  of  the  railroad 
companies  they  are  in  the  employ  of  large  concerns  or  associations. 

I  think  the  maximum  the  commission  can  pay  is  $5,000  a  year. 
That  is  about  one-half  that  a  man  in  a  good  position  in  the  traffic 
department  of  a  railroad  company  gets  and  also  large  industrial  con- 
cerns. It  is  most  important  that  you  get  men  that  understand  the 
intricacy  of  rate-making  and  the  factors  that  enter  into  classification 
so  that  they  can  handle  these  things  intelligently  and  in  a  way  that 
will  protect  the  shippers  and  the  public  against  the  experts,  the  ex- 
pert railroad  men  on  the  other  side,  who  are  continually  studying 
these  things.  I  believe  Congress  would  be  wise  to  raise  the  limit 
that  the  commissions  might  pay  for  these  services. 
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I  do  not  know  that  I  ought  to  state  this,  but  my  personal  view 
is  that  the  Interstate  Commerce  Commission  itself  does  not  receive 
large  enough  compensation  for  the  great  affairs  they  have  to  handle. 
I  am  not  dwelling  on  that  so  much  as  I  am  on  tlie  compensation  for 
these  subconmiissioners  or  examiners  that  have  most  important  duties 
to  perform  and  who  must  be  men  of  experience,  practical  men,  who 
are  going  to  deal  with  such  complicated  questions  as  the  making  of 
classifications  and  the  making  of  rates. 

On  the  question  of  water  carriers,  that  is  an  important  subject 
that  is  of  very  great  importance  to  the  public.  The  waterways  of 
our  country  are  not  developed  to  anything  like  the  extent  that  they 
might  be  or  ought  to  be.  Perhaps  it  is  fruitless  to  go  into  the  reasons 
here,  but  one  of  the  reasons,  at  least,  has  been  the  tremendous  irresis- 
tible railroad  competition.  Bates  have  been  made  so  low  in  compe- 
tition with  water  carriers  that  they  have  been  driven  out  of  business ; 
the  business  has  been  made  unprofitable.  I  think  this  Congress 
should  encourage  the  development  of  water  carriers.  There  are  vast 
tracts  of  timber,  hardwood  timber,  in  the  South,  that  I  know  of 
personally,  that  either  have  no  transportation  at  all  or  the  rail  trans- 
portation rate  is  so  high  that  they  can  not  be  profitably  developed. 
Now,  water  transportation  will  develop  that  industry.  It  is  natu- 
rally and  inevitably  cheaper  tlian  rail  transportation.  When  the 
timber  is  cut  off,  as  a  rule,  the  soil  is  of  very  good  character  for 
agricultural  purposes,  so  that  the  region  will  be  developed  for  agri- 
cultural purposes  as  well.  This  bill,  I  think,  is  comprehensive 
enough  to  enable  the  commission  to  protect  these  water  carriers 
against  the  low  rail  carriers  and  to  require  joint  arrangements  for 
the  interchange  of  traffic.  There  is  an  objection,  perhaps  a  well 
founded  objection,  to  the  commission  having  jurisdiction  over  the 
so-called  tramp  steamers,  those  steamers  that  have  no  regular  routes 
or  lines  of  travel.  I  must  confess  that  has  puzzled  me  somewhat  to 
find  a  solution  of  it.  But  the  thought  I  had  in  mind  in  the  way  of 
a  suggestion  for  the  consideration  of  your  committee  is  this:  Give 
the  commission  jurisdiction.  I  still  insist  that  the  wiiole  power 
f^hould  be  conferred  and  not  divided;  but  coupled  with  it  a  pro- 
vision that  this  jurisdiction  of  the  commission  should  not  be  exer- 
cised as  to  require  these  common  w^ater  carriers,  tramp  steamers,  for 
instance,  to  comply  with  all  the  conditions  of  the  act,  such  as  filing 
their  tariffs  and  schedules,  and  all  that  sort  of  thing,  except  upon 
complaints  or  when  upon  its  own  iniatiative  the  commission  decides 
that  the  public  welfare  demands  it. 

Now,  that  is  an  exceedingly  complicated  situation  to  deal  with. 
For  instance,  as  an  illustration,  take  grain  from  Illinois  to  St.  Louis. 
St.  Louis  buys  grain  in  the  same  territory  of  the  market  in  Chicago. 
The  grain  moves  to  Chicago  on  a  proportional  rate,  a  low  rate, 
and  then  it  moves  via  water  to  Buffalo.  Over  that  transportation 
the  commission  has  no  jurisdiction.  Then  it  moves  from  Buffalo  on 
to  New  York.  Against  that  comes  the  all-rail  movement  from  that 
same  territory  through  St.  Louis  in  competition,  and  the  commis- 
sion has  no  way  of  determining  whether  the  rail-water-and-rail  rate 
via  the  Great  Lakes  to  Buffalo  is  reasonable  or  otherwise;  it  has 
no  jurisdiction  over  that  freight  between  Chicago  and  Buffalo.  On 
that  same  steamer,  perhaps,  is  carried  merchandise  under  a  joint 
through  rate  between  the  water  carrier  and  the  rail  carrier,  so  that 
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you  have  a  peculiar  situation  there  of  havino;  a  part  of  the  traffic 
of  that  steamship  corporation  under  the  jurisdiction  of  the  com- 
mission and  a  part  of  it  not  under  the  jurisdiction  of  the  commis- 
sion. Certainly  if  anv  of  its  traffic  is  subject  to  the  jurisdiction  of 
the  commission,  all  of  it  ought  to  be.  Other  illustrations  might  be 
given.  It  is  a  rather  complicated  situation,  and  the  best  suggestion 
I  can  make  is  that  the  commission  be  given  jurisdiction,  but  a 
proviso  be  put  in  that  the  tramp  steamers  be  not  required  to  sub- 
scribe to  certain  provisions  of  the  bill  with  regard  to,  filing  tariffs, 
and  so  forth,  unless  and  only  upon  complaint  or  upon  the  initiative 
of  the  commission  itself. 

The  Chairman.  Will  you  frame  such  a  proviso? 

Mr.  Hopkins.  I  will  be  very  glad  to,  Mr.  Chairman. 

Now,  I  am  going  to  touch  on  ong  other  subject  and  then  release 
you  from  vour  attention,  because  I  know  you  are  tired  out  with  this 
subject.  That  is  the  matter  of  service.  I  have  said  it  is  funda- 
mental; it  is  primary  in  the  matter  of  transportation  that  without 
service  you  have  not  got  what  you  bought  and  paid  for.  Here  is  a 
car  that  goes  from  Louisiana  to  Chicago,  and  it  takes  three  weeks 
when  it  should  have  taken  one  week.  When  you  go  to  a  tailor  and 
buy  a  suit  of  clothes  and  he  delivers  the  trousers  and  the  vest  you 
are  naturally  going  to  ask  him  where  the  coat  is.  You  would  not 
get  what  you  bought.  We  did  not  get  what  we  bought  in  that  trans- 
action; we  only  got  part  of  it.  We  did  not  get  reasonable  service, 
and  we  have  no  remedv  fit  all.  We  found  about  these  facts  to  exist: 
The  car  m.oved  to  St.  Louis,  and  it  laid  in  the  terminals  for  10  days; 
then  it  started  out  of  St.  Louis  and  it  got  to  the  foot  of  a  hill :  the 
train  was  overloaded  and  it  was  taken  out,  and  it  stood  there  three 
or  four  days,  and  was  finally  picked  up  and  taken  to  Chicago.  That 
is  inefficiency  in  car  movement,  waste  of  transportation,  and  there  is 
no  remedy  to-day  in  the  hands  of  the  commission. 

Mr.  Sanders  of  Indiana.  Do  you  mean  to  say  there  isn't  any 
remedy  at  all  for  delaying  shipments? 

Mr.  Hopkins.  No,  sir.  The  only  thing  the  shipper  could  do  would 
be  to  bring  a  suit  at  law. 

Mr.  Sanders  of  Indiana.  That  is  a  remedy. 

Mr.  Hopkins.  Yes. 

Mr.  Sanders  of  Indiana.  But  it  is  an  inadequate  remedy. 

Mr.  Hopkins.  An  inadequate  remedy;  yes.  Now,  what  we  want  is 
a  provision  in  this  bill  by  which  we  can  go  to  the  commission  and  ask 
them  to  determine  what  reasonable  service  is  in  any  given  transaction. 
The  average  movement  of  a  loaded  car  per  day  is  only  about  20  miles. 

The  Chairman.  Twenty-four  miles. 

Mr.  Hopkins.  Twenty-four  miles  ?  That  is  an  improvement.  We 
naturally  inquire  why  that  is  necessary.  The  answer  is  simple 
enou.gh.  It  does  not  move.  It  is  because  of  these  delays  that  I  have 
roughly  and  briefly  outlined.  I  was  in  the  railroad  service  a  good 
many  years,  and  I  know  that.  I  have  sat  along  a  trick  dispatcher  at 
night  and  told  him  that  I  would  take  his  head  off  if  he  didn't  pick  up 
this  car  or  that  car  that  had  been  lying  there  four  or  five  days,  but 
the  trick  dispatcher  won't  put  on  extra  steam  in  his  division  until  he 
gets  a  full  train.     If  he  does,  the  superintendent  will  go  after  him. 

We  want  the  commission  to  prescribe  a  rule  like  this:  That  the  first 
car  into  the  terminal  shall  be  the  first  car  out  of  the  same  class ;  that 
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there  shall  not  be  other  cars  of  the  same  class  substituted.  Then  we 
want  them  to  say  that  when  a  car  is  set  out  of  a  train  on  account  of 
bad  order  or  anything  else  that  it  shall  be  picked  up  by  the  first  avail- 
able train  carrying  that  class  of  freight  which  passes  that  point. 

The  Chairman.  Would  not  that  be  more  of  a  regulation  for  the 
car-service  division  ? 

Mr.  Hopkins.  Yes.  The  commission  may  have  the  power  to  do  it 
under  your  car-serA'ice  definition  as  to  movement  of  cars,  but  I  think 
thei'e  ought  to  be  one  thing  added  there.  I  talked  with  one  of  the 
commissioners  on  this  same  point  yesterday,  and  he  said  he  thought 
they  ought  to  have  that  power  under  the  bill.  But  is  there  any  rea- 
son why  the  railroads  should  not  file  their  freight  schedules?  Is 
there  any  practical  reason  why  they  do  not?  I  do  not  know  of  any 
practical  reason  why  they  should  not  file  them.  They  are  required 
to  file  their  schedules  of  charges  so  that  you  will  know  Avhat  you  have 
got  to  pay  when  you  buy  service ;  but  you  do  not  know  anything  about 
the  service,  and  the  railroads  do  not  hold  themselves  out  to  serve  you 
any  particular  service,  except  what  they  see  fit.  Take  the  car  that 
I  have  illustrated,  which  was  delayed  so  long,  and  that  is  one  of  a 
thousand  cases.  There  is  a  scliedule  published  of  charges  from  Ala- 
bama to  St.  Louis  or  Cairo.  These  trains  are  all  numbered.  When 
you  buy  the  service  you  ought  to  be  able  to  calculate  the  service  you 
are  buying  as  set  forth  in  one  of  those  trains  to  some  one  of  those 
points— but  you  do  not  get  those  schedules;  they  are  not  for  the 
public;  they  are  for  the  employees,  and  you  could  not  get  them  even 
upon  application.  I  do  not  mean  to  say  that  any  departure  which 
has  been  made  from  those  schedules  should  be  made  the  basis  of  dam- 
ages by  any  means,  but  I  say  it  ought  to  be  used  as  a  l)asis  for  de- 
termining what  reasonable  service  is,  and  if  you  have  a  departure 
there  ought  to  be  a  reasonable  explanation  of  it,  or  the  burden  ought 
to  be  on  the  carrier  to  justify  that  departure. 

Mr.  Hamilton.  How  are  you  going  to  reach  that? 

Mr.  Hopkins.  By  filing  the  schedules. 

Mr.  Hamilton.  What  do  you  have  to  do  to  assure  the  shipping  pub- 
lic they  can  get  those  schedules? 

Mr.  Hopkins.  If  you  file  the  schedules,  of  course  they  are  open 
to  the  public. 

Mr.  Hamilton.  How  are  you  going  to  compel  the  filing  of  them? 

Mr.  Hopkins.  By  law,  just  as  you  compel  the  filing  of  a  schedule 
of  charges. 

Mr.  Hamilton.  Have  you  a  provision  prepared  covering  that? 

Mr.  Hopkins.  I  have  not,  but  I  will  prepare  one. 

Mr.  Hamilton.  I  would. 

Mr.  Hopkins.  What  is  running  through  my  mind  is  a  practical 
proposition.  I  am  trying  to  deal  with  these'  things  in  a  practical 
way.  When  those  schedules  are  filed  some  obligation  is  laid  upon 
the  carrier  to  maintain  those  schedules,  as  it  is  to  maintain  its  sched- 
ule of  charges,  but  the  same  penalty  would  not  be  inflicted.  As  a 
matter  of  fact,  there  is  no  penalty  if  they  do  not  assess  the  correct 
charge,  either  under  or  over,  if  it  is  an  error;  but  it  will  do  this:  The 
trainmen  will  be  instructed  to  apply  this  rule,  which  I  hope  the 
commission  will  lay  down — the  first  car  in  shall  be  the  first  car  out 
of  the  same  class  of  freight.    That  does  not  mean  that  dead  freight 
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shall  take  the  place  of  live  freight  or  perishable  freight  by  any 
means,  but  the  same  class  of  freight.  The  operating  trainmen,  the 
switclimen,  the  yardmen,  and  so  forth,  will  know  that  the  rule  is  in 
effect,  and  they  will  see  that  the  oldest  cars  are  gotten  out  first. 
Then  when  the  cars  are  set  out,  which  is  the  cause  of  car  delay  and 
inefficiency,  it  will  be  impressed  upon  them  that  those  schedules  are 
filed  so  that  when  those  cars  are  delayed  it  is  up  to  the  trainmen 
to  explain  why,  and  they  do  not  like  to  be  called  upon  to  explain 
why  twice  for  the  same  offense. 

Mr.  Mereitt.  You  would  have  a  different  schedule  for  different 
classes  ? 

Mr.  Hopkins.  No;  they  are  all  published  to-day. 

Mr.  Merritt.  But  you  would  not  want  to  put  a  carload  of  lumber 
in  the  same  schedule  with  a  carload  of  perishable  freight. 

Mr.  Hopkins.  There  are  certain  through-freight  schedules,  local- 
freight  schedules,  schedules  handling  nothing  but  live  stock,  perish- 
able-property schedules,  and  so  forth.  We  do  not  ask  nor  expect  that 
these  low-class  freights  will  be  put  into  the  other  schedules.  Lumber, 
cement,  sand,  and  all  the  nonperishable  freight  always  go  on  a  lower 
schedule,  and  it  is  right  and  proper  that  they  should ;  but  the  point 
is  that  your  bill  of  lading  shows  the  charge  that  you  are  compelled 
to  pay,  and  that  is  a  fixed  and  known  quantity,  but  the  service  for 
which  you  have  paid  is  indefinite,  undetermined,  and  unknown.  You 
get  only  such  service  as  the  convenience  of  the  railroad  gives  you. 
We  want  to  overcome  that. 

Mr.  Merritt.  In  order  to  make  a  schedule  effective,  you  would 
have  to  have  some  penalty  for  falling  behind  the  schedule,  would 
you  not? 

Mr.  Hopkins.  I  do  not  think  so.  I  think  that  when  you  impose 
that  duty  on  the  railroad  company  by  law,  the  duty  of  filing  those 
schedules,  that  the  shippers  will  work  out  the  balance. 

Mr.  Sanders  of  Indiana.  If  you  impose  that  duty  by  law,  then  the 
substantive  law  would  give  you  the  right  of  handling  them  if  they 
breach  it,  unless  you  specifically  provide  that  it  should  not  give  rise 
to  damages. 

Mr.  Hopkins.  There  might  be  some  cases  arise  of  that  kind,  but 
you  would  have  to  show  damages;  and  while  there  is  indefinite  dam- 
age I  do  not  think  any  court  is  going  to  allow  you  anything.  There 
is  probably  a  million  dollars  a  day  invested  in  hardwood  lumber 
in  transit.  That  is  $180  a  day  interest,  and  every  day's  delay  costs 
the  owners  of  that  property  $150.  That  is  not  damage  that  you 
can  recover  in  law,  I  do  not  think.  You  could  recover  where  you 
went  into  contract  and  time  was  the  essence  of  the  contract,  and 
they  breached  the  contract  through  failure  to  perform  reasonable 
service.  That  would  be  a  different  proposition.  But  I  am  not  ad- 
vocating that  for  the  purpose  of  recovering  damages.  I  am  ad- 
vocating it  for  the  purpose  of  getting  more  efficient  service  and  bene- 
fiting the  carriers,  because  that  is  one  of  the  great  causes  of  car  de- 
ficiency, failure  to  move  loaded  cars,  much  more  than  the  failure 
to  move  empty  cars.  We  need  every  car  we  have  in  the  country,  and 
at  certain  times  of  the  year  we  need  more  than  we  have  got.  We 
never  will  have  cars  enough  to  move  all  of  the  traffic  at  the  maximum 
period  of  traffic  production.  Now,  if  you  can  increase  car  efficiency 
you  will  benefit  the  carriers  and  benefit  the  public. 


RETURN   OF   THE   RAILROADS   TO   PRIVATE    OWNERSHIP.       2347 

I  discussed  this  question  with  one  of  the  members  of  the  Car  Serv- 
ice Department  of  the  Administration,  and  while  he  would  not  want 
to  be  quoted  he  gave  it  to  me  as  his  opinion  that  that  would  be  very, 
very  helpful  to  the  railroads. 

Mr.  Merritt.  The  railroads  are  anxious  to  get  the  cars  through 
and  get  their  yards  clear  now,  are  they  not? 

Mr.  Hopkins.  Yes. 

Mr.  Merritt.  Why  isn't  it  to  their  own  interest  to  have  these 
schedules? 

Mr.  Hopkins.  It  is.  If  you  will  recall,  30  years  ago  there  was  a 
habit  of  rebating;,  and  when  Congress  first  took  up  that  question, 
Avhen  it  got  to  the  point  where  the  public  demanded  relief,  as  con- 
ditions had  become  intolerable,  who  fought  any  regulation  or  con- 
trol of  the  carriers?  AVhy,  the  railroads  themselves.  Nobody  has 
been  benefited  as  much  as  the  railroads  have.  A  great  many  of  the 
shippers  were  infinitel}^  better  off  in  the  old  rebate  days  than  they 
are  to-day.  The  railroads  themselves  are  the  most  benefited,  by 
the  saving  of  millions  and  millions  of  dollars  that  they  had  been 

{)aying  out  in  rebates;  and  yet  they  have  fought  every  proposition 
ooking  toward  regulation  and  control.  They  will  probably  fight 
ever}'^  feature  of  your  bill,  and  yet  they  will  be  largely  benefited  by 
•every  one  of  those  measures.  There  is  nobody  that  will  be  benefited 
as  much  as  the  railroads  will  be  benefited  by  the  provision  control- 
ling the  issue  of  securities.  Why?  Because  it  will  stop  this  ex- 
ploitation. It  will  do  more,  in  my  judgment,  to  stabilize  railroad 
credit  than  any  one  thing  that  has  been  proposed.  Why?  Because 
if  the  small  investor  knows  that  an  insider  in  financial  interests 
can  not  wreck  that  railroad  property,  which  he  knows  personally  to 
be  of  value  and  well  managed  and  well  operated  and  has  great  earn- 
ing power,  he  will  buy  those  securities  within  a  week. 

Very  frequenth'  during  the  last  year  my  advice  has  been  asked 
about  investment  in  these  railroads,  in  this  railroad  or  that  rail- 
road, and  I  have  unhesitatingly  said  yes,  buy  that  stock  or  those 
bonds  in  the  best  class  of  railroads,  because  I  felt  confident  that 
we  have  got  to  a  point  now  when  the  exploitation  of  railroad  prop- 
erty is  going  to  stop;  it  is  going  to  be  stopped  by  the  Congi-ess. 
Wlien  that  is  done,  as  I  say,  it  is  going  to  be  of  great  benefit  toward 
the  stabilizing  of  railroad  credit.  I  think  the  railroads  ought  to 
be  supported  by  the  people,  by  the  payers  of  transportation  charges, 
and  the}'^  ought  to  be  paid  sufficient,  so  that  after  their  expenses 
are  paicl  there  is  a  fair  return  upon  the  value  of  the  property.  But 
that  does  not  mean  a  return  upon  an  investment  that  does  not  exist. 
A  great  many  of  these  railroads  are  bonded  for  all  they  are  worth 
ancl  are  not  entitled  to  any  return.  I  do  not  think  any  provision 
in  this  bill  can  be  complained  of  by  the  railroads  as  being  unfair. 
They  might  say,  "  You  do  not  give  us  assurance  that  we  are  going 
to  get  a  reasonable  rate,"  but  you  can  sav.  "  Yes,  we  do.  You  have 
a  better  assurance  than  the  public."  The  investment  in  railroad 
properties  is  infinitely  less  than  the  investment  in  all  other  business 
activities  of  the  United  States,  and  I  say  to  you  that  we  are  willing 
to  trust  the  gentlemen,  to  trust  the  agency  that  you  have  selected 
to  fix  a  reasonable  toll  that  we  shall  pay,  which  means  in  our  busi- 
ness some  35  to  40  per  cent  of  the  cost.  We  are  willing  that  you 
should  do  that,  and  it  seems  to  me  the  railroads  can  certainly  be 
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trusted  to  see  that  their  lesser  investment  is  properly  taken  care 
of.  But  they  ought  not  to  ask  that  you  should  fix  rates  to  be  paid 
by  the  public  that  will  resurrect  these  dead  investments,  these  in- 
vestments that  do  not  exist  at  all. 

I  thank  you  very  much,  gentlemen. 

The  Chairman.  We  thank  you  very  much  for  submitting  your 
views.  You  may  extend  your  remarks  and  insert  any  amendments 
that  you  care  to  submit. 

Mr.  Hopkins.  If  you  will  permit  me,  I  will  do  that,  and  if  you 
will  permit  me  I  will  comment  a  little  on  some  of  these  points  that 
I  did  not  touch  upon  in  order  to  save  time. 

Whereupon,  the  committee  adjourned  until  Tuesday,  September 
IG,  1919,  at  10  o'clock  a.  m. 

EXTENSION  OF  REMARKS  BY  MR.  W.  M.  HOPKINS. 

During  the  early  stages  of  the  development  of  our  transportation 
agencies  the  railroads  under  private  ownership  were  conducted  with- 
out government  regulation  or  control,  but  conditions  finally  became 
intolerable  and  we  then  passed  to  an  era  of  partial  regulation  and 
control,  which  has  endured  about  30  years.  The  public  has  been 
better  served  under  this  system  of  partial  regulation  and  control 
than  without  any  control  whatever;  but  we  believe  that  our  trans- 
portation ills,  aside  from  those  incidental  to  the  Avar,  have  arisen 
largely  because  of  the  failure  of  Congress  to  enact  legislation  suffi- 
ciently comprehensive  to  vest  in  the  reQ'ulating  body  co'iiplete  con- 
trol over  all  of  the  activities  of  our  distributing  agencies  engaged 
in  the  business  of  common  carriers.  From  this  failure  to  enact 
proper  laws  may  be  traced  the  primary  source  of  our  transportation 
difficulties,  namely,  financial  mismanagement.  Aside  from  this,  dif- 
ferences, fundamental  in  character,  between  those  who  purchase 
transportation  services  and  those  who  sell  such  services  have  always 
arisen  and  will  continue  to  arise.  Where  such  differences  arise  there 
ought  to  have  been  provided  some  means  of  adjudicating  between 
the  parties  in  interest  expeditiouslv  and  at  a  minimum  expense.  In 
ether  words  we  think  that  the  Interstate  Commerce  Commission 
should  have  been  vested  with  complete  control  over  all  of  the  activi- 
ties of  the  common  carriers  so  that  surh  carriers  might  have  been 
restrained  from  doing  things  they  should  not  have  done  and  com- 
pelled to  do  the  things  that  they  ought  to  have  done,  but  did  not  do. 

The  situation  presented  bv  our  railroad  problems  is  most  serious, 
and  Congress  must  deal  with  it  fairly  and  firmly,  irrespective  of 
this  faction  or  that  faction,  having  ixgard  only  for  the  welfare  of 
the  entire  public,  including  the  owners  of  railroads  as  well  as  those 
who  use  the  railroads  for  the  transportation  of  person  or  property. 

The  relation  between  the  buyers  of  transportation,  who  largely 
represent  the  commerce  of  the  country,  and  the  railroads,  is  an 
economic  one  from  which  neither  can  be  divorced. 

We  must  buy,  the  railroads  must  sell,  if  either  is  to  exist.  Rail- 
roads are  monopolistic  in  their  tendencies  and,  as  monopolies,  are 
posf^essed  of  great  powers  and  by  law  are  granted  extraordinary 
powers.  Abuses  always  arise  from  unrestricted  power.  The  prob- 
lem now  before  Congress  is  to  provide  remedial  and  constructive 
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leo-islation  of  regulation  and  control  that  shall   accomplish  these 
puiposes: 

First.  To  safeguard  the  interests  of  the  owners  of  railroads  and 
their  investment. 

Second.  To  afford  opportunity  for  further  extension  and  develop- 
ment of  our  transportation  agencies,  especially  of  our  waterways; 
and  to  provide  for  their  protection  and  proper  arrangement  for 
interchange  of  traffic  between  the  rail  and  water  carriers. 

Third.  To  prevent  and  correct  abuses  of  management,  financial 
and  otherwise,  and  to  require  the  performance  of  efficient  services 
for  the  public  at  reasonable  charges. 

Tlierefore,  it  is  our  view  that  the  commerce  of  the  country  will 
be  best  served,  and  the  interests  of  the  entire  public  and  of  the 
ovrners  of  raih-oads  will  be  best  protected  by — 

First.  Amending  the  present  interstate  commerce  act  so  as  to 
give  to  the  Interstate  Commerce  Commission  complete  power  and 
jurisdiction  over  all  of  the  activities  of  the  common  carriers,  includ- 
ing the  issuance  of  securities  and  the  expenditures  of  money  received 
therefrom;  the  construction  of  new  lines  or  extensions  of  existing 
lines,  the  amount  and  character  of  the  instrumentalities  of  trans- 
])ortation  and.  the  physical  operation  thereof;  the  determination 
of  reasonable  charges,  maxima  and  minima,  and  the  determination 
of  what  constitutes  reasonable  services  for  such  charges.  Thus 
empowered  the  Interstate  Conmierce  Commission  would  be  charged 
with  the  duty  of  preventing  the  exploitation  and  wrecking  of  rail- 
road properties  through  financial  mismanagement;  the  elimination 
of  ruinous  competition  and  transportation  abuses;  the  requiring  of 
adequate  services  from  the  carriers,  and  the  payment  of  reasonable 
charges  from  the  purchasers  thereof. 

Second.  Keturning  the  railroads  to  their  owners  at  the  earliest 
practical  date  after  such  legislation  is  passed. 

The  bill  now  before  this  committee  seems  to  comprehend  these 
broad  powers,  except  in  some  paiticulars  which  will  be  hereinafter 
mentioned,  and  is  the  sort  of  legislation  that  is  needed. 

There  have  been  various  plans  offered  before  Congress  for  the 
regulation  and  control  of  common  carriers.  The  Aveakness  in  all 
of  these  plans  is  that  none  are  drawn  in  the  interest  of  the  many 
buyers  of  transportation  or  in  the  interest  of  public  welfare,  but 
are  designed  to  benefit  chiefly  the  individual  owners.  Before,  there- 
foro.  considering  the  various  provisions  of  this  bill  we  desire  to 
comment  on  some  of  the  features  of  these  plans. 

GOVERN MEXT  OAVNEBSIIIP. 

No.  1.  We  are  opposed  to  Government  ownership  of  the  common 
carriers,  as  the  operation  thereof  wriild  be  less  efficient  than  under 
private  ownership  and  operation  and  because  it  would  be  most  unwise 
to  subject  our  commerce  to  political  domination  and  control,  as  would 
be  the  case  of  Government  owned  and  operated  railroads. 

GOVERNMENT    OPERATION. 

No.  2.  We  are  opposed  to  continued  Government  operation,  as  ex- 
perience has  shown  us  that  it  is  less  efficient  than  private  operation,  is 
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imrespoiisiA'e  to  local  transportation  requirements,  and  is,  in  fact,  rail- 
road operation  Avithout  Government  regulation  in  many  important 
particulars  at  least.  We  would  prefer  Government  ownership  out- 
right rather  than  a  continuation  of  the  present  situation. 

GUARANTEE  OF  A  FIXED  RETURN  UPON  RAILWAY  INVESTMENT. 

No.  3.  We  are  opposed  to  a  guarantee  of  a  fixed  return  upon  capital 
invested  in  railway  property.  Such  a  guaranty  Avould  have  a  ten- 
dency to  encourage  extravagance  in  management  and  indifference  in 
service.  The  railroads  giving  the  best  services  attract  the  greatest 
volume  of  business,  and  this  incentive  to  thus  increase  its  business  by 
the  efficiency  of  its  services  should  not  be  taken  away.  The  difficulties 
of  so  fixing  rates  as  to  yield  on  future  business  a  fixed  net  return  are 
insurmountable  because  of  the  varying  commercial  conditions,  volume 
of  business,  cost  of  labor,  material,  etc. 

Now,  if  this  fixed  net  return  is  intended  to  measure  the  reasonable 
rates  that  the  public  should  pay,  any  amount  in  excess  of  such  guar- 
anteed return  must  be  unreasonable.  How  is  the  public  to  recover  this 
excess  to  Avhich  the  railroads  would  have  no  lawful  right?  If,  on  the 
other  hand,  the  rates  fail  to  yield  a  net  return  equal  to  the  guaranty, 
how  is  the  deficit  to  be  recovered?  If  the  Government  is  to  be  the 
guarantor,  then  either  the  public  or  the  Government  will  have  to  stand 
the  loss  and  the  railroad  investor  has  shifted  all  hazard  to  the  Govern- 
ment— a  situation  doubtless  very  satisfactory  to  the  railroad  investor. 

The  public  pay  in  the  purchase  of  transportation  approximately 
$4,000,000,000  annually.  This  huge  sum  forms  a  very  material  part  of 
the  cost  of  production  and  distribution  and  directly  affects  the  return 
upon  commercial  investments.  The  amount  of  money  invested  in  com- 
mercial enterprises  is  far  in  excess  of  the  amount  invested  in  railroad 
property,  and,  as  the  public  who  contribute  all  of  the  revenue  of  the 
carriers  is  Avilling  to  trust  the  Interstate  Commerce  Commission  to 
determine  the  charges  which  it  must  pay,  it  would  seem  that  the  rail- 
roads ought  to  have  equal  confidence  that  the  commission  will  deal 
fairly  with  them,  as  Avell  as  Avith  the  public  interest. 

There  is  no  disposition  on  the  part  of  the  public,  and  certainly  not 
on  the  part  of  the  members  of  this  association,  to  deal  niggardly  Avith 
our  railroads  or  deny  a  fair  return  to  our  transportation  agencies; 
based  upon  the  value  thereof;  but  the  value  of  any  particular  railroad 
is  a  question  of  fact;  some  railroads  are  uneconomically  located  and 
never  should  have  been  built  and  are  so  situated  that  it  is  impossible 
to  make  a  rate  within  reason  that  will  yield  a  return  upon  such  in- 
A^estments;  and  our  railroad  situation  is  so  complicated  by  reason  of 
the  fact  that  the  financial  affairs  of  some  railroads  haA^e  been  fairly 
and  honestly  manager,  and  of  other  railroads,  have  not,  so  that  it 
seems  altogether  unjust  to  attempt  legislation  guaranteeing  a  fixed 
return  to  all  railroads,  irrespectiAe  of  Avhether  there  is  any  invest- 
ment left  in  tlie  property  over  and  above  the  fixed  indebtedness  or  not. 

Section  10  of  this  bill  proposes  to  giA^e  the  Interstate  Commerce 
Commission  ])OAvcr  to  fix  the  reasonable  minimum  as  well  as  the  rea- 
sonable maximimi  rate.  A  lawful  reasonable  rate  may  be  said  to  be 
one  that  is  reasonably  high  and  rtasonably  Ioav  under  all  the  circum- 
stances and  conditions  surrounding  the  jiarticular  rate.  Thus,  this 
section  not  only  empoAvers  the  commission  to  fix  a  reasonable  rate  l)ut 
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it  further  enables  the  commission  to  fairly  apportion  the  charges  be- 
tween different  classes  of  property,  and  fully  protects  both  railroads 
and  the  public. 

KAILROAD    CREDIT. 

No.  4.  Much  has  been  said  in  the  newspapers  for  several  years  past 
regarding  the  depreciation  of  railroad  credit,  and  much  has  been 
said  to  Congress  in  the  discussion  of  railroad  legislation  concern- 
ing this  subject.  If  the  securities  of  any  business  concern  had  been 
subject  to  such  exploitation  as  have  certain  railroad  securities,  the 
investing  public  would  naturally  have  lost  confidence  in  that  con- 
cern and  in  that  class  of  investment.  It  is  notorious  that  the  high 
financing  of  certain  railroads  has  brought  into  disrepute  railroad 
securities.  That  fact  may,  in  part  at  least,  explain  why  this  class 
of  investments  has  not  commanded  a  better  market. 

Irrespective  of  the  cause  or  causes  that  have  contributed  to  the 
lack  of  confidence  in  railway  securities,  we  believe  that  section  20-A 
of  this  bill  furnishes  a  remedy  for  the  most  conspicuous  of  the 
causes  tliat  have  contributed  to  the  failure  of  railroad  securities  to 
attract  capital.  That  is  the  provision  of  the  bill  which  gives  the 
Interstate  Commerce  Cojnmission  power  over  the  issuance  of  securi- 
ties and  the  use  of  the  proceeds. 

When  the  investing  public  finds  that  the  value  of  railwa}^  securi- 
ties is  thus  stabilized  and  can  not  be  destroyed  by  controlling  finan- 
cial interests,  we  believe  that  such  securities  will  become  preferred 
investments,  especially  with  the  small  investor. 

We  believe  that  the  provisions  of  this  section  are  both  remedial 
and  constructive  in  that  they  will  tend  to  remove  one  of  the  causes 
of  low  railroad  credits,  and  will  go  far  toward  restoring  credit  to 
such  railroads  as  are  entitled  to  have  credit;  but  it  will  not,  and 
should  not  restore  to  life  those  railroads  that  are  financially  dead. 

CONSOLmATION  OR   MERGER  AND   RAILROAD   ZONES. 

No.  5.  Some  plan  looking  to  the  compulsory  consolidation  or  merg- 
ing of  the  railroads  into  zones  by  purchase  and  sale  has  been 
proposed. 

Congress  has  no  power  to  compel  a  meeting  of  the  minds  to  com- 
plete the  bargain.  Even  if  this  were  not  so,  there  is  the  danger  of 
the  systems  becoming  too  large  and  unwieldy,  and  the  further  danger 
of  the  elimination  of  healthful  competition  in  service. 

We  are  impressed  with  the  view  that  transportation  services  could 
be  improved  and  the  situation  strengthened  by  the  absorption  into 
the  larger  systems  of  some  of  the  smaller  railroads  which  can  not 
alone  operate  profitably  or  efficiently  serve  the  public.  Section  5 
of  this  bill  proposes  to  afford  an  opportunity  foi  natural  con- 
solidations and  alliances  under  the  supervision  of  the  Interstate  Com- 
merce Commission.  We  believe  that  is  a  sound  provision,  and  if 
adopted  will  prove  helpful  to  the  railroad  situation, 

PARCELING   THE    COUNTRY   INTO   RATE    ZONES    AND    COMPULSORY   POOLING 

OF    NET    EARNINGS. 

No.  6.  The  rate  arrangement  at  the  present  time  is  more  or  less 
by  districts,  and  it  would  be  wholly  impracticable  to  arrange  the  rates 
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by  groups  of  railroads  or  zones.  There  would  be  too  much  over- 
lapping of  the  same  system  into  different  zones  to  make  this  arrange- 
ment practicable.  Every  shipper  has  a  lawful  right  to  the  value 
of  his  location,  and  can  not  be  deprived  of  that  advantage,  if  it  be  an 
advantage,  by  any  group  arrangement. 

The  pooling  of  net  earnings  looks  like  a  plan  to  take  from  the 
strong  and  give  to  the  weak.  The  public  has  no  particular  interest  in 
the  division  of  earnings  between  carrier,  except  as  it  might  affect 
the  measure  of  the  rates.  If  the  roads  desire  to  enter  into  a  voluntary 
pooling  arrangement  of  either  earnings  or  tonnage,  section  5  of  this 
bill  affords  an  opportunity  subject  to  the  supervision  of  the  com- 
mission. This,  it  seems  to  me,  is  as  far  as  Congress  can  go  to  help 
the  so-called  weak  lines.  Because  one  railroad  has  been  well  managed 
financially  and  is  prosperous,  and  another  railroad  has  been  mis- 
managed financially  and  is  not  prosperous,  I  do  not  believe  that  Con- 
gress can  lawully,  or  should,  compel  the  former  to  support  the  latter. 

It  does  net  seem  to  me  that  Congress  will  want  to  ally  itself  to  any 
plan  that  sanctions  the  weak  railroads  putting  its  hands  in  the  pockets 
of  its  more  prosperous  neighbors. 

SECRETARY  OR  DEPARTMENT  OF  TRANSPORTATION. 

No.  7.  It  has  been  proposed  to  create  a  secretary  or  department  of 
transportation.    But  why? 

The  Government  already  has  such  a  department  in  the  Interstate 
Commerce  Commission.  Would  it  be  wise  to  take  the  supervision 
and  control  of  the  railroads  from  the  body  that  has  spent  some  30 
years  in  the  study  of  the  intricacies  of  railroad  operation  and  whose 
experience  is  most  valuable  to  the  public  and  put  it  in  the  hands  of 
a  new,  untried,  politically  changing  body  ?  It  would  be  a  dangerous 
experiment. 

It  is  far  wiser  to  stick  to  the  organization  we  now  have  that  has 
taken  30  years  to  bring  to  its  present  state  of  efficiency  rather  than 
try  any  new  experiments. 

It  is  a  matter  of  the  proper  organization  of  the  Interstate  Com- 
merce Commission  to  divide  up  the  work  and  assign  the  different 
activities  of  the  railroads  to  such  divisions  of  its  members  as  will 
apportion  the  work  between  them.  One  division  might  have  charge 
of  accounts  and  capital;  another  division  have  charge  of  rates;  and 
another  division  of  car  service  and  matters  arising  under  the  operat- 
ing department  of  the  railroads.  There  is  no  reason  to  believe  that 
the  commission  as  at  present  constituted  does  not  contain  enough 
executive  ability  to  properly  organize  for  the  prompt  handling  of 
all  matters  arising  under  the  law,  which  it  is  charged  to  administer. 

Now,  as  a  practical  proposition,  look  at  it.  There  is  not  a  dollar 
spent  in  railroad  operation  but  what  enters  into  and  is  interrelated 
in  the  determination  of  a  reasonable  rate. 

Now,  it  has  been  proposed  that  some  other  coordinate  body  shall 
determine  the  cost  of  securities  and  all  of  the  other  things  entering 
into  railroad  transportation,  except  the  determination  of  the  revenue, 
and  when  the  commission  come  to  consider  and  hear  what  the  car- 
riers always  present  to  it  in  a  rate  hearing,  the  cost  of  labor  and  the 
cost  of  this  item  and  the  cost  of  that  item  in  detail,  frequently  the 
commission  is  able  to  point  out  where  economies  might  have  been 
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affected.  They  have  suggested  things  in  the  past  when  they  had 
no  power  to  order  them  done,  and  would  still  be  powerless  to  order 
needful  things  done  under  a  divided  jurisdiction. 

Don't  tie  the  hands  of  the  commission  or  reduce  them  to  rate  clerks 
whose  sole  duty  shall  be  to  pass  along  advanced  rates  to  the  public. 

But  we  are  told  that  the  commission  is  overworked;  that  it  can 
not  undertake  the  new  duties  imposed  by  this  bill. 

The  question  of  the  administration  of  a  law  of  regulation  and  con- 
trol is  a  question  of  organization.  There  is  one  man  to-day  in  con- 
trol of  all  the  railroads  in  the  United  States.  That  man  does  not 
seem  to  be  overworked,  because  all  of  the  forces  under  him  are  prop- 
erly organized. 

The  president  of  a  railroad  has  the  supervision  of  the  entire  oper- 
ation of  the  property.  He  has  his  operating  department  and  his 
traffic  department  and  his  accounting  department  and  his  treasury 
department.  He  does  not  undertake  to  do  all  of  the  details  of  each 
one  of  these  departments.  He  supervises  and  is  the  final  court  of 
resort. 

Now,  the  Interstate  Commerce  Commission  ought  to  have  enough 
executive  ability — and  doubtless  it  has — to  make  a  proper  division 
of  its  forces  so  that  each  one  of  these  subdivisions  of  railroad  activities 
will  go  to  the  proper  division  and  be  taken  care  of. 

If  the  commission  is  not  large  enough  in  number  increase  it,  but  do 
not  divide  its  authority. 

It  is  fjjr  wiser  to  stick  to  the  organization  we  now  have,  that  has 
taken  30  years  to  bring  to  its  present  state  of  efficiency,  than  by  any 
new  experiments.  I  do  not  think  you  would  get  any  satisfactory  re- 
sult from  this  legislation  unless  you  centralize  the  power. 

It  will  be  a  serious  mistake  to  divide  the  jurisdiction  of  the  com- 
mission and  thus  destroy  its  efficiency  and  the  value  to  the  public  of 
the  provisions  of  this  bill. 

COMPULSORY  FEDREAL   INCORPORATION. 

No.  8.  I  have  serious  doubt  about  your  being  able  to  compel  any 
railroad  to  federally  incorporate  if  it  does  not  see  fit  to  do  so,  and 
this  plan  of  Federal  incorporation  is  of  doubtful  expendiency  or 
value  unless  it  be  conceded  that  the  States  are  to  lose  all  jurisdiction 
and  control  over  the  railroads,  which  Ave  do  not  think  should  be  the 
case.  The  State  commissions  perform  a  valuable  function  to  the  local 
communities  on  local  matters,  and  this  jurisdiction,  Ave  think,  the 
State  commissions  should  be  continued,  subordinate,  however,  to 
the  jurisdiction  of  the  Interstate  Commerce  Commission  wherever 
and  AA'henever  any  State  regulation  impinges  on  interstate  commerce. 

There  is,  and  should  be,  close  cooperation  between  the  State  and 
Interstate  Commerce  Commissions,  and  it  does  not  appear  that  any 
good  could  be  accomplished  by  requiring  the  railroads  to  take  out 
Federal  charters. 

LABOR  DISPUTES. 

No.  9.  We  think  that  the  present  plan  of  adjudicating  labor  disputes 
betAveen  railroads  and  their  employees  by  boards  of  mediation  com- 
posed of  representatives  of  the  labor  organizations  and  railroad 
executives  should  be  continued,  but  Congress  should  create  a  depart- 
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merit  or  board  that  should  act  as  referee  in  finally  determining  any 
matters  in  dispute  upon  which  railroad  and  employees'  boards  can 
not  agree.  The  Interstate  Commerce  Commission  might  well,  in  our 
view,  be  selected  as  the  referee. 

Whatever  power  of  regulation  and  control  Congress  proposes  to 
exercise  over  the  common  carriers  centralizes  its  administration  in 
the  Interstate  Commerce  Commission— don't  weaken  the  law  by  a 
divided  jurisdiction. 

I  will  now  turn  to  some  provisions  of  this  bill  and  suggest  some 
amendments  and  additions. 

WATER  TRANSPORTATION. 

No.  10.  Section  1  of  the  bill  proposes  to  put  transportation  wholly 
by  water  under  the  jurisdiction  of  the  Interstate  Commerce  Com- 
mission. 

The  regulation  and  control  of  the  so-called  tramp  vessel  that  plies 
from  port  to  port,  wherever  a  cargo  can  be  secured,  presents  some 
complication. 

Certainly,  whenever  a  Avater  carrier  has  subjected  itself  to  the 
jurisdiction  of  the  commission  as  to  part  of  its  traffic  it  should  not 
be  exempted  as  to  any  of  its  traffic. 

With  the  development  of  water  transportation  on  our  principal 
rivers  and  tributary  streams  and  on  other  available  waterwa.ys,  mil- 
lions of  feet  of  standing  hardwood  timber,  now  of  little  value  for 
want  of  transportation  facilities  or  because  of  high  railroad  rates, 
would  be  manufactured  and  brought  into  market  and  be  available 
for  export. 

Vast  areas  of  fine  agricultural  land  would  be  also  made  available 
for  cultivation  that  now  lie  useless. 

Water  transportation  is  naturally  and  inevitably  cheaper  than  rail 
transportation.  There  is  an  objection,  perhaps  a  well-founded  objec- 
tion, to  the  commission  having  jurisdiction  over  the  so-called  tramp 
steamers — those  steamers  that  have  no  regular  routes  or  lines  of 
travel.  I  must  confess  that  has  puzzled  me  somewhat  to  find  a  solu- 
tion of  it.  But  the  thought  I  had  in  mind  in  the  way  of  an  amend- 
ment to  the  bill  was  a  provision  that  this  jurisdiction  of  the  com- 
mission should  not  be  exercised  so  as  to  require  these  common  water 
cariers — tramp  steamers,  so  called — to  comply  with  all  the  conditions 
of  the  act,  such  as  filing  their  tariffs  and  schedules,  and  all  that  sort 
of  thing,  except  upon  complaint  or  when  upon  its  own  initiative  the 
commission  decides  that  the  public  welfare  demands  it. 

I  would  suggest  an  amendment  as  follows:  Add  after  the  word 
"  Water  "  in  line  10,  section  1,  page  1,  the  following  words : 

but  tlie  so-called  tramp  vessels,  or  those  plying  from  port  to  port  without  any 
regular  schedule  or  without  any  arrangement  with  any  railroad  common  car- 
rier for  through  transportation  from  or  beyond  the  port  as  to  all  or  any  part 
of  its  cargo  sliall  not  be  subject  to  the  provision  of  the  act  to  regulate  com- 
merce as  amended,  except  upon  formal  complaint  or  when  the  commission  after 
investigation  and  hearing  finds  that  the  public  interests  require  said  vessels 
to  be  subject  to  tlie  provisions  of  the  commerce  act. 

I  regard  this  provision  of  section  1,  giving  the  commission  juris- 
diction over  Avater  carriers,  as  of  the  utmost  importance.  Shippers 
by  rail  are  in  competition  Avith  shippers  by  Avater  or  by  rail,  water 
and  rail. 
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How  is  the  commission  going  to  determine  the  reasonableness  of 
the  water  charge  or  the  rail-and-water  charge  unless  it  has  jurisdic- 
tion over  the  water  carrier.  Again,  the  commission  would  be  un- 
able to  protect  the  water  carrier  from  being  driven  out  by  low  rail- 
road rates  unless  it  knew  what  rates  are  necessary  for  the  water  car- 
rier to  have. 

I  believe  the  interest  of  the  public  demand  that  the  commission 
have  complete  and  undivided  jurisdiction  over  the  common  carriers 
by  water  as  well  as  by  rail. 

Thus,  the  commision  could  and  should  under  the  pro^dsion  of 
sections  1,  9,  and  10  of  this  bill  afford  proper  protection  to  the 
water  carriers  against  unfair  and  unreasonable  low  railroad  rates 
and  require  the  establishment  of  suitable  docks  and  terminal  facili- 
ties for  the  interchange  of  railroad  and  water  traffic. 

THE  BILL  OF  LADING. 

No.  11.  In  a  recent  case  it  was  held  by  a  Federal  court  that  the 
Interstate  Commerce  Commission  had  no  power  to  determine  and 
prescribe  the  terms  and  conditions  of  bills  of  ladings. 

The  bill  of  lading  is  not  only  a  contract  between  the  carrier  and 
the  shipper,  the  terms  and  conditions  of  which  are  binding  alike  on 
each,  but  is  also  evidence  of  title  to  the  property  described  therein, 
and  as  such  is  used  as  an  instrument  of  credit  especially  by  the  small 
shipper  whose  capital  is  limited.  It  is  important,  therefore,  that 
its  terms  and  conclitions  be  such  as  to  make  the  carrier  liable  for  the 
full  value  of  the  property  while  in  its  possession  and  liable  for  loss 
or  damage  thereto,  except  for  causes  beyond  its  control. 

Section  14  of  this  bill  amends  section  15  of  the  present  act,  but 
should  contain  a  further  provision  empowering  the  commission  to 
determine  and  prescribe  either  on  its  motion  or  on  complaint  the 
terms  and  conditions  of  the  carrier's  bill  of  lading  and  require  the 
carriers  to  adopt  such  bill  of  lading. 

This  is  the  amendment  I  suggest:  Add  the  following,  beginning 
after  the  word  "  prescribed  "  in  line  11,  section  14,  page  23,  of  this 
bill: 

After  full  hearing  upon  a  complaint,  or  after  full  hearing  under  an  investi- 
gation upon  its  own  initiative,  the  commission  is  hereby  empowered  to  deter- 
mine and  prescribe  the  terms  and  conditions  and  forms  of  bills  of  lading.  It 
shall  be  unlawful  for  any  common  carrier  subject  to  this  act  to  use  or  permit 
lo  be  used  any  bill  of  lading  different  fi'om  that  prescribed  by  the  commission. 

SERVICE. 

No.  12.  Furnishing  transportation  to  the  public  is  a  practical  busi- 
ness undertaking  and  should  be  dealt  with  in  a  practical  way.  The 
thing  of  fundamental  importance  to  the  purchaser  of  transportation  is 
service.  The  charge  is  of  a  secondary  importance,  because  a  rate, 
however  low  it  might  be,  it  is  of  no  value  unless  empty  cars  are  fur- 
nished and,  when  loaded,  expeditiously  moved. 

The  average  movement  of  loaded  cars  per  day  is,  I  think,  about  24 
miles.  This  slow  movement  greatly  increases  our  transportation  ex- 
pense. Take  the  item  of  intetest  charge,  for  instance.  There  is  in- 
vested in  hardwood  lumber  in  transit  more  than  a  million  dollars  a 
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day.  The  interest  on  this  sum  amounts  to  about  $150  per  day,  wliich 
is  lost  on  every  day's  delay. 

When  you  consider  the  huge  sums  that  are  tied  up  in  property  of 
all  kinds  in  the  course  of  transportation,  it  will  be  realized  what  a 
great  tax  inefficient  service  imposes  on  commerce.  Moreover  it  works 
a  great  hardship  on  the  small  shipper  of  limited  capital.  Damage 
suits  between  shippers  and  receivers  frequently  arise  by  reason  of 
unreasonable  delay  in  transit. 

We  find  that  the  cause  of  the  low  average  movement  of  loaded  cars 
arises  from  the  fact  that  cars  are  not  kept  moving;  some  are  set  out 
to  lighten  trains  over  grades  and  not  picked  up  for  days  or  weeks,  or 
are  left  lying  around  in  terminal  yards  until  it  suits  the  convenience 
of  the  carrier  to  put  them  in  a  train,  and  so,  for  one  cause  or  another, 
continuous  service  is  not  given. 

This  subject  of  service  is  dealt  with  in  section  2  of  this  bill,  wherein 
it  is  proposed  to  give  the  commission  jurisdicton  and  control  over  the 
supply  and  movement  of  cars. 

If  ths  bill  becomes  the  law,  the  commission  would  have  power  to 
determine  what  constituted  reasonable  service  in  any  given  case  and 
to  require  a  loaded  car  that  had  been  set  out  of  a  train  to  be  picked  up 
by  the  next  available  train,  or  to  require  that  cars  loaded  with  a  given 
class  of  freight  first  into  a  terminal  should  be  the  first  of  that  class  to 
move  out.  The  provisions  of  section  4  regarding  the  use  of  terminals 
vrill  also  be  helpful  in  this  matter.  It  would  be  more  economical  for 
both  the  railroad  and  the  public  if  all  terminals  in  the  larger  cities 
were  joint  facilities,  with  a  single  oiDerating  company. 

We  believe  that  a  vast  sum  of  money  can  be  saved  for  our  members 
and  for  the  public,  and  for  the  carriers  as  well,  by  increasing  car 
efficiency.  Under  the  provisions  of  section  2  the  commission  could, 
and  we  think  should,  require  the  carriers  to  file  their  freight  schedules. 
The  public  is  entitled  to  know  Avhat  service  is  offered  by  the  common 
carriers  for  the  published  charge.  At  the  present  time  we  can  not  get 
the  freight  schedules  showing  the  trains  or  the  time  of  the  trains  in 
which  our  property  might  move. 

The  same  reasons  that  require  a  railroad  to  file  its  schedule  of 
charges  for  a  given  service  are  equally  or  even  more  controlling  as  to 
the  necessity  of  filing  its  freight  schedule  showing  the  service  it  pro- 
poses to  render. 

The  buyer  of  service  has  as  much  right  to  Imow  what  service  the 
carrier  offers  or  proposes  to  furnish,  as  he  has  to  Imow  what  price  is 
to  be  paid  for  it. 

The  freight  schedule  should  have  some  meaning  in  fact  for  the 
public,  but  it  has  none  to-day,  except  perhaps  on  certain  classes  of 
freight,  but  hardwood  lumber  is  not  one  of  the  favored  commodities 
and  gets  only  such  service  as  best  suits  the  economy  of  operation  of 
carriers. 

The  contract  of  carriage  is  certain  as  to  price,  but  is  wholly  uncer- 
tain as  to  service,  which,  as  we  have  said,  is  of  the  utmost  importance. 
This  uncertainty  should  and  can  be  removed,  to  a  great  degree  at 
least. 

We  therefore  suggest  that  section  2  be  modified  so  as  to  make  the 
filing  of  freight  schedules  mandatory  upon  the  carriere  by  railroads. 

The  proposed  amendment  is  as  follows :  Add  in  line  17,  section  2, 
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page  6,  after  the  word  "  regulations,"  "  and  schedules,"  so  that  the 
provision  will  read,  beginning  at  line  14 : 

The  commission  is  hereby  authorized  by  general  or  special  orders  to  require 
all  carriers  by  railroad  subject  to  this  act,  or  any  of  these,  to  file  with  it  from 
time  to  time  their  rules  and  regulations  and  schedules  with  respect  to  car 
service. 

SIDE-TRACK   CONTRACT  AND   CONTRACTS  FOR  THE   USE   OF   EAILROAD   PROP- 
ERTY. 

No.  13.  The  term  railroad,  as  defined  in  section  1  of  this  bill,  in- 
cludes all  of  its  road,  all  switches,  spur  tracks,  and  terminal  facilities 
used  in  the  transportation  of  property. 

We  do  not  find  any  specific  provision  giving  the  commission  juris- 
diction over  and  power  to  determine  and  prescribe  the  terms  and 
conditions  of  side-track  contracts  between  a  shipper  and  carrier. 

Side-track  contracts  are  not  uniform  in  their  terms  and  there  is 
opportunity  for  unla"wful  prejudice  and  preference.  For  the  most 
part,  the  terms  and  conditions  of  the  usual  side-track  contract  are 
most  unconscionable.  We,  therefore,  ask  that  section  2  of  the  bill 
contain  a  further  provision  amending  the  last  paragraph  of  section 
1  of  the  present  act  as  to  empower  the  commission,  on  its  own  motion 
or  upon  complaint,  to  determine  and  prescribe  the  terms  and  con- 
ditions of  a  side-track  contract  between  shippers  and  carriers,  and 
to  require  the  railroad  to  adopted  such  terms  and  conditions  so  pre- 
scribed. 

The  suggested  amendment  is  as  follows:  Insert  in  section  2,  after 
line  23,  page  8,  this  provision: 

The  commission  is  hereby  empowered  to  determine  and  prescribe  the  terms 
and  conditions  of  a  private  side-tr^ck  or  switch-track  contract,  either  upon 
complaint  after  a  hearing  or  after  investigation  and  hearing  upon  its  owu 
initiative,  and  to  make  an  order  directing  any  common  carrier  subject  to  the 
provisions  of  this  act  to  incorporate  in  such  contract  the  terms  and  conditions 
prescribed  by  it. 

POWER  or  COMMISSION  TO  SUSPEND  ANY  PROPOSED  RATE,  UULE,  OR  REGU- 
LATION. 

No.  14.  Section  14  of  this  bill  will  restore  the  power  of  the  com- 
mission to  suspend  any  new-rate  schedule,  rule,  or  regulation. 

We  believe  this  provision  should  be  enacted  into  law  at  the  earliest 
practical  date,  not  necessarily  to  prevent  any  advance  in  rate  or 
charges,  but  to  give  the  commission  an  opportunity  to  pass  upon  the 
propriety  of  such  advance. 

As  the  situation  now  is,  the  public  has  no  opportunity  to  be  heard 
on  proposed  increases  before  they  become  effective. 

It  is,  in  fact,  reverting  back  to  the  conditions  prior  to  1910,  when 
rates  were  made  by  the  carriers  without  any  restraint  or  regard  to 
public  welfare. 

REGIONAL  COMMISSIONS. 

No.  15.  We  think  that  regional  commissions  or  subcommissions 
should  be  created  by  and  under  the  direction  of  the  Interstate  Com- 
merce Commission,  to  be  located  and  sit  continuously  in  districts  into 
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which  the  country  should  be  divided,  perhaps  along  the  lines  of  the 
Federal  court  districts,  or  along  the  lines  of  such  divisions  as  would 
be  best  calculated  to  serve  the  public.  Such  subcommissions  should 
have  power  to  hear  and  determine  all  matters  that  are  now  brought 
before  the  Interstate  Commerce  Commission,  either  formally  or  in- 
formally, and  render  its  findings  subject  to  appeal  by  either  party 
to  the  controversy  to  the  Interstate  Commerce  Commission,  whose 
decision  would  be  final.  These  subcommissions  should  also  be  au- 
thorized to  sit  in  conferences  with  shippers  and  railroads  where  mat- 
ters of  proposed  changes  in  rates,  rules,  regulations,  or  classifications 
are  under  consideration  and  before  the  same  have  been  promulgated. 
Under  this  plan  we  are  convinced  that  the  public  would  be  better 
served,  the  expense  of  litigation  greatly  reduced,  and  in  many  cases 
litigation  avoided,  and  the  Interstate  Commerce  Commission  itself 
be  relieved  of  a  great  deal  of  work  that  would  be  performed  by  these 
subcommissions. 

Centralize  your  power  of  regulation  and  control  but  decentralize 
the  administration  thereof. 

I  think  that  the  commission  now  has  power  to  appoint  such  sub- 
commissions  or  special  examiners  under  section  20  of  the  present  act. 

The  success  of  this  plan  of  subcommissions  depends  upon  the  char- 
acter of  the  men  appointed.  They  should  be  men  experienced  in 
transportation  matters  and  understand  the  intricacies  of  classifica- 
tion, rate  making  and  the  factors  that  enter  therein. 

The  compensation  now  paid  examiners  is  limited,  I  believe,  to 
$5,000  per  annum.  This  is  probably  less  than  one-half  of  the  salary 
of  railroad  employees  doing  a  like  class  of  work,  consequently  the 
commission  can  not  get  men  of  sufficient  experience  to  undertake 
this  work.  The  work  of  the  commission  should  not  be  impaired  nor 
the  public  business  suffer  from  such  a  niggardly  policy.  Seven  thou- 
sand five  hundred  dollars  would  be  little  enough  for  the  work  of  such 
men. 

UNDER  WHAT  CONDITIONS  SHALL  THE  RAILROADS  BE  RETURNED  TO  THEIR 
OWNERS  FOR  PRIVATE  OPERATION  ? 

No.  16.  When  the  railroads  were  taken  over  by  the  Government  for 
operation  as  a  war  measure,  it  was  agreed  that  compensation  should 
be  paid  and  the  railroads  returned  in  substantially  as  good  condition 
as  when  received.  But  it  appears  that  new  equipment  has  not  been 
added  to  meet  the  requirements  of  the  roads  or  the  public,  and  where 
new  equipment  has  been  added  it  has  been  at  a  very  great  increase 
in  cost ;  so  that  there  is  now  an  actual  shortage  of  cars  to  move  hard- 
wood logs  and  hardwood  lumber  and  other  commodities,  and  the 
situation  is  likely  to  grow  worse.  It  further  appears  that  there  is  a 
difference  of  some  $500,000,000  between  what  the  Government  agreed 
to  pay  and  what  the  railroads  have  earned. 

The  situation  can  be  met  in  only  one  of  two  ways: 

First.  Either  the  rates  must  again  be  increased  sufficiently  to  take 
care  of  the  $500,0,00,000  deficit  and  provide  for  increased  cost  of 
equipment;  or 

Second.  The  Government  must  pay  the  deficit  that  will  have  ac- 
crued up  to  the  time  the  railroads  are  turned  back,  and  make  the 
roads,  in  the  cost  of  the  equipment,  a  reasonable  allowance  between 
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what  it  cost  the  roads  as  the  Government  furnished  it  and  what  it 
would  cost  the  roads  now. 

We  think  the  latter  plan  should  be  adopted. 

We  protest  against  any  further  increase  in  the  hardwood-lumber 
rates  and  do  not  think  it  is  fair  to  lay  this  great  war  burden  on  the 
shipping  public  alone.  Whatever  the  operating  deficit  may  be,  what- 
ever sum  is  necessary  to  return  the  railroads  to  private  ownership 
and  operation,  in  a  condition  to  serve  the  public  as  well  as  before 
the  war,  should  be  paid  by  the  Government  out  of  taxes,  and  thus  dis- 
tribute the  burden  among  the  whole  people  and  not  impose  it  wholly 
on  the  payers  of  freight. 

HOW  ABOUT  INTRASTATE  RATES? 

No.  17.  When  the  railroads  are  returned  to  private  operation  and 
the  authority  of  the  administration  is  withdrawn,  the  authority  of 
the  State  commissions  automatically  become  effective.  To  meet  this 
situation  a  further  provision  should  be  added  to  this  bill  somewhat 
like  this : 

All  rates,  rules,  regulations,  and  classifications  in  effect  and  applicable  to 
intrastate  business  upon  the  passage  of  this  bill  shall  not  be  changed  except  by 
duly  constituted  public  authority. 

Unless  some  such  provision  is  made,  a  most  unfortunate  situation 
for  both  the  railroads  and  the  public  will  result. 

CONCLUSION. 

The  relation  between  the  purchasers  and  sellers  of  transportation 
is  a  business  relation  from  which  neither  can  be  divorced. 

What  the  sellers  should  furnish  in  the  way  of  equipment  and  serv- 
ice and  what  the  buyers  should  pay  are  practical  questions.  This 
bill  proposes  to  delegate  to  the  Interstate  Commerce  Commission 
powers  broad  enough  to  enable  it  to  solve  in  a  practical  way  these 
questions  as  they  arise  from  time  to  time. 

It  also  wdll  enable  the  commission  to  prevent  financial  abuses  of 
railroad  property  and  therefore  is  in  every  way  for  the  benefit  of 
the  entire  public. 

We  advocate  this  bill  because  it  seems  to  be  along  the  lines  of 
regulation  and  control  that  have,  at  least,  been  partially  successful 
in  the  past ;  because  it  seeks  to  remedy  the  defects  in  the  present  law 
and  so  strengthen  it  as  will  enable  the  body  that  was  created  to  ad- 
minister that  law  to  prevent  these  agencies  of  distribution  from  doing 
the  thing  they  should  not  have  done  and  to  compel  them  to  do  the 
things  they  should  have.  It  aims  at  a  fair  rate  of  return  on  money 
invested  in  railroad  property,  but  not  on  money  expended  for  stocks 
that  are  unsupported  by  anything  except  a  purely  speculative  value. 
It  is  intended  to  provide  that  both  the  services  and  charges  therefore 
shall  be  reasonable  in  the  interest  of  the  public. 

It  offers  the  only  hope  I  can  see  of  successful  private  operation 
under  Government  regulation  and  -control. 
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Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives, 

Monday,  September  15,  1919. 

STATEMENT  SUBMITTED  BY  MR.  THOMAS  C.  SPELLING,  OF  NEW 
YORK  CITY,  ATTORNEY  FOR  THE  FREIGHT  PAYERS'  LEAGUE  OF 
THE  UNITED  STATES. 

Mr.  Chairman  and  members  of  the  committee :  In  addition  to  rep- 
resenting by  direct  authority  the  Freight  Payers'  League,  I  believe 
that  in  what  I  shall  say  I  truly  represent  the  sentiments  and  views 
of  a  great  majority  of  the  producers  and  consumers,  organized  and 
unorganized.  These  are  the  people — and  not  the  members  of  busi- 
ness organizations — who  ultimately  foot  the  bills ;  and  it  is  the  taxa- 
tion represented  in  charges  for  freight  rates  and  passenger  fares  tliat 
mainly  concern  all  interests,  individual  and  collective,  though  from 
differing  viewpoints  of  self-interest. 

In  a  stadium  of  capacity  for  50,000  persons,  those  for  whom  I 
speak  would  compare  with  those  occupying  chairs  on  the  main  noor 
and  in  the  galleries,  while  the  organized  interests  which  have  already 
appeared  here,  assuming  to  represent  the  public,  would  compare 
with  the  limited  number  occupying  the  grandstand.  These  are  run- 
ning the  show  and  have  been  dividing  large  profits.  And  now  that, 
because  of  disreputable  and  inefficient  management,  the  show  is  los- 
ing money,  they  brazenly  ask  the  patrons  not  only  to  continue  the 
present  management  but  also  to  underwrite  the  proposition  with 
enormous  liabilities  in  plain  view  and  probably  still  further  perma- 
nent and  self-perpetuating  liabilities.  They  are  also  asking  advances 
of  cash  capital,  to  be  raised  by  taxation,  with  which  to  improve  physi- 
cal conditions  of  private  properties. 

All  the  special  and  financially  concerned  interests  above  referred 
to,  while  differing  somewhat  in  the  forms  of  their  various  proposals, 
are  urging  in  unison  the  committees  and  Congress  to  adopt  substan- 
tially the  same  revolutionary  and  monopoly  serving  program — a  pro- 
gram which  if  established  would  work  to  the  impoverishment  of 
all  except  certain  privileged  classes  of  persons  relatively  small  in 
numbers. 

The  task  now  confronting  the  Government  is  not  merely,  as  for- 
merly, that  of  revising  tariffs  and  warding  off  panics;  it  is  one  of 
checking  an  absorption  process  which  has  been  in  operation  for  many 
years.  The  capitalization  of  the  railroads  is  now  $20,000,000,000 
and  of  banking  interests  $7,000,000,000,  though  in  the  latter  case 
stock  capitaliaztion  is  merely  a  fraction  of  capital  actually  utilized. 
The  $26,000,000,000  of  deposits  are  largely  used  by  the  bankers  as 
their  own  money,  loaned  and  reloaned.  In  addition  to  the  high 
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rates  of  interest  which  the  raih'oads  pay  on  their  bonds,  man}^  of 
which  are  based  on  "  trusteed  "  stocks  which  themselves  draw  divi- 
dends, the  public  are  paying  dividends  which  have  constantly  in- 
creased, the  stocks  being  more  than  one-half  water.  The  banks  paid 
last  year  dividends  averaging  11.66  per  cent  on  capitalizations  con- 
sisting largely  of  the  recapitalization  of  profits.  And  during  the 
10  years  preceding  the  average  had  been  9  per  cent.  We  may  add 
$15,000,000,000  to  represent  street  railways,  trolleys,  telegraphs,  and 
all  other  forms  of  public  service. 

No  semblance  of  the  real  situation  is  ever  uttered  from  any  finan- 
cial or  commercial  source  in  these  days  of  the  mad  chase  for  disap- 
pearing dollars.  If  interest  and  dividends — the  latter  only  another 
name  for  the  same  thing — are  not  reduced,  all  else  is  vain.  These 
forms  of  exploitation  and  absorption  have  been  increased  until  they 
dAvarf  all  other  processes  vitally  affecting  our  civilization.  If  this 
statement  could  be  impressed  upon  all  intelligent  minds,  thoroughly 
understood  and  appreciated,  the  balance  of  all  herein  set  forth  might 
perhaps  have  been  omitted  without  loss. 

Adam  Smith  set  down  3  per  cent  as  the  annual  addition  to  capital 
year  in  and  year  out  in  his  time.  Now,  if  we  start  with  the  ten 
billions  (estimated)  with  which  we  started  when  the  Federal  Con- 
stitution was  adopted  and  add  3  per  cent  at  the  end  of  each  year 
as  a  new  basis  and  bring  the  calculation  down  to  the  present,  then 
compare  the  result  with  any  reliable  estimate  of  present  national 
wealth,  it  will  be  seen  that  considerably  less  than  3  per  cent  has 
been  annually  added.  Now,  when  you  have  set  aside  these  three 
monopolistic  interests,  holding  so  large  a  proportion  of  the  aggre- 
gate wealth  of  the  Nation  and  underwritten  in  the  name  of  the 
Government,  a  return  anywhere  above  normal  accretions,  or  even 
if  they  be  exempt  from  all  hazards  and  vicissitudes  without  a 
guarantee,  you  have  sealed  the  doom  of  continuing  prosperity  for 
all  except  the  favored  few  and  deliberately  planned  for  a  Nation 
of  a  relatively  small  number  of  aristocrats  lording  it  over  millions 
of  serfs. 

The  real  freight  payers  are  not  blind  to  the  situation.  Indeed, 
they  are  wider  awake  than  ever  before,  and  means  are  being  found 
to  fully  enlighten  them. 

In  this  country  are  several  great  organizations  of  farmers,  horti- 
culturists, and  stock  growers,  some  politico-economic,  others  co- 
operative, their  memberships  running  into  hundreds  of  thousands. 
If  resolutions,  propaganda,  and  editorial  expressions  are  not  wholly 
insincere,  the  views  here  expressed  by  me  are  in  substantial  harmony 
with  their  views. 

Let's  take  a  simple  illustration  of  the  inequality,  injustice,  and 
hardship  in  practice  of  applying  the  economic  heresy  of  a  constant 
profit  for  regulated  carriers.  The  year  1913  and  the  first  half  of 
1914  was  a  period  of  business  depression.  Many  merchants  were 
doing  business  at  a  loss,  factories  were  closed  or  idle,  farm  products 
were  low  priced;  in  fact,  all  classes  felt  the  pinch  of  a  financial 
depression.  There  was  also  considerable  nonemployment.  None 
of  these  had  recourse  to  a  benevolent  government  for  relief  through 
the  exercise,  indirectly,  of  a  power  more  drastic  and  difficult  to 
evade  than  that  taxing  power  which  can  only  be  exercised  in  the 
public  interest.     It  was  not  so,  however,  with  the  carriers.     Of 
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course  the  increases  of  freight  rates  then  made  constituted  a  drain 
on  the  diminished  resources  of  freight  payers,  but  the  exactions 
embodied  in  increased  freight  bills  were  not  so  easily  traced  or 
realized  as  the  increased  prices  of  railroad  tickets.  Although  Smith 
and  Brown  and  Jones  had  less  to  pay  with  than  in  normal  times, 
they  had  to  dig  up  an  additional  half  cent  for  every  mile  traveled, 
due  to  an  increase  ordered  by  the  commission  early  in  1913.  A 
round  trip  from  New  York  to  Washington,  for  instance,  cost  an 
extra  $2.25.  And  why?  Not  because  these  passengers  had  more 
money  to  spare,  but  becavise,  in  the  opinion  of  the  railroad  officials 
and  the  commission  the  roads  needed  it,  and  therefore  were  entitled 
to  it.  Their  stockholders  wanted  standardized  dividends  and  their 
creditors  were  demanding  payment  of  interest.  Many  a  business 
man  became  bankrupt  in  the  same  period  for  like  reasons.  Never- 
theless each  and  all  had  to  find  the  additional  money  for  the  car- 
riers, because  our  Government  had  become  destructively  paternal- 
istic and  had  embarked  without  profit,  and  gratuitously,  in  the 
hazardous  business  of  underwriting  the  obligations  of  the  railroads, 
taking  care  of  operating  costs,  including  princely  salaries,  and  safe- 
guarding the  private  interests  of  creditors  and  stockholders.  No 
other  kinds  of  business  are  subserved  in  any  such  way.  The  mer- 
chant makes  his  own  fight  against  fierce  competition  and  all  sorts 
of  hazards ;  the  farmer  strives  against  insect  pests,  premature  frosts, 
and  all  sorts  of  profiteering  middlemen,  and  it  is  in  many  cases  a 
mere  chance  if  he  ekes  out  any  profit  at  all.  Neither  has  any  guaran- 
tee even  of  solvency  or  of  the  means  of  existence.  And  yet  both, 
under  the  "  constant-profit "  regime  of  rate  regulation  along  with  all 
other  citizens,  are  thus  compelled  to  contribute  to  a  guarantee  fund 
in  which  they  have  no  share. 

The  original  views  of  the  courts  and  lawmakers  were  the  correct 
views : 

First,  if  the  charges,  from  the  viewpoint  of  rate  payers,  were  fair 
and  reasonable  for  the  service  rendered,  the  extent  of  profit  to  the 
public-service  agency  was  not  a  matter  for  governmental  concern; 
nevertheless,  if  a  legislative  or  other  regulatory  body  saw  fit  to 
reduce  the  rates  of  the  agency,  such  act  was  not  subject  to  attack  on 
constitutional  grounds,  even  if  the  fixed  rate  was  unreasonably  low, 
provided  the  agency  was  not  thereby  compelled  to  do  business  at  a 
loss  or  to  give  up  the  business  and  so  submit  to  loss  of  the  invest- 
ment. 

Second,  before  a  rate  regulation  otherwise  fair  and  just  from  the 
rate  payers'  standpoint  could  be  set  aside,  it  must  be  shown  by  the 
public-service  agency  that  the  reduction  of  rates  will  be  the  direct 
cause  of  the  insolvency.  If  it  appear  that  insolvency  would  result 
from  other  causes,  anj^how,  a  rate  which  is  fair  and  just  to  rate  payers 
will  not  be  held  invalid,  however  low  the  rate  may  be. 

And  if  the  adoption  of  any  different  policy  by  the  commission  is 
to  be  encouraged  or  tolerated  by  Congress,  it  should  be  understood 
to  be  merely  temporary  to  meet  the  exigency  of  the  present. 

But  the  admitted  bankruptcy  of  the  railroads  will  not  be  remedied 
by  a  sweeping  increase,  but  rather  by  a  discriminating  revision. 
Director  General  McAdoo,  in  decreeing  an  increase  of  passenger  rates 
during  the  war,  stated  that  his  purpose  was  to  reduce  travel.  And 
he  undoubtedly  accomplished  that  object.     The  increase  of  25  per 
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<;ent  in  freight  rates  had  a  similar  effect  upon  the  volume  of  freight 
traffic.  And  yet,  so  far  as  I  have  ascertained,  the  committees  have  not 
considered  any  suggestions  that  the  way  to  increase  the  revenues  of 
the  carriers  is  to  comprehensively  revise  and  reconstruct  all  rate 
schedules,  in  some  respects  downward  and  in  some  particulars  up- 
ward, pursuant  to  such  a  provision  as  is  found  in  in  section  2  of 
the  appended  bill,  amendatory  of  section  13  of  the  interstate  com- 
merce act.  So  far  as  I  have  seen,  not  one  of  the  special  interests 
conspicuous  in  bringing  forward  schemes  of  legislation  have  em- 
bodied any  such  scheme  as  a  practical  phase  or  element  of  that  na- 
ture. Absolutely  unconcerned  and  indifferent  have  all  of  them  been 
to  the  people  who.  when  not  paying  freight  charges  in  the  first  in- 
stance, have  the  burdens  thereof  shifted  on  them.  And  such  are  their 
financial  relations  that  they  can  not  think  of  anything  so  potent  to 
increase  revenues  of  the  carriers  as  progressive  exploitation  of  pro- 
ducers and  consumers  in  the  form  of  constantly-increasing  rates. 

It  is  in  order  at  this  stage  of  my  discourse  to  clarify  the  situation 
from  a  legal  and  constitutional  standpoint. 

The  one  thing  of  fundamental  importance,  the  constitutional  lim- 
itation upon  the  power  of  Congress,  has  been  lost  sight  of  by  many 
who  have  appeared  in  support  of  pending  measures  affecting  inter- 
state commerce  and  by  some  who  have  embodied  their  remedies  in 
pending  bills.  Probably  the  liberal  exercise  of  the  war  power  during 
the  war  to  which,  and  not  the  interstate  commerce  clause,  all  the 
mass  of  extraordinary  legislation  of  recent  date  is  referable,  to  some 
extent  is  responsible  for  this  condition. 

In  time  of  war  all  the  constitutional  powers  of  the  Government 
become  subordinate  to,  or,  to  otherwise  express  it,  are  swallowed  up. 
in  the  war  power.  Under  that  power,  the  "  common  defense  and 
general  welfare  "  clause  becomes  peculiarly  a  guide  to  governmental 
action.  When  there  is  no  war,  the  terms  thus  used  in  the  Constitu- 
tion are  merely  interpretative  in  the  exercise  and  judicial  applica- 
tion of  the  other  powers.  And  yet,  all  must  admit  that  any  legis- 
lation, however  promotive,  apparently,  of  social  justice  or  economic 
progress,  is  worse  than  useless,  if  lacking  in  constitutional  sanction, 
because  the  sequel  will  be  incidental  loss  of  time  and  waste  of  public 
funds. 

In  testing  the  constitutionality  of  proposed  measures,  it  is  indis- 
pensable that  W€  have  a  clear  conception  of  that  mentioned  in  the 
Constitution  which  Congress  is  given  the  power  to  regulate.  Simi- 
larly here  and  in  the  case  of  war,  we  can  form  two  conceptions  of  the 
subject  matter  of  legislation.  We  can  comprehend  either  as  some- 
thing in  the  abstract,  and  as  something  real.  In  the  absence  of  war 
the  war  power  sleeps ;  in  the  absence  of  any  interstate  movement  the 
laws  in  force  governing  that  subject  would  also  become  dormant. 

By  the  decisions  of  the  courts,  Congress  has  not,  under  the  com- 
merce clause,  any  power  to  regulate  the  status  of  persons  and  things, 
but  only  their  movements  from  State  to  State.  Under  the  last 
clause  of  the  eighth  section  of  article  1,  Congress  is  authorized  to 
make  all  laws  which  shall  be  "  necessary  and  proper  "  for  carrying 
into  execution  the  powers  expressly  conferred.  It  is  under  this  last 
clause  that  power  is  usually  claimed  for  bills  seeking  the  accomplish- 
ment of  sinister  and  ulterior  motives. 
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The  instrumentalities  of  interstate  commerce,  as  often  explained 
by  the  courts,  are  those  things  so  connected  with  the  movement  of 
interstate  commerce  that  the  regulation  of  the  one  and  not  the  other 
would  be  impossible  or  futile.  Hence  the  power  to  regulate  vehicles 
in  train  service  and  the  transmission  of  intelligence  through  the^ 
mails  or  otherwise,  without  effective  regulation  of  the  commerce  to 
which  they  appertain  w'ould  be  impossible. 

Congress  has  no  power  to  regulate  the  conduct  of  either  in- 
dividuals or  corporations,  as  such,  not  the  ownership,  management, 
acquisition,  use,  or  disposal  of  property,  except  so  far  as  become 
"  necessary  and  proper  "  in  the  enforcement  of  legitimate  regulations 
of  interstate  commerce. 

Illustrations  of  erroneously  liberal  views  of  congressional  power 
are  found  in  the  hearings  before  the  committees.  For  instance,  a 
legal  advocate  of  the  far-reaching  plan  presented  by  a  large  business 
organization  insisted  before  the  House  committee  that  the  Southern 
Railway  Co.,  a  Virginia  corporation,  and  all  interstate  carriers,  are 
"  instrumentalities  of  interstate  commerce,''  merely  because  engaged 
therein,  and  for  the  additional  reason  that  by  State  comity  their 
tracks  extend  across  State  lines.  But  that  company  is  not  an  in- 
strumentality for  either  reason,  nor  for  both  togetlier,  nor  at  all, 
notwithstanding  that  it  is  extensively  engaged  in  interstate  com- 
merce and  that  its  extensive  interstate  business  is  subject  to  regula- 
tion. The  transportation  of  dangerous  explosives  is  very  strictly 
regulated,  but  that  fact  does  not  constitute  the  shipper,  or  the  person 
traveling  with  such  explosives  in  possession  an  instrumentality. 

Each  regulatory  statute,  like  any  other,  contains  either  in  express 
.terms  or  impliedly,  the  predicatory  part  and  the  vindicatory  or 
remedial  part.  The  latter  takes  effect  on  individuals  and  corpora- 
tions. But  in  every  such  statute,  assuming  to  regulate  commerce, 
what  may  be  fittingly  termed  an  "  interstate-commerce  reason  "  must 
be  found  to  underlie  the  statute,  before  any  duty  to  observe  and 
obey  devolves  upon  individuals  and  corporations,  to  control  which 
is  the  legislative  purpose.  And  the  interstate-commerce  reason  must 
be  distinct ;  that  is  to  say,  according  to  the  reasoning  of  the  courts, 
the  things  to  be  affected  by  the  statute  must  not  only  have  a  direct 
connection  with  the  commerce  that  Congress  can  regulate  but  be 
separable  from  those  beyond  the  province  of  congressional  regula- 
tion, if  separation  without  great  inconvenience  be  possible.  How- 
ever, in  case  of  obvious  advantages  of  regulation  by  some  authority, 
the  right  of  Federal  regulation  has  precedence,  and,  being  exercised, 
excludes  the  State  power. 

No  matter  if  the  ostensible  purpose  of  the  statute  be  the  regulation 
of  interstate  commerce,  the  courts  will  hold  it  invalid  if  there  be 
merely  an  ulterior  object  to  be  accomplished  by  the  legislation  out- 
side the  proper  province  of  Congress,  however  laudable,  or  promotive 
of  business  morality,  the  object  may  be.  If  for  instance  the  purpose 
be  the  prohibition  of  employment  of  child  labor  in  factories,  that 
does  not  affect  the  judicial  view  of  its  validity,  if  it  be  seen  that  it 
is  a  mere  perversion  of  the  power  to  that  end. 

Often,  the  declaratory  part  of  a  statute  is  omitted  and  understood. 
If  the  question  if  the  power  of  the  legislative  body  to  enact  the 
remedial  part  is  drawn  in  question,  the  court  can  in  the  case  of  a 
Federal  statute  test  the  power  as  well  in  the  absence  of  the  declara- 
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tory  part  as  if  the  remedial  were  preceded  by  ever  so  many  "  where- 
ases "  or  other  declaratory  forms. 

It  is  not  my  present  purpose  to  treat  the  subject  at  length  but  to 
advance  from  the  foregoing  fundamentals  to  an  application  of  them 
to  certain  legislative  proposals  now  pending  in  Congress. 

For  the  interposition  of  operating  companies,  provided  for  in 
some  of  the  bills,  I  see  no  need,  whatever  may  be  the  character  of 
legislation  finally  agreed  on  in  the  present  emergency.  The  rela- 
tions of  the  carriers  to  the  public  when  we  have  rates  and  service 
alone  to  deal  with  are  sufficiently  difficult  and  complex  to  tax  the 
energies  and  intellects  of  those  charged  with  the  duties  of  regulation. 
And  the  only  functions  of  the  intermediate  corporations  thus  far 
suggested  are  not  such  as  Congress  has  the  power  to  confer,  even  if  it 
has  power  to  create  them  in  the  forms  proposed.  And  even  if  Con- 
gress had  the  power  to  divert  a  percentage  of  revenue  into  the  Treas- 
ury and  another  percentage  into  private  hands,  over  and  above  fixed 
charges  and  operating  expenses,  there  is  no  possible  reason  why  the 
expropriation  could  not  be  made  more  conveniently  and  inexpen- 
sively at  the  hands  of  the  corporate  owners. 

At  a  time  like  this,  every  interest  obtains  a  hearing  and  each  brings 
forAvard  as  a  factor  of  the  device  a  rich  morsal  for  itself  carefully 
sugar-coated  with  a  lot  of  extraneous  matters  to  meet  objections  of 
other  direct  interests.  But  to  each  of  the  several  schemes  thus  far 
presented  the  medical  maxim,  that  what  is  one  man's  meat  is  an- 
other man's  poison,  is  applicable,  that  other  man  being,  on  this  occa- 
sion, the  freight  payer  and  ticket  buyer.  Whatever  the  carrier  cor- 
porations are  entitled  to,  that  they  should  have;  and  if  there  be  a 
surplus  over  their  requirements,  the  shipping  and  traveling  public 
are  entitled  to  every  cent  of  it  in  reduction  of  rates  and  fares. 

All  salaries,  wages,  interest,  dividends,  etc.,  come  primarily  from 
the  pockets  of  the  producers  and  consumers,  and  they  can  not  be 
justly  or  constitutionally,  by  any  act  of  Congress,  subjected  to  an 
additional  charge  to  pay  bonuses.  I  also  challenge  the  power  of 
Congress  to  divert  any  railroad  earnings  into  the  Treasury,  so  long 
as  the  railroads  are  privately  owned,  and,  of  course,  my  challenge 
goes  to  any  scheme  to  make  up  a  contingent  fund  out  of  earnings, 
to  be  devoted  to  the  payment  of  bonuses.  Direct  taxes,  excises, 
duties,  and  imposts  are  the  names  given  in  the  Constitution  to  the 
methods  for  producing  revenue  for  the  needs  of  the  Government,  nor 
does  the  Constitution  directly  or  indirectly  sanction  any  other 
method  except  voluntary  loans  to  the  Government.  And  the  due 
process  clause  stands  in  the  way  of  all  involuntary  bonus  contri- 
butions. 

In  this  connection  I  will  advert  to  a  means  or  method  which  has 
been  seriously  suggested,  and  it  may  have  already,  or  may  soon  have, 
the  form  of  a  pending  measure.  It  appears  that  there  are  roads 
that  are  threatened  with  insolvency  and  receivership  unless  more 
revenues  are  provided,  or  they  are  relieved  in  some  other  way.  With 
the  utmost  confidence,  I  assert  that  Congress  can  not  and  should  not 
specially  concern  itself  about  any  such  cases.  Of  course,  if  that 
were  a  general  condition,  it  might  call  for  legislation.  But  a  rail- 
road company,  when  you  come  to  legally  appraise  it,  is  a  private  in- 
stitution. Its  business  is  of  public  concern  and  subject  to  regulation, 
but  the  financial  condition  of  particular  corporations  can  not  be  a 
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l^roper  subject  of  congressional  action,  notwithstanding  that  the 
insolvency,  or  even  financial  embarrassment  of  such  an  enterprise 
may  entail  hardships  on  numerous  individuals  and  even  on  partic- 
ular communities.  Take  the  illustration  furnished  in  a  magazine 
article.  A  given  schedule  of  rates,  so  the  writer  says,  means  pros- 
perity for  the  Chicago  &  North  Western  and  bankruptcy  for  the 
Chicago  &  Great  Western.  I  would  say,  if  the  Great  Western  can 
not  pay  dividends  or  can  not  meet  public  requirements  on  its  present 
capitalization,  let  it  go  into  liquidation  and  reorganize  on  a  less 
Irretentions  basis,  or  let  the  States  through  which  it  runs  allow  an 
increase  of  local  rates  at  noncompetitive  points,  or  let  the  particular 
communities  which  it  exclusively  serves  build  themselves  a  new  rail- 
road or  help  the  existing  line.  Why  should  all  rates  in  the  North- 
west be  made  exhorbitant,  resulting  in  unreasonable  dividends  for 
stockholders  of  the  North  Western  and  other  roads,  to  meet  an  iso- 
lated situation  like  that?  TVhile  the  financial  difficulties  of  one, 
or  even  of  several  railroads  are  to  be  deplored,  they  are  not  matters 
calling  for  any  form  of  Federal  interference. 

NoAV,  a  few  words  with  respect  to  tlie  remedy  which  this  publicist, 
who  is  typical,  proposes.  Congress  is  to  pass  such  an  incorporation 
act  as  will  empower  the  Northwestern  or  some  other  strong  road  to 
absoi-b  or  consolidate  with  the  Great  Western,  and  thus  even  up  or 
average  the  thing  so  that  the  stronger  road  will  be  held  down  and 
the  weaker  road  held  up  at  a  proposed  schedule  of  rates.  And  that 
is  not  merely  a  specific  for  the  local  disorder  referred  to,  but  the 
transportation  of  the  whole  countr}^  is  to  be  dealt  with  from  the  view- 
point of  these  disparities  of  financial  condition.  We  are  to  have  a 
great  many  reorganizations  and  compulsory  consolidations,  by  act 
of  Congress,  in  order  that  the  weak  shall  be  taken  up  and  carried 
along  by  the  stronger.  It  would  be  a  very  unjust  measure,  even  if 
Congress  has  power  to  enact  it.  Congress  could  onlj^  deal  with  the 
subject  of  consolidations  indirectly  by  amending  the  antitrust  act,  a 
proposal  that  would  meet  with  bitter  and  prolonged  opposition. 
Even  so,  the  specific  end  in  view  could  not  be  accomplished  without 
numerous  and  for-reaching  changes  ni  State  laws  and  constitutions 
under  which  these  corporations  exist  and  operate. 

And,  notwithstanding  a  prevalent  view  that  the  commission  should 
be  authorized  to  supervise  and  control,  and  thus  regulate,  stock  and 
bond  issues,  I  seriously  question  tlie  constitutional  power  of  Congress 
to  exercise  or  confer  that  authority.  The  internal  relations  of  the 
members  in  a  corporation  to  the  corpoi'ation  and  to  each  other  as 
well  as  the  election,  powers,  and  duties  of  directors,  the  par  value  of 
stocks  and  bonds,  the  considerations  upon  which  to  be  issued,  increase, 
decrease,  issue,  sale,  and  transfer  of  capital  stock  are  matters  of  ex- 
clusive State  control.  For  as  was  said  in  the  Northern  Securities 
case:  "The  defendants  rely,  with  some  confidence,  upon  the  cast  of 
Eailroad  Company  v.  Mainland  (21  AVall.,  456,  473).  But  nothing 
we  haA^e  said  is  inconsistent  with  any  principle  announced  in  that 
case.  The  court  there  recognized  the  principle  that  a  State  has 
plena rj'  powers  '  over  its  own  territory,  its  highways,  its  franchises, 
and  its  corporations,'  and  observed  that  '  we  are  bound  to  sustain  the 
constitutional  powers  and  prerogatives  of  the  States,  as  well  as  those 
of  the  United  States,  whenever  they  are  brought  before  us  for  ad- 
judication, no  matter  what  may  be  the  consequences.'     Of  course, 
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every  State  has,  in  a  general  sense,  plenary  power  over  its  corpora- 
tions." 

The  second  objection  is  that  neither  of  these  subjects  have  any 
direct  relation  to  interstate  connnerce,  and  a  Federal  enactment  deal- 
ing with  them  would  be  held  not  a  legitimate  exercise  of  the  power 
to  regulate  that  connnerce.  In  support  of  this  several  well-considered 
decisions  could  be  cited.  Such  statutes  could  scarcely  could  scarcely 
be  considered  to  even  indirectly  regulate  commerce. 

The  history  of  the  lining  up  of  financial  interests  and  such  com- 
mercial interests  as  are  controlled  from  Wall  Street  in  favor  of  gov- 
ernmental control  of  issues  of  railroad  stocks  and  bonds  is  not  only 
interesting  but  a  matter  demanding  careful  consideration.  Before 
railroad  securities  were  discredited  by  the  New  Haven,  Frisco,  Chi- 
cago &  Alton  and  other  exposures,  the  advocates  of  such  control  were 
opposed  and  ridiculed  by  the  same  interests  at  every  point,  and  some 
of  the  arguments  then  made  and  reasoning  then  emf)loyed  should  be 
now  sought  for  in  the  records  of  the  connnittees  of  Congress  and  re- 
examined. It  was  said  truthfully  that  the  official  slervice  and  labor 
of  making  the  requisite  investigations  for  nearly  2,000  railroads 
under  the  jurisdiction  of  the  commission  would  require  a  numerous 
force,  and  that  the  cost  would  be  appalling.  And  Congressmen  and 
Senators  should  hesitate  to  yield  a  power  so  enormous  and  subject  to 
great  abuses  to  the  commission,  in  the  absence  of  better  reasons  than 
any  thus  far  advanced.  The  squandering  of  millions  of  dollars  every 
year  in  official  labor  that  will  prove  utterly  futile  ar  regards  public 
inteiests  is  only  a  minor  objection.  It  will  completely  tie  the  hands 
of  the  conunission  in  the  matter  of  rate  regulation  and  shut  out  every 
viewpoint  except  that  of  the  stock  and  bond  market.  Inevitably 
"  regulation  of  stock  and  bond  issues  "  will  in  practice  become  the 
promotion  and  stimulation  of  stock  and  bond  sales;  in  other  words, 
the  management  of  corporate  finance  on  a  scale  coextensive  with  all 
the  banking  and  brokerage  business  done  in  Wall  Street. 

The  euphonious  phrase  with  which  the  purpose  of  all  this  is  de- 
scribed is  "the  steadying  of  the  market  for  corporate  securities," 
simply  another  expression  for  making  the  securities  more  attractive 
to  investors',  and  more  convenient  and  acceptable  to  bankers  as  secur- 
ity for  call  loans.  And  so  the  attention  of  the  commision  will  be 
fixed  and  riveted  on  railroad  finance;  and  the  only  rule  for  rates 
and  fares  will  be  the  rule  now  openly  demanded  by  railroad  officials, 
namely,  that  they  shall  yield  a  net  result  equal  not  only  to  the  rate 
of  interest  which  the  carriers  must  pay  for  loans  but  a  "  safe  margin  " 
above  that.  Thus  the  newfangled  and  vicious  "  constant  profit " 
theory  amplified  and  made  a  thousand  times  more  objectionable 
would  be  accepted  and  crystallized  as  a  result  of  congressional 
action. 

Railroad  presidents  and  collective  organized  lobbyists  pretend  that 
all  this  is  safe,  wholesome  and  above  criticism,  because,  forsooth, 
the  commission  will  not  deal  with  old  security  issues,  but  only  with 
new  issues.  The  commission  could  no  more  avoid  considering  and 
dealing  with  oustanding  stocks  and  bonds  than  could  a  receiver  put 
in  charge  of  all  the  insolvent  railroads  in  the  country.  And  the 
avowed  purpose  is  exactly  the  same  as  in  the  case  of  a  receivership, 
namely,  the  resuscitation  of  railroad  credit  and  financial  readjust- 
ments generally.     Railroad  presidents  tell  us  that  a  billion  dollars 
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a  _year  of  new  capital  will  be  required  during  the  next  10  years  for 
extensions,  betterments,  and  new  equipment.  And  it  is  now  de- 
manded that  the  procurance  of  that  vast  investment,  to  the  exclu- 
sion of  other  capital  requirements  of  the  country,  shall  become  the 
chief  concern  of  a  statutory  commission  created  for  another  and 
antagonistic  purpose. 

Ivate  regulation  and  railroad  finance  are  incongruous  enterprises. 
While  the  one  is  a  governmental  duty  the  other  is  private  business. 
The  two  can  not  be  combined,  and  if  the  combination  be  attempted, 
confusion  Avill  result,  and  the  former  will  be  controlled  by  the  latter. 
The  fiscal  affairs  of  the  railroads  rival  or  exceed,  in  magnitude  those 
of  the  P^cderal  Government  in  normal  times.  Is  it  desirable  that 
bureaucracy  shall  go  so  far  as  is  now"  proposed?  Is  it  possible  for  the 
setting  up  of  an  iviperio  in  impcnum  to  be  seriously  contemplated? 

The  railroad  executives  and  hindered  interests  have  at  length 
grasped  a  new  idea  on  the  subject  of  regulation.  They  have  dis- 
covered that  safety  and  profit  will  consist  in  holding  fast  at  the 
finanC'al  end  with  a  minimum  of  worry,  the  Government,  meantime, 
assuming  a  maximum  of  responsibility  without  pecuniary  reward. 
They  have  been  slow  in  making  the  discovery,  but  having  made  it 
they  are  working  overtime  to  reduce  it  to  statutory  form.  Herein 
they  have  abruptly  reversed  their  attitude.  They  now  urge  that  the 
Governm.ent  regulate  intensively  and  comprehensively,  whereas  only 
a  few  years  ago  they  were  fighting  hard  against  any  limitations 
whatever  being  placed  on  their  control  and  management,  either  with 
I'espect  to  rates  or  service.  The  idea  then  of  consenting  to  such  pro- 
posals as  Government  control  of  security  issues,  consolidations,  and 
extensions  was  as  far  from  them  as  the  east  from  the  west. 

But  at  that  time  thev  were  not  so  sure  of  their  ability  to  regulate 
the  regidators.  The  ideal  and  normal  relation  and  situation  would 
be,  on  the  one  hand,  the  railroad  companies  honestly,  energetically, 
and  efficiently  manaa'ing  and  operating  the  roads,  each  line  or  S3^stem 
of  lines  in  competition  with  the  others;  on  the  other  hand  the  na- 
tion's rate  payers  jealously  guarding  their  own  interests,  the  com- 
mission standing  between  the  two  interests  in  a  protective  capacity, 
clothed  Avith  legal  authority  to  check  by  suitable  regulations  corpor- 
ate rapacity  and  creed  in  the  matter  of  rates  and  simultaneously  ex- 
acthig  reasonable  promptness  and  efficiency  of  service.  But  the 
executives  and  allies  now  urge  Congress  to  pass  laws  that  Avould 
revolutionize  all  this  and  weld  the  frazzled  and  troublesome  end  of 
corporate  finance  into  the  regulatory  power  of  the  commission,  leav- 
ing the  strong  sound  end  in  corporate  hands.  An  irresistible  com- 
])ulsion  is  to  be  generated  in  the  meeting  places  of  corporate  directors 
where  financial  demands  (now  euphoniously  riesignated  as  needs) 
are  to  be  formulated,  and  these  are  to  unerringly  and  expeditiously 
reach  every  freight  payer  and  ticket  buver  in  the  Nation,  payment 
enforceable  bv  imperative  mandate  of  the  commission,  the  commis- 
sion directed  by  positive  law  fixing  definite  standards  of  corporate 
income:  a  transportation  board  interposed  as  a  shock  absorber  be- 
tween the  cari'iers  and  the  commission. 

If  all  the  gold  and  silver  mines  in  the  world  were  in  one  small 
tract  of  land  owned  by  the  Government,  standing  sponsor  for  all  the 
people,  and  the  Congi-ess  were  asked  to  turn  the  whole  tract  over  to 
these  corporations  to  be  worked  at  the  Government's  expense,  perpet- 
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ually,  with  a  guaranteed  yield  to  the  corporations  of  so  many  hun- 
dred millions  per  annum,  the  proposal  would  not  be  half  so  objec- 
tionable from  a  popular  viewpoint  nor  half  so  alluring  from  the 
corporate  viewpoint  as  what  is  now  proposed.  And  the  one-sided 
iniquitous  program  has  been  urged  before  the  committees  of  Con- 
gress with  an  adroitness,  skill,  and  ability  never  surpassed  in  all  his- 
tory. Those  familiar  with  the  history  of  railroad  transportation 
under  the  regime  of  half-hearted  regulation  can  understand  the 
significance  of  each  step  in  the  process,  beginning  with  the  pre- 
regulatory  period  covering  the  collapse  and  total  failure  of  private 
management  in  1917,  down  to  the  present  juncture.  The  entire 
presentation  by  tlie  executives  and  allied  interests  comprises  a  vast 
amount  of  perversion,  sophistry,  and  hysteria.  In  one  great  effort 
the  difficulties  surrounding  the  carriers,  including  what  is  falsely 
asserted'to  have  been  unfriendly  interference  by  the  commission,  is 
vividly  portrayed,  and  in  another  great  effort  the  vital  need  of  more 
far-reacliing,  comprehensive,  and  intricate  regulation  is  set  forth. 

This  advance  to  new  ground  is  carefully  hedged  about  with  pro- 
visos which  reserve  to  the  carriers  all  that  is  of  value  in  the  business 
of  transportation.  One  of  the  reservations  is  that  the  initiation  of 
rates  shall  remain  with  the  carriers;  another  that  Congress  shall 
establish  fixed  net  returns  from  operation  based  on  standardized 
minimum  dividends. 

The  financial  outcome  of  stockholders  in  railroad  corporations  is 
now  a  matter  of  private  concern,  and  the  proposal  is  that  Congress 
shall  now  execute  and  deliver  a  mortgage  on  every  rate  payer  in  the 
Nation  to  the  end  that  the  risk  taken  by  these  stockholders  shall  be 
placed  on  the  rate  payers,  the  former  to  be  salvaged,  the  latter  to  be 
encumbered.  The  carriers  are  to  be  the  hunters,  equipped  with  guns 
and  ammunition;  the  transportation  board  is  to  aim  the  gun,  while 
the  commission  is  to  determine  just  how  much  blood  is  to  be  drawn 
to  satisfy  the  hunters  according  to  the  specification.  The  rate  payers 
are  the  game.  But  they  are  not  to  be  killed,  only  mangled  and  bled, 
because  they  are  to  be  bled  constantly. 

Properly  understood  and  fairly  considered  from  the  standpoint  of 
public  duty,  there  is  nothing  in  all  that  has  been  offered  and  heard 
that  is  worthy  to  be  rated  as  argument  for  legislation  to  build  up 
or  strengthen  railroad  credit.  Realizing  that  the  corporations  are 
nonsentient  legal  entities  and  that  managerial  salaries  are  not  endan- 
gered, the  proponents  fall  back  on  stockholding  interests.  Appeals 
for  sympathy  on  behalf  of  widoAved  and  orphaned  investors  are  made 
to  work  overtime.  But,  while  there  may  be  a  few  such  cases  of  hard- 
ship, the  fact  must  not  be  overlooked  that  any  such  losses  have  al- 
ready occurred  because  of  corporate  mismanagement,  and  not  because 
of  any  fault  attributable  to  the  Governm.ent  or  to  any  official  action 
whatever.  It  was  shown  not  long  ago  in  a  report  of  the  commission 
that  by  far  the  larger  percentage  of  real  investments  by  individuals 
were  in  the  bonds  and  not  in  the  stocks,  and  that  the  general  tend- 
ency was  for  the  stocks  to  be  gathered  into  strong  hands  for  specula- 
tive uses  and  for  purposes  of  control.  And  that  conclusion  is  amply 
confirmed  by  statements  made  to  the  committees  at  the  present  ses- 
sion. But  small  losses,  such  as  have  been  sugirested,  surelv  can  not 
suggest  or  change  the  whole  course  of  legislative  history.  If  such  is 
to  be  the  effect  of  considering  such  cases,  then  let  Congress  provide 
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some  form  of  relief  for  millions  of  other  widows  and  orphans  who 
have  not  the  advantage  of  owning  even  depreciated  raih'oad  stocks. 

It  conclusively  appears,  however,  in  the  hearings  of  the  House 
connnittee  that  nearly  all  numerous  investments  have  been  in  stocks 
of  the  financially  invulnerable  roads,  such  as  the  Pennsylvania,  the 
Burlington,  New  York  Central,  and  Union  Pacific,  and  that  such  in- 
vestments in  stocks  of  financially  weak  roads  are  negligible  in  num- 
ber and  trivial  in  amounts. 

The  corporate  reservations  are  expressed  in  circumlocutory,  decep- 
tive terms,  but  I  have  already  expressed  their  true  significance.  The 
imposition  upon  the  Federal  Government  of  the  promotion  (other- 
wise designated  regulation)  of  stock  and  bond  issues,  consolidations, 
and  extensions  is  an  essL-ntial  phase  of  the  program,  adroitly  pre- 
sented and  camouflaged  to  conceal  its  real  import.  To  the  proposal 
that  the  Government  shall  underwrite  net  profits,  the  corollary  propo- 
sition equally  objcctioiuible  constitutionally  and  economically  arises. 
Is  is  that,  if  the  Government,  drawing  requisitions  on  rate  payers, 
must  find  the  cash  for  the  carriers,  it  should  have  the  privilege  of 
controlling  the  uses  of  the  cash.  That  is  the  theory ;  but  in  practice, 
the  i^articipation  of  the  governmental  agency  would  be  similar  to  that 
of  a  clerk  using  a  rubber  stamp.  To  really  regulate  and  control 
security  issues  for  nearly  2,000  railroads  avouUI  be  no  more  feasible 
than  regulation  of  all  manufacturing,  or  all  agriculture,  or  the  tides 
of  the  seven  seas. 

AVith  all  dilution  and  false  coloring  boiled  out  to  get  the  substance 
of  Avhat  is  proposed,  we  see  the  four  basic  industries,  agriculture, 
mining,  manufacturing  and  fisheries  loft  to  shift  for  themselves,'  and 
transportation,  which,  however  essential,  is  not  basic,  set  up  over  all 
with  a  mortgage  on  everything  and  everybody,  the  rate  of  interest 
above  the  average  and  nornuil,  the  Government  acting  as  trustee  with- 
out pecuniary  or  other  reward.  The  deed  to  be  signed,  sealed,  and 
delivered  will  be  based  on  no  obligation,  legal  or  moral.  Not  only 
so,  but  the  people  are,  by  act  of  Congress,  to  become  guarantors  of  the 
solvency  of  the  carriers  and  of  enough  business  at  the  established 
rates  to  meet  stipulated  interest  and  standardized  dividends. 

The  rcsponsbility  and  risk  to  be  thus  cast  on  the  Government 
would  be  no  greater  with  Government  ownership;  the  investiture  of 
labor  and  expense  nuich  less.  And  there  is  the  further  forceful  objec- 
tion that  such  a  present  disposal  of  the  railroad  question  would  fore- 
stall, or  at  any  rate  erect  a  formidable  barrier  against.  Government 
ownership,  in  case  the  existing  widespread  and  persistent  demand  for 
it  should  finally  prevail.  The  existence  of  such  a  demand  and  its 
growth  day  by  da}^  are  realized  and  clearly  foreseen  by  the  pro.- 
ponents  of  this  revolutionarj'  and  ruinous  legislation;  and  this  ac- 
counts for  the  colossal  effort,  careful  planning,  preparing  and  present- 
ing by  the  railroad  and  allied  interests. 

For  several  decades,  railroad  securities  have  been  the  backbone  an<^ 
mainstay  of  stock-market  speculation,  and  to-day  they  lead  the  mar- 
ket. They  are  the  principal  securities  dealt  in,  and  transactions  in 
railroad  stocks  and  bonds  elsewhere  than  in  Wall  Street  are  negli- 
gible, both  in  number  and  amount.  The  provisions  for  "  regulation  " 
of  bond  and  stock  issues  are,  to  the  interests  supporting  them,  more 
highly  valued  than  all  other  fenture":!  of  the  program.  If  they  put 
this  over  alone,  along  with  the  corelated  provisions  for  standardized 
profits,  the  decisive  campaign  will  have  been  won  for  big  business  and 
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lost  for  tlii'  people.  Such  legislation  means  the  linking  together 
of  rate  regulation  and  Wall  Street  financing  of  railroad  securities  in 
such  form  that  the  rates  will  1)8  absolutely  controlled  by  the  financial 
demands  (portrayed  before  the  committees  as  vital  needs)  of  the 
railroads,  and  the  action  and  attitude  of  the  commission,  collectively, 
and  of  each  commissioner  individually,  will  be  an  element  in  each 
transaction  in  the  stock  and  bond  market. 

The  provisions  for  the  "  regulation"  of  securities  are  by  the  pro- 
ponents of  this  legislation  made  to  nicely  dovetail  with  the  provi- 
sions giving  the  commission  control  of  extensions,  consolidations, 
and  pooling  of  operating  income,  in  certain  instances;  also  with  those 
establishing  stanchirdized  incomes  for  carriers.  In  short,  if  this 
authorization  be  given  the  commission,  it  might  economically  leave 
Washington  and  set  up  in  Wall  Street,  or  the  Wall  Street  bankers 
and  brokers  might  very  conveniently  and  with  more  than  a  mere 
show  of  propriety  take  office  room  with  the  commissi(mers  in  AVash- 
ington.  The  question  of  wliy  some  of  the  commissioners,  so  adverse 
to  assuming  the  function  of  initiating  rates  or  dealing  with  wage 
questions,  are,  and  liave  been  for  years,  urging  before  committees  the 
supposed  advantages  of  having  this  much  more  difficult  or  impossi- 
ble task  thrust  upon  them,  I  shall  not  attempt  to  answer. 

It  is  true  that  the  bills  embodying  the  proposal  do  not  provide 
exprass  guaranties  of  values  for  the  securities,  nor  do  they  expressly 
obligate  the  Government  because  of  the  official  acts  of  the  commis- 
sion. But  it  requires  no  financial  seer  to  see  that  what  the  bills  re- 
quire the  commission  to  do,  leading  uj)  to  the  final  act  of  appro\  al  in 
each  instance,  as  set  forth,  would  convey  to  the  mind  of  anyone  con- 
templating a  purchase  of  such  securities  an  implication  of  value  so 
strong  as  to  morally  commit  the  Government  to  put  forth  its  utmost 
power  in  sustaining  market  values,  after  investments  therein  were 
made.  And  this  would  be  true  whether  approvals  were  upon  tlior- 
ough  investigation  or  merely  perfunctory.  A  railroad  company 
before  making  an  issue  must,  according  to  all  the  bills,  substantially 
present  applications  setting  forth  the  facts  specified  under  oath,  and 
the  commission  is  required  to  approve  or  disapprove  after  investi- 

All  issues  of  securities  without  the  commi3sion.'s  approval  are  to 
be  void  by  the  provisions  of  the  bills.  I  can  not  here  set  forth  all 
the  provisions,  but  they  are  so  specific  that  an  intending  investor, 
reading  them  and  having  evidence  of  the  commission's  O.  K.  laid 
before  him  by  a  stock  or  bond  salesman,  w^ould  be  very  strongly  im- 
pressed with  respect  to  legitimacy,  security,  and  value.  An<l  thus 
the  sanction,  authority,  and  seal  of  the  Government  will  be  farmed 
out  to  this  one  special  line  of  business  and  used  by  it  in  floating  the 
securities  of  private  corporations,  carrying  standardized  high -rate 
dividends  or  interest,  whereby  the  negotiation  and  sale  of  all  other 
corporate  securities  and  credits  will  be  rendered  very  difficult.  The 
operation  of  such  legislation  will  be,  in  effect,  the  same  as  a  new 
coinage  act  authorizing  gold  and  silver  dollars  to  contain  less  metal 
than  is  now  required  by  law.  Such  dollars  would  perform  their 
functions  as  currency  just  as  well  as  those  now  in  use.  As  in  the 
case  of  the  dollars,  the  stamp  and  seal  of  the  Government  will  of  its 
own  force  constitute  negotiable  value.  Such  result  is  contemplated 
and  is  the  avowed  purpose  of  the  railroad  interests  in  urging  this 
legislation.     The  necessity  for  strengthening  railroad  credit  in  the 
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I 
money  markets  is  elaborately  set  forth  and  exagg:erated.  as  if  that 
were  the  one  and  only  reconstructive  measure  requiring  to  be  taken 
up  by  Congress  and  acted  on. 

There  remains  to  be  mentioned  still  another  effect  of  such  legisla- 
tion, the  grave  importance  of  which  must  not  be  overlooked.  Al- 
though I  insist  that  the  marketable  price  of  stocks  is  not  an  element 
to  be  considered  in  the  valuation  of  railroad  property  for  rate- 
fixing  purposes,  I  note  that  the  legal  exponents  of  the  railroad  inter- 
ests hold  contrary  views;  and  in  support  of  their  views  there  aro 
judicial  dicta.  That  being  the  case,  we  discern  another  reason  for 
the  strenuous  effort  to  have  the  sale  and  investment  values  of  stocks 
inflated  by  act  of  Congress.  It  would  not  only  enhance  rates,  but 
would  enable  the  railroad  companies  to  extort  higher  standards  of 
compensation  in  case  roads  should  be  taken  over  to  be  owned  by  the 
Government. 

And,  back  of  all  this,  there  is  no  impelling  desire  to  improve  rail- 
road service  or  extend  or  enlarge  transportation  facilities.  All  know 
that  hundreds  of  great  fortunes  have  been  accumulated  in  this  coun- 
try by  the  manipulation  of  railroad  securities  in  speculative  drives 
for  which  the  acquisition  of  the  securities  was  preparatory.  With 
this  legislation  on  the  statute  books  control  will  be  vastly  more  ad- 
vantageous in  speculative  schemes,  because  of  the  opportunity  af- 
forded for  advance  information  pertaining  to  official  action,  in  the 
taking  of  which  Government  officials  must  necessarily  deal  with  rail- 
road officials.  It  will  be  noted  in  the  hearings  that  one  of  the  argu- 
ments advanced  for  establishing  a  transportation  board  is  the  reluc- 
tance of  the  railroad  officials  to  lay  bare  financial  conditions  publicly 
before  the  commission.  Hence  the  interposition  of  the  board  as  a 
"buffer"  or  "shock  absorber,"  as  the  railroad  attorneys  express  it. 
A  blind  man  can  almost  see  the  opportunity  afforded  by  this  scheme 
for  intrigue  and  speculation  on  superior  knowledge  and  advance  in- 
formation. 

The  banking  interests  favor  official  supervision  and  control  of 
security  issues  avowedly  because  of  its  steadying  effect  on  market 
values.  As  is  well  known,  after  the  demand  for  mortgage  loans, 
commercial  discounts,  etc.,  are  satisfied,  there  always  remains  on 
hand  in  the  banks*  large  surpluses,  that,  without  a  system  of  lending 
these  surpluses  on  call  profits  in  the  form  of  call-loan  interest, 
would  be  lost,  and  that  railroad  securities  have  been  mainly  relied  on 
and  demanded  as  collateral  on  which  these  loans  were  made.  But 
folloAving  the  exposures  of  iniquitous  corporate  management  and 
collapse  of  corporate  management  there  has  been  a  marked  tendency 
to  exact  wider  margins  and  carefully  scrutinize  such  collaterals. 
And  it  is  not  so  well  known,  hut  ought  to  be,  that  interests  other  than 
those  of  bankers  and  railroads  are  not  helped,  but  rather  injured,  by 
a  healthy  demand  for  money  on  call,  met  by  an  abundant  supply  of 
call -loan  money.  When  that  condition  is  found,  bankers  and  other 
large  lenders  prefer  to  keep  their  reserves  and  surpluses  on  deposit 
in  New  York,  where  it  can  be  made  available  on  short  notice  and 
still  earn  interest  in  the  call-loan  market,  to  either  lending  it  out  for 
definite  periods  or  allowing  it  to  lie  idle  in  their  own  vaults.  This 
accounts  for  the  prevailing  high  rates  of  interest  and  difficulty  of 
securing  loans  on  mortgage  security  throughout  the  country.  This 
accounts,  in  part  at  least,  for  the  concentration  of  money  power  in 
a  single  center  and  in  a  few  strong  hands. 
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A  striking  inequality  and  social  injustice  much  complained  of  by 
the  agricultural  class  is  the  great  disparity  between  the  farmer  and 
the  speculator  in  the  rates  of  interest  charged  for  loans.  If  Sen- 
ators and  Representatives  intend  to  i^romote,  aggravate,  and  per- 
petuate this  indefensible  discrimination,  they  will  thoroughly  suc- 
ceed by  enacting  legislation  which  renders  more  attractive  investment 
in  railroad  securities  in  the  forms  thus  proposed  by  the  railroad  and 
banking  interests. 

The  inevitable  result  and  immediate  effect  of  such  legislation 
would  be  the  bridging  of  the  gap  between  the  present  market  values 
of  railroad  securities  and  advanced  fiat  values,  with  real  dollars  to 
be  drawn  from  productive  industry.  This  is  obvious.  Nor  has  any 
sound  reasoning  of  justice  or  expediency  been  advanced  in  its  justi- 
fication. 

Back  of  and  constituting  the  main  incentive  for  the  organized 
drive  for  this  legislation  is  something  in  the  minds  of  its  cunningly 
wise  proponents,  but  not,  I  fear,  in  many  other  minds.  It  is  of  far- 
reaching  importance.  A  fallacious  principle  or  doctrine  has  been 
sedulously  nurtured  and  cultivated  until  it  has  found  acceptance,  has 
produced  conviction  in  many  minds,  and  has  even  found  expression 
in  the  writings  of  a  few  judges  and  Interstate  Commerce  Commis- 
sioners. It  pertains  to  this  matter  of  valuation,  and  is,  in  substance, 
that  valuation  shall  be  the  starting  point  in  the  consideration  of 
rates;  whereas,  in  justice  and  according  to  well-settled  judicial  au- 
thority, the  valuation  is  merely  a  Aveapon  in  the  hands  of  the  owner 
of  the  i3ublic  utility  for  his  ])rotection  when  threatened  with  confis- 
cation of  his  investments.  But  assuming  that  the  new-fangled  view 
of  valuation  can  still  be  worked  to  their  advantage,  the  proponents 
realize,  even  if  others  do  not,  that  the  mere  enactment  of  the  proposed 
legislation  would  automatically,  of  its  own  force  and  effect,  add  bil- 
lions of  dollars  in  the  aggregate  to  railroad  valuations.  And  carry- 
ing it  out  in  rate  adjustments  afterwards  the  inflated  valuations  will 
be  used  effectively  to  support  demands  for  progressive  increases  of 
rates. 

While  I  can  not  atthispoint  enter  upon  the  subject  of  reprehensible 
railroad  financing,  I  will  suggest  that  much  on  the  subject  appears 
in  the  hearings,  and  can  be  elsewhere  found.  But  that  there  has  been 
enormous  pyramiding  or  duplicating,  by  which  one  dollar  of  invest- 
ment was  made  to  count  two  dollars  in  the  capitalizing  account,  can 
not  be  successfully  disputed.  Another  fact  is  also  beyond  dispute. 
Capitalization  or  book  investment  accounts  have  grown  out  of  all 
proportion  to  growth  of  population  and  wealth.  Is  it  possible  that 
Senators  and  Representatives  do  not  see  to  what  a  practice  of  adopt- 
ing valuation  ns  a  basis  and  a  standardized,  or  any,  constant  profit 
as  a  rule  or  guide  in  rate  making  would  lead? 

The  clamorous,  wide-flung,  and  strenuous  cry  that  the  railroad 
situation  is  desperate  or  critical  has  very  slight  basis  in  fact. 

It  is  true  that  the  producing  and  real  rate-paying  interests  of  the 
country  have  been  slow,  even  negligent,  in  seeking  opportunities  to 
be  heard  before  the  committees  of  Congress;  but  that  affords  no 
excuse  for  their  Senators  and  Representatives  who  they  have  the 
right  to  assume  fully  understand  the  situation.  And,  realizing  them- 
selves the  predominating  element  of  delusion,  deception,  and  sheer 
bluff  in  the  vast,  all-embracing  presentation  of  the  special  interests, 


2874       RETURN   OF   THE  RAILROADS   TO   PRIVATE   OWNERSHIP. 

they  assume  that  Senators  and  Representatives  are  even  better  quali- 
fied than  their  constituents  and  will  also  more  sensibly  realize  and 
fully  understand  the  situation. 

I  have  dwelt  on  this  branch  of  the  subject  more  at  length  than 
might  be  thought  necessary,  in  view  of  my  preceding  objection,  which 
I  consider  well  taken,  that  the  power  over  interstate  connnerce  does 
not  extend  to  the  regulation  of  stock  and  bond  issues.  But  so  far 
as  I  have  seen,  that  point  has  not  been  previously  discussed  in  the 
hearings  of  the  present  session.  The  question  of  the  necessity  or 
propriety  of  a  stock  or  bond  issue  has  no  direct  relation  to  the  ques- 
tion of  just  and  reasonable  rates. 

There  has  been  much  glib  talk  and  loose  writing  about  Federal 
incorporation  and  reincorporation  as  a  means  of  improving  the  legal 
situation  of  the  railroads  and  facilitating  the  regulation  of  their 
interstate  activities.  All  of  which  is  idle  and  futile,  in  so  far  as  it 
concerns  any  existing  corporations,  whether  created  by  State  or  Fed- 
eral authority,  except  that  in  the  case  of  an  existing  Federal  corpora- 
tion, if  the  charter  contains  suitable  reservations  of  power  to  amend, 
a  somewhat  different  rule  would  apply.  To  assign  my  reasons  for 
thus  commenting  on  the  subject  of  Federal  incorporation  would 
merely  be  a  repetition  in  slightly  different  form  of  what  I  have 
a;lready  stated  concerning  some  of  the  other  proposals.  This,  of 
course,  is  not  to  question  the  power  of  Congress  to  create  corporations 
as  agencies  for  the  legitimate  exercise  of  its  vested  powers.  But  a 
corporation  hereafter  created  by  Federal  authority  is  as  distinct  and 
separate  an  entity  and  could  have  no  more  right  to  or  interest  in 
affairs  or  property  of  a  preexisting  corporation,  without  the  consent 
of  the  State  creating  it,  of  the  corporations  concerned,  and  of  every 
stockholder,  than  if  it  were  ]Droposed  to  constitute  one  of  the 
Canadian  Provinces  a  State  of  the  Union. 

Another  plan  has  been  presented  comprising  the  dividend- 
distributing  phase  of  the  Plumb  plan.  The  proponents  have  not  dis- 
covered, at  any  rate  have  not  presented,  any  alternative  to  uniform 
rates  applicable  alike  to  all  lines  performing  the  same  service.  But, 
seeing  the  nonaccept ability  by  the  brotherhood  chiefs  of  any  plan 
which  does  not  throw  the  earnings  of  all  the  roads,  the  strong  and 
weak,  into  a  common  fund  so  as  to  be  sure  there  will  be  profits  out 
"of  which  bonuses  can  be  paid,  they  provide  an  official  superstructure 
never  suggested  from  any  other  source.  There  are,  according  to  their 
specification,  to  be  created  and  interposed  regional  corporations,  and 
we  are  to  have  as  many  Interstate  Commerce  Commissions  as  there 
are  regions,  the  commissioners  to  be  directors  of  these  corporations. 
As  if  the  transportation  business  were  not  sufficiently  complicated 
already,  they  would  thus  further  complicate  it,  by  multiplying  regu- 
latory boards,  endless  red  tape,  officialism,  circumlocution,  and  vast 
waste  of  revenues.  The  public  demands  simplicity  and  economy. 
All  beyond  legitimate  expense  should  conduce  to  a  reduction  of  rates. 

Equally  idle  and  impracticable,  physically  and  legally,  are  all  the 
plans  for  compulsory  reorganizations  of  corporate  structures,  either 
with  or  without  Federal  incorporation.  Only  a  little  attention  to 
corporate  and  constitutional  law  is  needed  to  show  that  all  such 
plans  may  be  safely  dismissed  from  our  minds.  These  railroad 
companies,  internally,  in  legal  relation  to  the  State,  and  with  respect 
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to  contractiiral  rights  and  o^^nership  of  property,  are  private  cor- 
porations, and  it  would  not  change  their  characters  as  such,  even  if 
it  were  possible,  to  change  them  from  State  to  Federal  corporations 
with  a  view  to  taking  over  their  businesses.  Either  would  involve 
the  untangling  and  rearrangement  of  many  corporate  and  con- 
tractural  relations,  not  one  of  which  could  be  accomplished  without 
the  consent  of  stockholders,  bondholders,  and  contract  holders. 
Many  decisions  could  be  cited  to  the  effect  that  we  can  not  impair 
the  obligation  of  a  contract.  This  is  the  first  time,  however,  that 
it  was  proposed  to  impose  the  will  of  Congress  on  individuals  and 
corporations  to  the  extent  of  coercing  them  to  create  corporations 
and  enter  into  new  contractural  relations.    It  can  not  be  done. 

A  flat  rate  of  return  of  6  per  cent  by  stipulation  or  law  is  another 
impossibility.  At  any  rate,  no  basis  for  applying  any  such  fixed 
standard  could  be  found.  The  rule  already  recognized  by  the  com- 
mission and  Supreme  Court  should  be  allowed  to  operate  until  there 
is  a  final  disposal  of  the  railroad  issue.  The  rule  as  finally  given 
effect  by  the  court  in  the  Minnesota  rate  cases  is  that  the  rates  must 
be  such  as  will  allow  the  property  to  be  successfully  operated  and 
kept  up  to  modern  standards  and  a  net  return  to  the  owners,  based 
on  the  valuation  of  the  property,  with  due  consideration  of  its  nature 
and  uses.  The  court  did  not,  as  has  been  stated,  recognize  7  per  cent 
or  any  other  per  cent  as  a  proper  general  measure,  but  held  in  the 
case  of  one  of  the  carriers  involved,  that  in  view  of  all  the  circum- 
stances of  that  case,  7  per  cent  was  not  unreasonable.  The  courts 
have  said  that  in  order  to  determine  what  the  net  return  shall  be, 
the  value  of  the  property  must  be  ascertained.  They  have  never 
held  that  the  capitalization  or  sum  total  of  the  investment,  or  cost 
of  reproduction,  or  the  market  value  of  the  property,  or  of  the  stocks 
and  bonds,  either  alone  or  all  together  was  conclusive,  but  have 
merely  stated  that  any  or  all  these  matters  should  be  considered,  if 
such  consideration  would  aid  in  arriving  at  a  just  valuation. 

The  Supreme  Court  refutes  and  repudiates  the  doctrine  that  any 
hard-and-fast  rule  can  be  applied,  or  that  there  is  any  such  rule,  in 
the  ascertainment  of  the  value  of  the  property  of  any  railroad  as  a 
going  concern.  The  conclusions  of  appraisers  must  not  have  been 
reached  capriciously,  but  upon  due  consideration  of  all  facts  and 
circumstances  affecting  values.  But,  from  the  nature  of  the  case,  the 
conclusions  can  not  be  mathematically  provable.  In  the  conclusion 
arrived  at  in  any  such  case  is  a  dominating  discretion,  and  where 
the  above-mentioned  conditions  have  been  met  by  the  appraisers, 
their  findings  will  not  be  disturbed  by  the  courts. 

The  valuation  act  of  1913  directs  the  doing  of  a  vast  amount  of 
work  by  the  commission,  the  results  of  which  can  not  be  of  any 
permanent  value.  Of  what  utility  is  a  mass  of  details  concerning 
what  money  was  invested  in  rights  of  way,  the  values  of  which  have 
been  vastly  enhanced  by  settlement  and  cultivation  of  adjacent  lands, 
the  growth  of  villages  into  towns  and  of  towns  into  cities?  How  does 
it  help  the  determination  of  the  present  value  of  a  going  concern  to 
learn  that  in  years  past  millions  were  spent  in  equipment  long  ago 
relegated  to  the  junk  pile?  What  relevancy  to  present  value  to 
learn  that  years  ago  the  directors,  in  a  spirit  of  optimism,  prema- 
turely disbursed  in  dividends  funds  needed  for  improvements,  bet- 
terments, and  extensions?  And  how  does  the  fact  that  former  man- 
agers abused  their  trust  and  used  their  power  for  self-enrichment 
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affect  the  question  of  present  values?  And  if  a  railroad  has  been 
built  up  to  a  high  degree  of  efficiency,  so  that  it  is  able  to  serve  ten 
times  as  many  shippers  and  passengers  as  before,  out  of  current 
earnings  from  the  business  transacted,  rather  than  from  money  ad- 
vanced by  the  stockholders,  we  shoulcl  before  we  attempt  to  reduce 
valuation  because  of  that  fact  reflect  that  nearly  all  successful  busi- 
ness establishments  have  been  built  up  in  that  way.  Shall  we  delve 
into  stock-market  records,  old  or  new  ?  The  quotations  in  the  stock 
market  reflect  the  opinions  of  traders,  usually  not  facts  nor  values. 
Moreover,  a  share  in  such  a  corporation  does  not  represent  owner- 
ship and  has  no  inherent  value.  The  legal  title  to  the  property  is  in 
the  corporation,  and  where  the  property  is  mortgaged,  as  are  most 
railroad  properties,  the  share  is  merely  evidence  of  the  ownership  of 
an  equity.  What,  then,  are  the  dependable  rules  for  valuation? 
The  answer  is  that  there  are  none.  Some  of  the  matters  before 
mentioned  are  entitled  to  consideration,  but  only  as  evidence.  Not 
one  of  them  is  determinative.  And  after  all  elements  are  considered, 
the  terms  in  which  a  final  valuation  are  made  merely  express  an 
opinion. 

And  now,  though  it  may  be  thought  a  bold  statement,  and  de- 
spite the  dicta  of  courts,  statesmen,  and  publicists,  I  dare  say  that 
no  valuation  that  the  highest  intelligence  can  arrive  at  and  enun- 
ciate can  often,  if  ever,  serve  as  a  dominating  element  in  the  prob- 
lem of  rates.  How  could  we,  on  any  such  basis,  fix  rates  on  the 
value  of  a  railroad  that  seldom  pays  n  dividend  and  is  constantly 
gravitating  to  a  receivership?  On  the  other  hand,  how  could  we 
value  the  strategetical  advantages  which  some  of  the  great  lines 
have  acquired  in  the  way  of  terminals  in  the  great  cities  and  rights 
of  way  through  narrow  valleys  and  mountain  gaps?  Who,  for 
instance,  would  be  prepared  to  question  a  valuation  however  high 
on  the  terminals  of  the  Pennsylvania  and  New  York  Central  Lines, 
in  New  York  City,  or  the  Illinois  Central  and  NortliAvestern  in 
Chicago,  or  the  Southern  Pacific  on  the  Oakland  water  front?  And 
the  passes  along  rivers  running  in  contracted  valle^'^s,  and  in  gorges, 
are  so  exclusively  occupied  by  these  and  others  that  no  effective 
competition  is  possible.  A  rival  line  in  some  instances  would  have 
to  make  a  detour  of  hundreds  of  miles  in  order  to  reach  the  same 
terminals.  Any  great  values  that  anyone  might  name  for  these  al- 
most imperial  rights  and  privileges,  comprising  monopolies  of  safe 
profitable  business  of  great  and  rapidly  expanding  commerce,  could 
be  easily  defended.  And  unless  governmental  relations  are  revolu- 
tionized, they  will  continue  through  all  future  years,  decades,  and 
centuries. 

Have  the  proponents  of  a  percentage  guarantee,  based  on  values 
by  contract  pursuant  to  act  of  Congress,  found  any  way  in  Avhich 
they  legall}^  I  will  not  say  fairly,  can  pull  down  such  values,  or  pull 
up  the  values  of  practically  worthless  lines?  So  far  as  I  know  they 
have  made  no  attempt  to  do  so. 

The  commission  has  spent  $15,000,000,  under  the  authority  con- 
ferred by  the  valuation  act  of  1913,  and  has  arrived  at  some  sort  of 
conclusion  as  to  the  values  of  five  relatively  short  and  relatively 
unimportant  roads  and  their  branches,  altogether  about  2,000  miles. 
And  they  have  been  engaged  in  it  four  years.  Now,  supposing  the 
commission  can  make  the  same  rate  of  progress  with  longer  and  more 
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complex  systems,  which  is  a  violent  presumption,  and  accepting 
their  figures  on  total  mileage,  that  is  to  say  about  260,000  miles,  it 
will  require  four  times  130  years  to  complete  the  valuations,  that 
is  to  sa}^  520  years,  and  will  cost  enough  before  valuations  are  com- 
pleted to  pay' for  the  roads  as  they  now  stand,  at  the  highest  prices 
ever  named  for  them.  And,  if  anyone  can  tell  me,  I  would  like  to 
learn,  what  use  can  be  made  at  its  completion  in  the  year  2520,  of 
A  valuation  made  now,  or  even  of  one  made  in  any  of  the  inter- 
vening centuries?  None  of  the  great  railroads  could  be  even  ap- 
proximately valued  according  to  any  fixed  rule.  In  fact,  the  val- 
uation basis  would  defeat  the  purpose  in  view  of  those  who  demand 
that  valuations  be  made.  A  fair  valuation  basis  would  require  a 
reduction  of  rates  on  the  profitless  lines  and  a  considerable  increase 
on  the  others.  But  an  increase  for  the  others,  because  of  the  ever- 
present  menace  of  competition,  would  do  them  no  good  in  the 
absence  of  a  general  increase.  When  all  that  can  be  is  said  and 
done  the  decision  of  what  is  a  just  and  reasonable  rate  is  the  expres- 
sion of  an  opinion. 

As  we  stand  to-day  and  look  at  the  railroad  problem,  we  see  two 
certainties.  We  see  the  expenditure  of  additional  hundreds  of 
millions  raised  by  taxation,  and  dissatisfaction  of  some  of  the  in- 
terests affected,  with  any  decision  which  Congress  can  at  present 
reach.  Something  must,  however,  be  done  and,  of  course,  will  be 
done  soon,  because,  bjvno  possibility  can  we  dispense  with  the  effi-" 
cient  use  of  railroads,  or  leave  their  control  and  operation  in  the 
hands  of  politicians  and  labor  unions.  It  will  be  many  years  before 
the  relations  of  the  Federal  Government  to  the  railroads  are  per- 
manently settled.  Pending  that  settlement  they  will  be  operated  by 
present  owners  to  whom  Avill  be  advanced,  as  temporary  loans,  large 
sums  with  which  to  put  them  and  keep  them  in  condition  to  meet 
the  increased  and  constantly  increasing  demands  upon  them.  It  is 
<3bvious  that  to  go  back  to  prewar  conditions  would  mean  losses 
greatly  exceeding  the  temporary  financial  aid  required,  even  if  the 
sums  to  be  advanced  should  never  be  repaid.  In  1915.  according 
to  a  survey  by  the  Department  of  Agriculture,  officially  reported, 
the  total  yield  of  agriculture  and  its  allied  industries,  horticulture 
and  animal  production,  aggregated  19  billions  of  dollars.  Of  this 
aggregate,  only  12  billions  was  marketed,  2  billions  was  consumed 
at  points  of  production,  while  5  billions  was  a  total  loss  to  pro- 
ducers for  lack  of  transportation.  So  even  if  w^e  leave  unmen- 
tioned  other  and  incidental  losses,  it  would  be  to  the  common  in- 
terest, and  especially  to  the  interest  of  those  in  rural  occupations, 
to  hnve  reasonably  necessary  aid,  in  the  form  of  temporary  loans, 
amply  secured,  extended  to  the  railroads.  Postponement  and  delay 
retards  business  and  inflicts  incidental  losses  that  are  beyond  com- 
putation. It  maj^  be  an  unpleasant  duty,  but  in  its  essence  it  is  a 
duty  to  ourselves.  It  is  a  foolish  landlord  that  refuses  to  prop  up 
his  house  and  avoid  its  ruin  merely  because  he  doesn't  like  the 
tenant. 

Some  of  the  practices  and  regulations  established  by  the  Gov- 
ernment which  have  been  demonstrated  to  be  economical  and  bene- 
ficial are  undoubtedly  adaptable  to  private  operation,  and  Senators 
and  Representatives  can  be  depended  upon  to  properly  appreciate 
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them.  These  pei'tain  to  car  distribution  and  return,  common  use 
of  terminal  facilities,  and  traffic  diversion.  In  order  that  the  benefits 
of  valuable  experience  shall  not  be  lost,  it  would  be  advisable  to 
provide  by  law  that  the  railroad  companies  may  create  a  joint 
transportation  board,  reserving  for  shippers  and  carrier  members 
the  right  of  appeal  to  the  commission  from  the  board's  acts  and 
rulings.  Instead  of  an  appeal  to  the  commission,  some  other  plan  of 
official  supervision  could  be  provided. 

The  various  plans  proposed  have  developed  antagonistic  views 
which  can  not  be  ultimately  without  setted  consumption  of  much 
time.  The  crop  movements  of  the  present  year  are  near  at  hand,  and 
unless  the  railroads  can  be  kept  running  full  time  and  with  reasonable 
efficiency,  a  very  serious  situation  for  every  interest,  and  especially 
for  agricultural  producers,  may  be  looked  for. 

If  Congress  were,  in  taking  action  on  the  situation,  to  limit  that 
action  to  strict  justice,  it  would  do  no  more  than  repeal  the  Federal 
control  act,  pay  all  arrears  of  rental,  as  stipulated,  require  security 
for  the  hundreds  of  millions  expended  by  the  Government  in  new 
equipment,  betterments,  and  new  road  building,  and  allow  the  roads 
to  automatically  revert  to  the  owners,  to  proceed  with  private 
operation  under  the  Interstate  Commerce  Act,  suitably  amended  to 
meet  change  of  circumstances.  That  would  really  be  more  than  the 
owners  could  demand.  But  immediate  public  necessity  is  a  prac- 
tical and  not  mereh'  a  theoretical  matter.  Any  advances  of  public 
moneys  to  be  made,  however,  should  take  the  form  of  temporary 
loans,  and  ample  security  should  be  required.  There  is  no  reason  why 
business  principles  and  practices  should  not  be  observed.  If  any 
company  can  not  provide  ample  security  and  can  not  work  out 
its  own  salvation,  it  should  be  allowed  to  go  through  the  process  of 
liquidation  and  reorganization.  If  the  amendment  to  section  13  of 
the  Interstate  Commerce  Act  proposed  in  the  appended  bill  were 
made,  the  new  power  thus  conferred  could  be  exercised  to  increase 
both  the  gross  and  net  returns  from  operation  without  detriment 
to  any  public  interest.  That  would  allow  the  making  of  special 
increases  of  local  interstate  rates  where  there  is  no  competition, 
and  of  many  rates  generally,  without  perceptible  if  any  increases 
in  retail  prices.  It  is  estimated  that  8,000  articles  and  commodities 
are  carried  in  interstate  commerce.  There  are  probably  500  of 
these  upon  which  rates  could  be  raised  without  giving  rise  to  com- 
plaint from  any  source.  For  instance,  fancy  headwear  and  fo'otwear 
and  patented  specialties.  On  the  other  hand  there  are  undoubtedly 
many  reductions  of  rates  that  could  be  made  on  articles  and  commod- 
ities, without  loss  but  rather  with  gains,  in  the  income  accounts  of 
the  carriers ;  for  instance,  on  timber  and  timber  products,  and  staple 
products  of  the  farm,  ranch,  garden,  and  orchard. 

The  preceding  proposals  must  not  be  understood  as  the  sug- 
gestion of  a  fixed  policy  or  controlling  principle.  The  situation 
resembles  somewhat  that  brought  about  when,  unexpectedly  and 
with  inadequate  preparation,  the  Nation  plunged  into  the  recent  war. 
Many  things  had  to  be  done  hurriedly,  crudely,  and  wastefully. 
With  almost  equal  suddenness,  and,  according  to  my  belief,  with 
short-sightedness,  the  die  has  been  cast  in  favor  of  an  early  return 
of  the  railroads  to  present  owners.  It  is  one  of  those  exceptional 
occasions   when   legislation   of   apparently   makeshift   character   is 
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justifiable;  when,  indeed,  no  other  kind  could  be  justified,  because 
there  is  not  sufficient  time  for  it. 

I  say  this  because  any  permanent  settlement  will  ultimately  take 
the  form  either  of  Government  ownership  or  commitment  of  the  Gov- 
ernment to  the  most  vicious  form  of  paternalism.  Self-interest 
has  blinded  the  best  informed  and  most  plausible  exponents  who 
have  thus  far  appeared  before  the  committees.  Attention  has  been 
painfully  fixed  upon  the  supposed  present  needs  of  the  railroads, 
and  comparatively  recent  history  has  been,  for  the  most  part,  com- 
pletely ignored. 

When  Congress  is  asked  to  radically  change  the  relations  be- 
tween the  people  and  their  transportation  agencies  no  proper  intel- 
ligent measure  can  be  framed  without  a  careful  reference  to  and 
consideration  of  the  legislative  history  of  the  last  32  years.  Regu- 
lation during  that  period  has  been  ineffective,  indeed  almost  farcical. 
And  yet  it  was  especially  during  the  10  years  immediately  pre- 
ceding our  entry  into  the  recent  war  about  all  that  could  be  reason- 
ablly  expected  when  the  statutory  and  physical  situations  are  duly 
considered. 

Even  the  best  statutory  enactments  the  best  statemanship  could 
have  devised  could  not  have  averted  the  catastrophe  which  over- 
took private  ownership  and  management  in  1917 ;  and  I  intend  by 
the  following  historical  recital  to  show  how  fallacious  views  of 
proper  relations  between  the  railroads  and  the  Government  have 
arisen  and  been  promoted. 

That  intolerable  railroad  abuses  were  practiced  prior  to  1887  is 
known  personally  to  many  and  stands  irrefutably  proven  of  record. 
Nevertheless,  the  interstate-commerce  act  of  that  year,  so  far  from 
being  vindicative,  lacked  a  great  deal  of  being  even  effectively  de- 
fensive or  protective  of  public  interests.  The  period  beginning  with 
1905  is  of  so  much  greater  importance  than  the  prior  period  that, 
without  loss,  we  need  only  thus  incidentally  refer  to  it.  What  then 
has  been  conditions  and  tendencies  since  the  much  advertised  amend- 
ments of  1906,  made  by  the  enactment  based  on  the  Hepburn  bill? 

The  merits  of  Government  ownership,  admitting  a  belief  that  it 
has  merits,  I  shall  not  now  plead.  What  follows  is  due  to  a  determina- 
tion to  prevent,  if  possible,  any  commitment  of  the  Government  in 
any  way  that  might  obstruct  hereafter  a  just  and  permanent  settle- 
ment under  which  the  people  can  live  and  prosper.  If  it  amounts, 
indirectly,  to  a  plea  for  Government  ownership,  what  I  am  now 
advancing  would  none  the  less  be  entitled  to  unbiased  consideration. 

One  naturally  shrinks  from  the  task  of  describing  the  state  of  the 
public  mind  brought  about  prior  to  and  during  the  incubacy  of  the 
so-called  Hepburn  rate  bill,  passed  by  Congress  in  1905,  As  to  any 
statement  covering  the  true  and  false,  illuminating  and  misleading, 
patriotic  and  demagogic  utterances,  that  is  out  of  the  question. 
Though  the  people  do  not  remember  very  much,  nor  remember  it 
very  long,  they  have  not  forgotten  the  extravagance  of  the  promises 
concerning  results  and  pretenses  of  hostility  on  the  part  of  railway 
managements  to  any  rate  legislation  whatever.  The  latter,  it  is  true, 
evinced  a  feeling  of  uneasiness  along  at  first.  But  that  was  before 
they  got  the  legislative  machinery  well  in  hand.  As  time  wore  on, 
no' class  in  the  country,  except  those  wdio  were,  or  expected  to  be  on 
the  commission,  were  so  anxious  for  the  Hepburn  bill  to  pass,  nor  so 
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fearful  that  it  might  fail,  as  were  Hill,  Harriman,  Cassatt,  Ripley, 
Morgan,  Gould,  and  the  other  railway  monopolists. 

There  is  an  old  story  of  a  young  bear  and  a  child  that  played 
together  in  their  babyhood.  At  first  the  child  could  do  pretty  much 
as  it  pleased  with  the  infant  bear.  But  the  bear  grew  in  strength, 
cunning,  and  fighting  quality  much  the  faster,  so  that  in  a  little 
while  it  overpowered  and  destroyed  the  life  of  the  child.  So  the 
people's  cause  and  the  railroad  interests  were  thrown  into  the  con- 
gressional arena.  At  first  much  loud  talk  and  considerable  talent 
was  on  the  people's  side;  but,  in  the  end,  the  brains,  the  strength, 
and  the  cunning  on  the  side  of  the  corporations  preponderated,  and 
the  latter  had  their  way  upon  every  vital  issue. 

There  were  prerogatives  which  corporations  had  long  usurped  in 
derogation  of  public  right  which  the  people  had  contested  in  their 
helplessness;  and  the  railway  owners  feared  a  popular  uprising 
which  might  lead  to  some  sort  of  reprisal  or  radical  reform.  The 
problem  was  how  to  satisfy,  without  relieving,  them  with  a  make- 
shift of  legislation.  The  measure  with  which  the  railroads  and  poli- 
ticians fooled  them  in  the  matter  of  railroad  abuses,  extortions  and 
exactions  Avas  that  rate  bill.  Bogus  reformers,  brazen  pretenders 
in  various  high  public  stations,  and  demagogues  of  high  and  low 
degree,  are  even  yet,  in  face  of  the  obvious  facts,  proclaiming  the 
rate  bill  and  its  enactment  a  great  victory  over  the  corporations  con- 
trolling transportation.  But  if  there  had  been  any  real  improvement, 
since  the  act  took  effect,  there  would  surely  have  been  some  sub- 
sequent evidences  of  it.  The  railroad  officials  fully  understand  the 
benefits  conferred  by  that  laAv,  and  though  thej'^  are  chary  of  giving 
publicity  in  any  form  to  their  knowledge,  one  of  them  occasionally 
gives  a  clear  intimation  of  what  they  realize  the  Hepburn  Act  to 
have  accomplished  for  them. 

The  busy  toilers  in  the  Nation's  hives  of  industry,  whether  at 
manual  labor  or  in  sedentary  occupation,  are  apt  to  forget  the 
supreme  importance  of  transportation  as  a  factor  in  the  production 
and  distribution  of  wealth.  It  is  to  business  what  tlrermal  heat  and 
the  seasons  are  to  vegetation,  what  food  and  drink  are  to  life.  The 
least  ambitious  wage  earner  has  a  vital  interest  in  transportation  facil- 
ities and  in  the  cost  of  transportation.  Indeed  those  who  give  the 
subject  least  thought,  the  primary  producers  and  ultimate  con- 
su.mers,  have  the  greatest  interest,  because  upon  them  is  shifted 
the  burden  of  paying  rates  and  fares.  But  a  search  throuo;!!  con- 
gressional debates  during  the  two  sessions  of  Congress  when  the 
Hepburn  bill  was  under  consideration  will  fail  to  disclose  any  ex- 
tended or  intelligent  presentation  of  this  phase  of  the  great  eco- 
nomic question.  There  were  almost  interminable  arguments  with 
constant  references  to  the  constitutional  powers  of  Congress,  de- 
signed to  show  that  Congress  has  very  little  poAver  in  the  premises, 
or  none  at  all,  or  that  it  ought  to  very  sparingly  exercise  such  powers 
as  it  possesses.  There  were  plenty  of  ar<?uments  to  proA^e  that  there 
had  been  much  wicked  rebatin<T,  affecting  business  interests,  and 
it  Avas  Anewed  as  something  intolerable  that  the  payment  of  rebates 
had  wrouirht  injury  to.  or  caused  the  failure  of.  business  men.  But 
of  the  people  back  of  those  business  interests,  those  who  ultimately 
'•  pay  the  freiMit,"  very  little  was  said.  Thev  Avere  not  represented, 
of  course,  in  the  lobby,  and  since  the  extoi'tions  practiced  on  them 
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by  the  railroads  are  concealed  in  the  price  paid  for  food  and  shelter, 
few.  if  any,  complaints  were  presented  by  consumers,  or  in  their 
behalf.  The  most  vociferous  maledictions  were  uttered  against  such 
Oil  Co.  and  the  Beef  Trust,  because  of  rebating,  discrimination, 
well  anchored  and  securely  buttressed  monopolies  as  the  Standard 
questionable  methods  of  doing  business,  etc. 

All  the  politicians  posing  as  statesmen,  and  having  much  to 
say  about  discriminatory  rates,  avoided  saying  anything  about  high 
rates,  and  were  as  far  as  the  East  is  from  the  West  from  doing 
anything  that  would  directly  or  seriously  injure  any  monopoly  or 
substantially  reduce  its  revenues,  or  disturb  its  status  as  a  monopoly. 
Time  and  again  it  was  stated  by  the  cunningly  wise  that  there  was 
no  complaint  from  any  quarter  that  rates  were  too  high,  and  the 
statement  passed  almost  unchallenged. 

Notwithstanding  the  limitless  gush  during  campaigns  about  the 
patriotic  heart  throbs  of  Representatives  and  Senators  for  the  "  plain 
people,"  the  "  masses,"  the  "  toilers,"  there  were  very  few  in  the 
House  or  Senate  with  wit  enough  to  expose  the  enormity  of  mo- 
jiopoly's  exactions  for  transportation  or  of  its  effect  upon  the  liv- 
ing expenses  of  the  people;  or,  if  there  were  such,  they  were  held 
down  and  silenced  by  the  imseen  but  all-powerful  insiders  who 
watched,  revised,  amended,  and  pruned  the  bill  until  it  was  seen 
to  be  not  only  harmless  to  the  railroads  but  highly  promotive  of 
their  interests.  Corporate  agents  with  free  access  to  the  lobby 
and  cloak  rooms  had  ample  time  and  opportunity  to  study  its  ef- 
fects in  operation  and  devise  means  for  fooling  the  people  by  the 
insertion  of  amendments  ostensibly  hostile  to  the  transportation 
"  trust,"  but  so  worded  as*  to  give  no  real  relief  to  the  shipping 
interests  of  the  country. 

True,  the  people  were  represented  to  some  extent  on  the  Inter- 
state Commerce  Commission ;  but  the  railroads  were  more  numer- 
ously and  ably  represented.  The  railroads  had  their  collars  on 
some  Democratic  as  well  as  many  Republican  necks,  and  their  O.  K.'s 
^n  men  who  never  ceased  to  battle  for  the  people  upon  issues  which 
were  of  no  immediate  interest  to  their  incorporated  employers.  When 
ihe  Hepburn  bill,  the  product  of  consultations  between  Interstate 
Commerce  Commissioners,  Republican  Members,  Democratic  Mem- 
bers, and  railroad  lobbyists,  came  out  of  committee  a  pat  was  en- 
'■•^red  into  and  lived  up  to  between  controlling  influences  outside 
find  inside  that  no  amendments  should  be  offered  on  the  floor  of 
the  House. 

As  a  general — all  but  universal — rule,  the  real  sufferers  from  the 
complete  ascendancy  of  the  railroads  to  commercial  and  industrial 
supremacy  are  voiceless  and  destitute  of  representation  in  the  coun- 
cils of  the  Nation.  But,  under  intense  pressure,  one  Congressman 
at  any  rate  (Hon.  W.  B.  Lamar,  of  Florida),  spoke  for  them,  pend- 
ing an  amendment  to  one  of  the  appropriation  bills,  at  the  session 
(>f  190G-7,  designed  to  increase  the  salaries  of  Congressmen.  And, 
since  the  Congressional  Record  had  been  made  a  high-priced  publi- 
cation in  order  to  forestall  general  information  of  the  misdeeds 
and  deeds  of  omission  of  Congressmen  and  in  order  that  some  of 
the  people  at  least  may  learn  in  his  own  language  what  this  dis- 
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cerninor  and  recalcitrant  Member  said,  an  extract  from  his  speech  is 
inserted  as  follows: 

To-day  the  luuibernien.  vegetable  men.  tobacco  men.  fniit  men,  and  farm- 
ers generally  in  the  district  I  represent  are  oppressed  and  injured  by  extor- 
tionate railway  rates  and  charges.  And  this  House  of  Representatives,  Demo- 
crats and  Republicans,  has  not  passed  an  adequate  law  to  protect  the  in- 
terests of  the  people  who  sent  me  here,  and  I  will  not  cast  a  vote  to  raise 
either  my  own  salary  or  the  salary  of  members  of  this  House  collectively 
when  this  House  has  declined  to  pass  a  fair,  just,  and  adequate  statute  that 
will  protect  the  interests  of  which  I  speak.  Mr.  Speaker,  some  of  the  rail- 
ways in  my  district  are  capitalized  at  two,  three,  and  four  times  their  values. 
Every  article  shipped  out  of  my  county,  every  article  shipped  out  of  my 
district,  every  article  shipped  into  my  county,  every  article  shipped  into  my 
district  is  unjustly  taxed  by  the  gross,  fraudulent  device  of  over-capitalization 
of  the  railroads.  Whether  .$7..500  per  annum  be  an  adequate  compensation 
for  Members  or  not.  I  place  one  serious  objection  to  it  upon  the  ground  that 
this  House,  without  regard  to  party,  did  not.  when  it  had  an  opportunity 
to  do  so,  pass  a  fair,  just  and  adequate  law  that  will  protect  the  people  whom 
I  have  the  honor  h<^re  to  represent. 

So  the  Hepburn  rate  bill  came  from  the  committee  an  intensely 
prorailroad  measure,  and  as  such  was  rushed  through  the  House 
without  amendment  and  practically  without  debate,  both  sides  con- 
senting.   That  it  was  a  bill  of  that  character  can  be  clearly  shown. 

Xow.  when  the  bill  had  reached  the  Senate,  the  unmuzzled  few, 
inside  and  outside  Congress,  who  were  conversant  with  its  pro- 
visions and  their  effect  in  operation,  began  to  talk  to  the  few  Sena- 
tors who  dared  listen  and  to  the  reporters  for  such  newspapers  as 
were  not  subsidized  concerning  the  features  of  the  bill  which  if  en- 
acted into  law  would  create  a  situation  worse  for  the  public,  and 
better  for  the  railroads,  than  if  there  were  no  rate  legislation  what- 
ever. There  were  several  Senators  who  were  not  shackled  with  cor- 
porate pledges,  but  merely  blind  in  their  ignorance,  even  of  the 
fundamentals  of  the  railroad  question  and  of  the  true  relation  of 
transportation  to  the  commerce  and  industry  of  the  country.  It 
became  the  province  of  the  railroad  forces  to  keep  the  minds  of 
these  Senators  diverted  from  the  fatal  defects  of  the  bill  and  their 
attention  engaged  on  nones-sentials.  Those  amendments  objected  to 
by  the  railroad  interests  were  mainly  proposed  by  Senator  La  Fol- 
lette,  he  being  about  the  only  intelligent  exception  among  those  not 
controlled  by  the  corporate  interests.  One  or  two  of  the  La  Follette 
amendments  were  well  calculated  to  render  the  bill  effective,  but  they 
were  voted  down,  sometimes  a  few  Democrats  voting  with  the  Re- 
publicans to  insure  a  safe  majority  against  the  amendments.  These 
Democrats  usually  assigned  "  constitutional  doubts."  but  by  way  of 
variation  "  the  infringement  of  State  rights "  was  once  or  twice 
assigned  as  the  excuse. 

"When  all  the  sensible  and  nonsensical  amendments  had  been 
adopted  or  rejected,  the  rate  bill  was  a  very  crazy  quilt  of  legisla- 
tion. Xo  one  knew  what  it  meant,  and  not  many  ever  will  know; 
and,  for  that  reason  and  lest  the  Interstate  Commerce  Commission 
might  find  itself  forced  by  the  insistence  of  some  persistent  litigant 
to  make  a  ruling  distasteful  to  the  railroads  from  which  it  could 
not  gracefully  recede,  the  transportation  interests  deemed  it  safer  j 
to  have  inserted  a  saving  clause  in  the  bill,  having  the  effect  of  a 
back  door  of  retreat  in  case  of  effective  action  in  any  case  that 
might  be  brought  before  the  commission.     So  an  amendment  was 
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adopted,  historically  known  as  "the  provision  for  a  broad  judicial 
review.''  Then  the  bill  was  conveniently  hung  up  in  conference  and 
a  prolonged  controversy  entered  into  between  some  of  the  conferees, 
during  which  the  railroad  attorneys  had  ample  time  to  reexamine 
the  amended  bill  and  discover  if  any  features  objectionable  to  them 
had  not  been  weeded  out.  They  finally  concluded  that  the  "  broad 
judicial  review  amendment"  was  a  sure  safeguard  against  any  prej- 
udicial order  the  commission  could  make.  So  after  the  railroads, 
through  their  lawyers,  had  O.  K.'d  the  measure  it  was  reported 
back  from  conference  with  a  few  minor  changes  and  promptly 
passed  in  both  Houses.  The  President  ceremoniousl}^,  but  promptly, 
affixed  his  signature  and  the  "  dear  people "  were  "  fooled  again." 

It  is  mere  justice  to  state  that  President  Roosevelt  recommended 
to  Congress,  in  his  first  annual  message  in  December,  1905,  legisla- 
tion which  would  have  been  a  great  improvement  on  existing  law. 
And,  while  he  usually  carried  his  points  in  legislation,  he  encount- 
ered, in  this  instance,  a  combination  of  special  interests  which  made 
it  necessary  for  him  to  accept  and  approve  this  compromise. 

It  would  have  required  no  phenomenal  legislative  wisdom,  only 
ordinary  talent  for  constructing  laws,  for  Congress  to  have  done 
what  was  sorel}'  needed  to  be  done,  and  the  most  important  of  all 
that  could  be  done,  for  the  great  body  of  the  people,  in  the  way  of 
rate  legislation.  Of  course,  rebates  must  be  suppressed  and  rebating 
managers  punished ;  but  that  might  just  as  well  have  been  done  un- 
der the  provisions  of  the  original  act,  or  of  what  was  known  as  the 
Elkins  amendment  to  the  Interstate  Commerce  Act  of  1887,  passed 
at  a  previous  session,  if  violations  had  not  been  to  a  great  extent 
condoned  by  officers  charged  with  the  duty  of  enforcing  the  laws. 
There  was  just  one  way  to  relieve  the  people  of  the  more  grievous 
evil,  that  of  extortion,  inflicted  by  transportation  monopolies,  and 
that  way  was  plain,  simple,  and  adequate.  The  measure  that  would 
really  have  been  serviceable  would  have  been  one  directing  the  In- 
terstate Commerce  Commission  to  take  up  the  whole  railroad  and 
transportation  question  of  the  United  States,  ascertain  what  it  would 
cost  to  reproduce  the  great  dominating  systems  of  the  country,  not 
eacli  railroad  engaged  in  interstate  commerce,  as  was  provided  for 
at  a  later  session,  but  in  their  entireties,  only  the  great  railway 
systems,  and  empowering  the  commission  to  revise  and  establish 
entire  schedules  of  rates  for  them. 

All  else  in  a  rate  bill  is  of  infinitesimal  value  as  compared  with 
such  an  equitable,  just,  and  reasonable  provision.  But  by  pro- 
mulgating a  voluminous,  complicated  measure,  containing  a  forest 
of  legislative  exotics  and  a  tangled  wilderness  of  words,  the  com- 
bined meaning  of  which  no  one  can,  or  ever  will  be  able  to  explain, 
it  was  supposed  by  the  sponsors  for  the  bill  that  its  fatal  defect 
would  be  overlooked — at  any  rate  for  as  many  years  as  it  took  to 
learn  what  a  fraud  and  makeshift  was  the  original  interstate  com- 
merce law. 

The  act  comprised  24  long  sections.  There  were  various  defini- 
tions of  things,  the  meanings  of  which  were  already  well  known. 
Numerous  expensive  proceedings  were  directed  to  be  instituted  for 
the  accomplishment  of  useless  things,  and  many  other  things  were 
directed  to  be  done,  any  attempt  to  do  which  must,  in  the  nature 
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of  the  case,  prove  wholly  abortive.  There  were  other  things  directed 
to  be  done,  which,  though  feasible,  involved  limitless  and  continuous 
labor  on  the  part  of  railroad  employees,  and  prodigal  expenditures 
from  the  national  treasury,  necessitated  by  the  employment  of  a 
vast  army  of  clerks,  the  total  results  of  which,  when  accomplished, 
were  not  of  the  slightest  value  to  the  public  or  to  a  single  indi- 
vidual on  the  earth.  But  to  round  out  the  monstrous  imposition  and 
give  an  impression  of  magnitude  and  importance  to  this  stage-play 
legislation,  the  membership  of  the  commission  was  increased  from 
five  to  seven,  and  their  salaries  increased  from  $7,500  to  $10,000  a 
3'ear. 

After  illegalizing,  in  vague  terms,  several  forms  of  discrimination 
and  prohibiting  generally  the  granting  of  free  transportation,  the 
act  contained  a  long  list  of  exempt  classes,  and  among  them  attor- 
neys at  law.  The  exempted  classes  were  thus  granted  exelusive 
privileges  of  considerable  value,  which  were  denied  to  the  general 
public.  The  act  allowed  the  commission  "  to  determine  and  pre- 
scribe what  will  be  the  just  and  reasonable  rate  or  rates,  charge  or 
charges,  to  be  thereafter  observed,"  etc.,  "  as  the  maximum  to  be 
charged."  But  this  cautious  stipulation  was  so  hedged  about  by 
conditions,  limitations,  provisos,  and  qualifications  in  the  ^ame  and 
other  sections  as  to  render  it  of  little  if  any  value  or  protection 
against  exhorbitant  charges.  As  no  rule  or  standard  was  prescribed 
for  asrertaining  the  reasonable  rate,  and  as  the  commission  could 
only  act  upon  complaint  filed  by  an  injured  shipper,  and  as  the 
filing  of  such  complaint  was,  under  the  "board  judicial  review" 
provision,  merely  the  commencement  of  a  costly  litigation  to  Con- 
tinue until  the  relief  would  not  be  needed,  or  would  be  no  help  for 
the  wrong  done,  it  is  little  wonder  that  very  few  seriously-contested 
cases  have  come  before  the  commission  since  the  act  was  passed. 

Populations  of  countries  have  been  impoverished  and  compelled 
to  resort  to  revolution  to  escape  starvation,  and  republics  have  been 
undermined  and  destroyed  by  the  insidious  introduction  into  a  law 
of  a  single  vicious  economic  or  political  principle;  and  there  is  a 
destructive  element  in  railway  law,  at  first  given  life  and  operation 
by  the  courts,  and  now  crystallized  into  statute  law  in  this  act  with- 
out discussion  or  protest.  It  is  the  legal  recognition  of  the  claim  by 
public-service  monopolies  that  they  are  entitled  to  a  guaranty  from 
the  public,  which  must  use  them,  from  necessity,  of  a  regular,  un- 
failing profit  upon  the  business  they  do,  whatever  fate  may  befall 
all  other  business  establishments  or  ventures.  The  people  endure 
many  wrongs  simply  because  they  do  not  understand  them,  which,  if 
fully  understood  in  all  their  true  bearings,  would  no  more  be  sub- 
mitted to  than  would  the  introduction  of  an  epidemic  or  an  invasion 
by  a  hostile  foreign  force.  The  established  heresy  that  railroad 
rates  shall  in  all  cases  and  under  all  circumstances  be  sufficiently 
high  to  insure  an  income  from  investments  in  railroad  property  is 
itself  a  discrimination  in  favor  of,  and  a  special  favor  granted  to, 
that  class  of  capitalists  of  serious  import,  and  leading  inevitably 
to  the  absorption  by  them  of  a  large  share  of  the  national  wealth. 
But  not  until  that  bill  became  a  law  was  the  proposition  authori- 
tatively sanctioned  that  monopoly  power  was  itself  property,  to  be 
counted,  estimated,  and  appraised  m  ascertaining  the  aggregate  of 
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a  railroad's  property  as  a  basis  for  fixing  rates.  In  order  to  commit 
the  Government,  the  people,  and  the  commission  to  the  theory  of 
enormously  evil  import,  that  after  considering  actual  investment  the 
monopoly  privilege  should  be  valued  and  added,  a  word  was  skill- 
fully incorporated  in  the  twentieth  section  of  the  bill  in  such  con- 
nection as  to  accomplish  that  dire  and  sinister  purpose.  Among 
the  matters  which  the  commission  was  directed  to  require  carriers  lo 
annually  report  were  "  the  cost  and  value  of  the  carrier's  property, 
franchises,  and  equipments."  And,  notwithstanding  subsequent  de- 
bates and  amendments  by  Congress,  these  words  are  still  found  in 
the  act. 

Now,  a  franchise  has  been  defined  in  varied  terminology,  but  all 
agree  that  it  is  a  privilege  enjoyed  by  one  to  the  exclusion  of  com- 
mon right,  an  exclusive  privilege  such  as  the  privilege  to  dig  up  the 
streets  and  lay  down  gas  pipes  or  rails,  or,  in  the  case  of  steam 
railroads,  the  privilege  of  constructing  tracks  over  private  lands 
and  public  property  and  of  collecting  from  the  public  tolls,  rates, 
and  fares.  In  short,  a  franchise  is  such  a  privilege  as  would,  with- 
out a  concession  or  grant  by  the  State,  remain  a  particle  of  sov- 
ereignty, to  be  exercised  by  the  Government  for  the  equal  benefit  of 
all.  These  privileges  have  been  granted  to  railroad  corporations 
by  the  Federal  and  State  Governments  without  charge.  They 
constitute  monopolistic  power,  and  have  been  used  in  connection 
with  investments  in  property  to  the  vast  enrichment  of  the  investors. 
Now  comes  the  Congress  of  the  United  States  and  gives  express 
legislative  recognition  to  the  claim,  long  made  by  the  railroad 
managements,  but  theretofore  resisted,  that  these  monopolistic  privi- 
leges are  themselves  to  be  valued,  which,  of  course,  constitutes  a 
legislative  recognition  of  their  character  as  property.  This  is  ac- 
complished by  requiring  the  companies  to  report  and  the  commis- 
sion to  receive  and  record  "  the  value  and  cost  of  *  *  *  fran- 
chises *  *  *."  In  view  of  this  statutory  status  of  franchises  as 
property,  no  one  need  wonder  or  misunderstand  the  increase  in 
mileage  earnings  and  in  market  value  of  the  principal  railroad 
stocks  since  the  act  was  passed. 

According  to  the  report  from  the  commission  next  following  the 
passage  of  the  bill,  the  gross  earnings  of  the  railroads  increased 
from  $9,598  per  mile  in  1905  to  $10,543  in  1906,  and  the  net  earnings 
from  $3,139  per  mine  in  1905  to  $3,580  in  190G.  equal  to  about  15  per 
cent.  Dividends  for  1906  increased  $35,750,000  over  1905.  It  was 
openly  claimed  by  all  railroad  authorities  that  the  financial  condi- 
tion of  the  roads  had  greatl}^  improved,  and  the  increase  of  divi- 
dends confirmed  it.  Instead  of  competition  and  reduction  of  freight 
charges  resulting  from  the  act,  the  big  systems  no  longer  feared,  a 
rate  war. 

Dividends  were  soon  afterwards  considerably  increased,  notwith- 
standing vast  investments  in  improvements.  The  terminal  improve- 
ments by  the  Pennsylvania  and  the  New  York  Central  in  New  York 
City  alone  involved  the  expenditure  of  hundreds  of  millions,  and- 
such  improvements  were  made  by  all  the  roads,  though  on  a  less 
extensive  scale.  Within  three  months  after  the  act  took  effect  the 
Lake  Shore  increased  its  dividend  rate  from  8  to  12  per  cent  and 
the  Michigan  Central  from  4  to  6  per  cent.  These  properties  are 
controlled  by  the  New  York  Central.     The  New  York  Central  rate 
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was  increased  about  the  same  time  from  5  to  6  per  cent.  The  Nor- 
folk &  Western  a  short  while  previously  was  engaged  in  a  disas- 
trous rate  Avar.  In  1900  it  paid  no  dividends.  It  now  pays  5  per 
cent.  The  Baltimore  &  Ohio  paid  2  per  cent  in  1900.  It  now  pays 
6  per  cent.  The  Chesapeake  &  Ohio  also  suffered  from  the  rate 
war  and  paid  no  dividends.  Dividends  are  now  paid  on  its  stocks. 
The  dividends  paid  by  the  Big  Four  road  have  been  increased  from 
3  to  4  per  cent.  Before  the  rate  law  went  into  effect  it  was  gener- 
ally supposed  that  it  would  take  a  decade  at  least  for  the  Southen 
Pacific  to  recover  from  the  San  Francisco  earthquake  and  fire  and 
pay  dividends  on  its  common  stock.  But  it  now  pays  5  per  cent. 
The  Union  Pacific,  -svhich  was  in  the  hands  of  a  receiver  not  many 
years  ago,  soon  afterwards  had  its  dividend  rate  boostod  over  night 
from  6  to  10  per  cent. 

The  railroads  not  only  retain  but  have  confirmed  to  them  under 
the  act  the  most  valuable  privilege  of  monopoly,  that  of  exploiting 
the  public  to  the  full  extent  that  the  traffic  w^ll  bear.  That  is  a 
legislative  creation  of  vast — practically  unlimited — value;  an  asset, 
the  right  to  value  at  all  Avas  previously  disputed.  The  franchises 
really  belong  to  tlie  people,  subject  only  to  use  by  the  railroad;? 
upon  sufferance.  The  value  of  these  benefits  conferred  by  the  act 
upon  the  transportation  monopolies  can  be  seen  in  the  substantial 
and  unprecedented  rise  of  railroad  securities  above  referred  to,  in- 
creases in  surpluses  and  dividends  reported  by  the  Interstate  Com- 
merce Connnission,  and  commented  upon  by  the  press  as  "evidence 
of  general  prosperity  reflected  in  railway  earnings." 

I  do  not  flatter  myself  that  the  deceptions  and  delusions  about 
rate  regulation  and  control  of  transportation  by  act  of  Congress 
will  be  entirely  or  generally  dispelled  by  this  genesis  and  analysis 
of  the  legislative  farce  put  on  the  national  boards  in  1906.  But  it 
is  hoped  that  it  will  start  an  inquiry  which  may  sooner  or  later 
lead  to  important  results.  It  is  feared,  however,  that  it  will  require 
many  more  years  of  intensified  oppression  and  extortion,  such  as 
the  industrial  monopolies  have  practiced  since  long  prior  to  the  pas- 
sage of  the  "  antitrust "  act  in  1890,  to  fully  enlighten  the  people 
as  to  the  true  origin,  paternity,  and  effect  of  this  railroad  rate  act, 
wherein,  under  the  cloak  of  reform,  such  exploitation  was  made 
possible  as  only  a  country  of  immense,  though  diminishing  re- 
sources, and  a  wonderfully  industrious  and  prolific  people  could 
endure. 

An  idea  has  been  carefully  and  industriously  spread  abroad  that 
the  payment  of  rebates  was  about  the  only  evil  worth  considering  or 
needing  a  legislative  antidote.  It  was  but  one  fonn  of  discrimination 
practiced  by  carriers,  most  other  forms  being  legalized  or  irremedia- 
ble. For  the  prominence  given  the  evil  of  rebating  there  were  two 
causes.  First,  a  rebate  is  a  palpable,  acute  injury,  easily  defined  and 
measured  when  the  facts  are  known.  Secondly,  the  crusade  for  its 
suppression  and  for  the  punishment  of  those  guilty  of  practicing  it 
was  along  the  lines  of  least  resistance,  because  none  of  the  railroads 
were  really  averse  to  the  abolition  of  rebates  and  the  establishment 
of  uniformity  as  between  individuals  if  it  could  be  established  by 
law  and  preserved  through  a  commission  standing  impartially  be- 
tween them,  its  expenses  and  salary  charges  paid  by  the  Government. 
It  is  no  secret  among  those  conversant  with  railroad  business  that 
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rebating  was  not  only  a  disagreeable  but  a  costly  practice,  which 
each  railway,  being  a  law  unto  itself,  supposed  to  be  necessary  in 
order  to  obtain  and  retain  its  due  share  of  traffic  tonnage.  There- 
fore, no  one  acquainted  with  the  situation  Avas  surprised  at  the  acqui- 
escence in  the  rate  bill  of  railroad  officials  and  attorneys  when  it  was 
seen  that  rebating  was  about  the  only  abuse  for  which  it  provided 
punishment  as  a  remedy.  Its  stringent  and  specific  pro^dsions  re- 
lieving traffic  managers  of  the  strain  of  watching  rivals  and  strug- 
gling for  business,  and  leaving  with  the  railroads  the  power  of  equal- 
izing rates,  upward  rather  than  doAvnward,  through  the  friendly 
agency  of  a  Government  commission,  promised  vastly  greater  pecun- 
iary returns  than  they  enjoyed  under  the  preexisting  interstate- 
commerce  act.    And  this  promise  has  been  fully  realized. 

There  can  be  no  question  of  a  popular  demand  for  relief  from  the 
abuse  of  rebating  nor  of  the  merits  of  the  rate  bill,  in  so  far  as  it 
sought  to  end  rebating.  But  that  was  only  one  of  the  reforms  desired 
by  the  people;  and,  though  that  was  an  evil  of  some  magnitude,  it 
was  by  no  means  the  principal  grievance.  Except  for  the  fact  that 
the  rebates  were  usually  paid  to  great  industrial  monopolies  and 
served  to  build  them  up  by  the  destruction  of  competition,  the  people 
at  large  had  little  interest  in  that  subject  of  legislation. 

But  there  are  discriminations  of  tenfold  greater  importance  not 
relieved  by  this  act.  For  instance,  discriminations  with  reference  to 
priority  of  shipment  and  discriminations  between  kinds  of  freight 
and  localities. 

^  provision  of  the  Hepburn  Act  reads  as  follows : 

That  it  shall  be  unlawful  for  any  common  carrier  subject  to  the  provisions 
of  this  act  to  make  or  give  any  undue  or  unreasonable  preference  or  advantage 
to  any  particular  person,  company,  fii-m,  corporation,  or  locality,  or  any  particu- 
lar description  of  traffic  in  any  respect  whatsoever,  or  to  subject  any  particular 
person,  company,  firm,  corporation,  or  locality,  or  any  particular  description  of 
traffic,  to  any  undue  or  unreasonable  prejudice  or  disadvantage  in  any  respect 
whatsoever. 

It  will  be  noted  that  this  purports  to  embody  a  general  and  sweep- 
ing prohibition  against  discriminations.  If  Congress  had  really 
desired  to  forbid  discriminations,  it  was  fully  competent  to  have  done 
so  in  explicit  and  unqualified  terms.  But  what  it  was  aiming  at  was 
to  leave  in  the  hands  of  railway  managements  about  the  same  dis- 
criminatory powers  that  they  had  previously  possessed.  For  in- 
stance, in  this  general  prohibition,  instead  of  saying  that  "  it  shall 
be  unlawful  for  any  common  carrier  *  *  *  to  make  or  give  any 
preference  or  advantage,"  etc.,  the  words  "  undue  or  unreasonable  " 
are  interpolated,  the  effect  of  w^hich  is  to  leave  a  very  wide  field  of 
discretion  and  a  license  of  indefinable  scope  to  the  carriers. 

There  is  nothing  in  the  act  to  prevent  outrageous  and  ruinous 
discriminations  between  localities  and  kinds  of  traffic.  And  the 
people  have  already  had  an  opportunity  to  learn  how  this  pro- 
vision is  interpreted  by  the  traffic  managers  of  the  country.  In  the 
early  winter,  immediately  following  the  taking  effect  of  the  act, 
the  railroads  so  used  this  dangerous  and  comprehensive  discretion- 
ary power  that  suffering,  disaster,  and  death  were  visited  upon 
many  homes  in  the  Northwest  by  reason  of  a  coal  famine,  and  many 
farmers  were  ruined  because  no  cars  were  furnished  in  which  to 
move  their  grain  crops  to  market.     Suffering  and  inconvenience 
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from  lack  of  coal  were  reported  from  half  a  dozen  States,  and  yet 
there  was  no  shorta^^e  in  the  season's  output.  The  winter  up  to 
that  period  had  not  been  severe,  and  there  had  been  no  snow  block- 
ades worth  mentioning.  The  fault  was  entirely  with  the  railroad 
companies,  and  they  had  been  neglecting  the  people  in  their  zeal 
to  increase  their  surpluses,  notwithstanding  pretenses  of  shortages 
of  cars.  Coal  and  grain  are  low-grade,  easilj^-handled  freight,  but 
do  not  yield  as  large  revenues  as  some  other  kinds.  Consequently 
they  were  sidetracked  to  make  room  for  more  profitable  business, 
and  this  exclusively  private  view  of  their  business,  this  notion  of 
absolute  irresponsibility  to  public  necessity  and  convenience,  put 
into  practice,  caused  much  loss  to  the  mercantile  interests  through- 
out the  country  and  much  deprivation  and  destitution  among  the 
porer  classes  everywhere,  while  the  railroads  were  seeking  and  find- 
ing shelter  under  those  conveniently  inserted  words  "  undue  and 
unreasonable." 

It  is  not  within  the  power  of  the  Interstate  Commerce  Commission 
to  afford  any  relief  against  such  a  deplorable  state  of  affairs,  no 
matter  how  often  the  railroads  in  their  greed  and  in  the  exercise 
of  their  mastery  of  the  situation  see  fit  to  bring  it  about.  The  rate 
law  provides  no  means  for  determining  what  is  an  "  undue  or  un- 
reasonable "  discrimination  against  or  advantage  to  a  locality,  or 
between  classes  of  traffic.  Nothing  short  of  complete  control  of  the 
entire  mileage  of  the  country  and  of  all  the  rolling  stock  would 
enable  the-  commission  to  prevent  such  trade  catastrophies  as  that 
above  described. 

AVords  are  often  meaningless.  But  there  are  occasions  when  the 
welfare  of  a  whole  nation  may  hang  upon  the  context  or  construction 
of  words  used  in  a  written  law.  As  this  is  a  country  supposedly 
governed  by  laws,  rather  than  by  men,  it  is  not  only  a  privilege  but 
the  duty  of  citizens  who  would  be  even  reasonabl}^  well  informed  con- 
cerning the  acts  of  the  men  they  have  chosen  to  represent  them  to 
study  each  for  himself  the  very  terms  of  the  statutes  enacted,  and 
not  be  too  easily  satisfied  with  the  mere  platform  declarations  of 
parties  and  public  utterances  of  politicians  concerning  their  official 
performances.  The  observations  have  peculiar  significance  in  appli- 
cation to  that  much-advertised  railroad  rate  law.  It  will  be  found 
upon  close  scrutiny  that  neither  those  who  made  the  law  nor  the 
nonoffice-holding  publicists  represent  its  ultimate  and  final  effect 
truly. 

The  act  provides  in  section  15  that  under  certain  circumstances 
the  commission  shall  have  power  "  to  determine  and  prescribe  what 
will  be  the  just  and  reasonable  rate  or  rates  to  be  thereafter  observed 
in  such  case  as  the  maximum  to  be  charged."  The  most  important 
condition  precedent  to  the  determination  is  the  filing  of  a  complaint. 
The  commission  has  no  power  to  overhaul  or  readjust  or  to  reduce  or 
to  change  in  any  respect  whatever  the  individual  rates  of  any  rail- 
road upon  its  own  initiative,  but  only  "upon  the  filing  of  a  com- 
plaint "  making  specifications  of  excessiveness  of  a  rate.  Now,  let 
any  citizen  ordinarily  circumstanced  put  the  question  to  himself 
whether  he  is  likely  ever  to  file  such  a  complaint.  He  examined 
statistics  and  finds  the  railroads  have  formed  gigantic  combina- 
tions, which  collect  from  the  public  each  year  an  amount  equal  to 
all  the  money  in  circulation  and  twice  as  much  as  is  collected  from 
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all  sources  by  the  Federal  Government.  He  realizes  that  fortunes 
amounting  to  hundreds  of  millions  are  being  created  in  scores  of 
instances  within  brief  periods  out  of  fraudulent  exactions  in  the 
form  of  freights  and  fares;  in  short,  that  the  real  taxing  power  in 
this  country  is  not  the  Government,  but  the  men  in  control  of  trans- 
portation. He  may  realize  that  somehow  his  struggle  for  a  liveli- 
hood or  for  a  profit  has  intensified,  and  he  may  strongly  believe  that 
excessive  charges  for  transportation  are  in  part  responsible  for  it. 
But,  supposing  he  feels  called  upon  individually,  for  the  injury  to 
his  individual  interests,  to  proceed  against  so  mighty  an  adversary. 
In  the  first  place,  of  course,  he  must  have  a  lawyer  to  formulate  his 
complaint  and  conduct  the  proceeding,  because  the  statute  does  not 
authorize  any  public  officer  to  begin  or  prosecute  the  proceeding, 
nor,  as  has  been  already  stated,  does  it  allow  the  commission  to 
initiate  it.  Well,  our  citizen  hires  his  lawyer,  or  offers  to  do  so, 
and  the  fii'st  thing  the  lawyer  does  is  to  ask  him  for  particulars. 
Unless  he  is  a  merchant  or  manufacturer  or  an  habitual  shipper  in 
some  other  way,  it  is  just  as  impossible  for  him.  with  or  without 
legal  assistance,  to  formulate  a  complaint  as  if  he  contemplated 
suing  the  city  or  county  in  w^hich  he  lives  for  damages  resulting 
from  excessive  taxation.  We  come  to  the  shipper — the  merchant, 
manufacturer,  or  speculator  in  products — and  we  find  that  he  has 
little,  if  any,  interest  in  the  matter.  In  the  same  way  that  the  land- 
lord shifts  his  taxes  to  the  tenants  and  the  merchant  adds  the  ex- 
penses of  conducting  his  business  to  his  selling  price,  these  and 
other  shippers  pass  all  excessive  freight  charges  to  the  consuming 
public  covered  up  and  concealed  in  the  price. 

Supposing  we  find  a  shipper  with  the  requisite  hardihood  to  incur 
the  unrelenting  hostility  of  the  railroads  and  he  hires  a  lawyer, 
who  frames  a  complaint  that  on  a  particular  day  he  sent  a  ship- 
ment of  a  certain  commodity  over  a  given  railroad  and  the  freight 
charge  was,  for  instance,  $10  in  excess  of  "a  just  and  reasonable 
rate."  In  due  course  of  the  protracted  litigation  he  has  thus  en- 
tered upon  he  is  called  upon  to  prove  his  allegation.  Here  comes 
in  the  joker  which  this  act  has  so  conveniently  left  in  the  hands 
of  the  carriers.  He  is  entirely  destitute  of  any  evidence  satisfactory 
to  a  court  of  what  in  the  particular  instance  would  be  a  just  and 
reasonable  rate  or  constitute  an  unreasonable  charge.  In  all  the 
cases  that  have  arisen  not  once  has  the  court  undertaken  to  deter- 
mine just  wdiat  matters  ought  to  be  considered  in  determining  the 
question ;  and  in  the  nature  of  things  it  can  not  be  done.  Ten  thou- 
sand elements  enter  into  the  making  of  each  rate  for  a  single  rail- 
road. To  determine  the  unreasonableness  of  a  rate,  the  inquiry 
does  not  stop  with  the  affairs  of  the  particular  company  making  the 
charge,  but  must  extend  to  the  interminable  affairs  of,  and  rela- 
tions between,  that  and  every  other  company  in  the  country  with 
which  it  competes  or  holds  any  connection.  Not  only  so,  but  since 
every  railroad  is  connected  with  ocean  transportation  the  constantly 
varying  and  fluctuating  cost  of  the  latter  must  be  ascertained — an 
utter  impossibility.  As  a  result  of  all  this,  the  decision  of  the  com- 
mission in  any  case  presented  before  it  wherein  it  is  required  to 
declare  what  is  the  reasonable  rate  is  mere  guesswork,  and  its  written 
opinions  (reports)  purely  speculative. 
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The  people  may  wonder  and  experience  disappointment  in  view 
of  the  fact  that  the  Interstate  Commerce  Commissioners  are  pas- 
sively resting  on  their  oars,  in  so  far  as  concerns  the  reduction  of 
railroad  rates,  but  those  who  watched  the  proceedings  at  Washing- 
ton during  the  incubation  of  the  rate  bill  and  scrutinized  its  provi- 
sions are  not  surprised  at  the  outcome. 

It  seems  to  be  conceded  that  the  commission  may  make  a  com- 
parison of  rates  for  the  purpose  of  exercising  the  power  thus  nar- 
rowly limited  by  the  bill.  But  that  this  concession  by  the  railroads 
was  in  entire  harmony  with  their  general  design  and  determination 
that  the  commission  should  sit  only  as  an  equalizing  or  arbitration 
board,  subserving  the  interests  of  the  carriers,  is  easily  shown.  Mr. 
Jones,  we  will  suppose,  files  a  complaint  alleging  that  the  rate 
charged  by  a  particular  carrier  on  wheat  from  a  point  in  Kansas 
to  Chicago  is  20  cents  per  hundred  and  that  the  rate  is  "  unjust  and 
unreasonable.''  following  the  language  of  the  act,  and  that  a  just 
and  reasonable  rate  would  be  10  cents  per  hundred,  and  asking 
that  the  maximum  rate  be  fixed  by  the  commission  which  shall  be 
just  and  reasonable.  Now,  all  that  the  commission  can  do,  in  order 
to  determine  whetlier  or  not  the  complaint  is  well  founded,  is  to 
compare  the  existing  rate  of  20  cents,  which  the  carrier  has  fixed, 
with  the  rates  charged  by  the  same  company  for  carrying  other 
commodities.  Such  comparison,  however,  is  of  rates  all  of  which 
may  be  50,  100,  or  500  per  cent  above  what  are  reasonable  and  just 
rates.  But  as  to  the  justness  or  un justness,  and  reasonableness  or 
unreasonableness,  of  the  whole  schedule  of  rates  the  commission  Jias 
no  jurisdiction  to  investigate.  It  is  powerless  to  extend  its  inquiry 
beyond  the  allegations  of  the  complaint  before  it,  nor  can  it  make 
any  valid  finding  or  order  with  respect  to  the  reasonableness  or  un- 
reasonableness of  any  rate  beside  that  specified  in  the  complaint, 
and  therefore,  any  finding  or  order  reducing  that  rate  would  be  set 
aside  by  the  courts  as  one  made  arbitrarily  and  upon  insufficient 
evidence.  So,  though  the  commission  should  be  of  the  opinion  that 
the  carrier  had  in  force  a  schedule  of  rates  yielding  dividends  on 
a  hundred  millions  of  stocks  that  represented  but  a  very  small  invest- 
ment, or  none  at  all,  it  could  afford  no  relief. 

In  the  first  case  carried  up  to  the  Supreme  Court  under  the  inter- 
state commerce  act  of  1887,  involving  the  exercise  of  the  power  of 
the  commission  to  substitute  a  rate  in  lieu  of  the  one  found  to  be 
unjust  and  unreasonable,  it  was  held  that  the  commission  held  no 
such  power.  That  left  the  poAver  to  fix  rates  just  where  it  was  be- 
fore, namelj^,  in  the  hands  of  the  railroads,  subject  to  no  control 
or  restraint,  except  the  roundabout  and  ineffective  power  to  resort 
to  the  courts  for  an  injunction  or  the  wholly  abortive  remedy  of 
an  action  for  damages.  Now  the  thing  principally  desired  by  the 
people,  and  originally  recommended  by  the  commission  and  Presi- 
dent Roosevelt,  the  thing  upon  which  most  stress  was  continually 
laid,  was  such  an  amendment  of  the  interstate  commerce  act  as 
would  confer  upon  the  commission  the  power  to  fix  rates.  The 
foundation  of  the  demand  upon  Congress  for  legislation  was  not 
merely  the  practice  of  discriminating,  or  payment  of  rebates,  but 
also  relief  of  the  public  from  rates  that  were  too  high.  The  reason 
it  was  desired  to  vest  the  fixinar  of  rates  in  an  official  bodv  was  that 
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the  railroads  had  abused  the  power  and  robbed  their  patrons  through 
excessive  charges.  Such  official  body,  it  was  thought,  might  be 
trusted  to  stand  and  act  impartially  between  the  people  and  the 
carriers,  nor  was  there  any  doubt,  in  the  mind  of  any  fair  and  rea- 
sonable man,  that  a  commission  could  be  found  that  could  be  trusted 
to  that  extent.  But  the  railroad  interests  as  represented  in  Con- 
gress were  unwilling  to  trust  any  commission  and  set  themselves 
doggedly  against  the  proposition  of  doing  so.  And  it  was  through 
fear  that,  in  spite  of  the  legal  cunning  employed  in  framing  the 
bill,  some  such  powder  might  have  been  inadvertently  conferred  upon 
the  commission,  that  the  "  broad  judicial  review  "  amendment  was 
adopted,  the  effect  of  which  was  to  empoAver  the  carrier  to  wipe  out 
and  annul  any  order  of  the  connnission  fixing  a  maximum  rate  and 
to  lift  the  whole  subject  matter  of  a  complaint  into  the  courts  where 
it  has  to  he  reexamined  in  all  its  aspects,  de  novo.  So,  if  the 
carrier  is  disposed  to  take  an  appeal,,  no  final  decision  can  be  reached 
for  years.  In  the  meantime,  the  conditions  demanding  the  special 
relief  prayed  in  the  complaint  will  have  radically  changed,  and  a 
decision  in  favor  of  the  complainant  will  be  valueless.  Any  vitality 
that  might  have  remained  in  the  act  was  eliminated,  and  the  rate- 
fixing  feature,  which  alone  justified  the  bill  being  called  a  "  rate  " 
bill,  was  obliterated  as  completely  as  if  the  amenclment  had  said,  in 
identical  words,  "  But  the  exercise  of  the  maximum  rate-making 
power  hereby  conferred  shall  be  of  no  force  or  effect  unless  the 
action  of  the  commission  shall  be  entirely  satisfactory  to  the  carrier 
and  in  case  of  the  carrier  objecting  to  the  action  of  the  commission, 
Such  carrier  may  resort  to  the  courts  as  heretofore,  and  by  so  re- 
sorting nullify  any  action  so  taken  by  the  commission." 

It  is  not  to  be  wondered  at,  then,  that  thus  far  very  little  has  been 
done  by  the  commission  except  what  was  entirely  satisfatory  to  the 
railroads. 

The  people  are  coming  day  by  day  to  better  understand  the  abuses 
and  dangers  of  arbitrary  power  over  the  Nation's  transportation 
when  vested  in  private  hands.  A  leading  Republican  newspaper 
published  in  New  York  City  commented  at  the  time  upon  the  car 
famine  above  referred  to  as  follows : 

Under  Federal  ownership  of  the  trunk  railroads  the  administration  to  hlame 
for  such  a  state  of  affairs  would  be  driven  from  power  by  an  overwhelming 
majority  at  the  polls.  Public  indignation  would  be  what  might  be  expected 
now  if  for  cause  that  could  be  provided  against  the  mails  should  be  delayed 
for  six  or  eight  weeks.  Perhaps  the  public  would  not  be  so  angered  in  that 
case  as  the  shippers  are  now,  with  their  valuable  produce  perishing  on  account 
■of  the  general  collapse  of  transpoi-tation  facilities.  We  could  wait  for  our 
mail.  The  shippers'  losses  are  irreparable,  and  the  result  is  increasing  prices 
to  consumers  on  account  of  an  artificial  restriction  of  the  supply.  When  the" 
public  imderstands  this  it  will  lean  more  and  more  toward  the  Bryan  program. 

And  the  St.  Louis  Post-Dispatch,  previously  an  unrelenting  foe 
of  Government  ownership,  soon  afterwards  concluded  an  editorial  as 
follows : 

Again,  American  experience  in  regulation  and  control  is  not  encouraging. 
It  has  proven  itself  a  doubtful  cure  of  a  disease  which  might  better  have  been 
prevented.  Combinations  have  been  controlled  to  the  extent  of  dissolution. 
But  they  combine  on  another  basis  and  the  same  wrongs  are  committed  again 
and  again.  Moreover,  the  question  presses.  Will  the  Government  regulate  and 
control  the  good  combines,  or  will  the  good  combines  regulate  and  control  the 
Government?     The  knavish  resources  of  monopoly  Sfiem  to  be  unlimited.     Trust 
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lawyers  are  fertile-witted  men,  and  it  is  notorious  that  some  of  the  worst 
monopolies  are  well  represented  in  the  Government.  Mr.  Koosevelt  himself 
had  experience  of  this  when  he  sought  to  procure  the  passage  of  the  rate  bill 
and  the  meat-inspection  bill.  Tlaere  is  no  middle  ground.  Monopoly  is  an 
evil  thing.  There  is  no  good  in  it,  and  to  permit  it  in  any  form,  is  to  throw 
open  the  doors  to  every  abuse  of  irresponsible  power.  It  must  be  crushed, 
not  tolerated  or  regulated.  The  alternative  is  Government  ownership,  which 
Mr.  Roosevelt  professes  to  hold  in  special  horror.  But  if  his  views,  as  ex- 
pressed in  his  message,  prevail,  he  will  have  done  more  than  any  other  single 
influence  to  drive  the  country  to  that  very  issue. 

The  vesting  of  absolute  control  of  rates  in  a  Government  commis- 
sion would  be  as  bitterly  opposed  by  the  railway  interests  as  Gov- 
ernment ownership.  But  that  the  people  will  ultimately  he  driven 
by  necessity  to  one  or  the  other  alternative  those  who  study  the 
subject  without  bias,  fear,  or  favor  must  clearly  see. 

The  people  are  disadvantaged  by  their  environment  in  the  very 
midst  of  events  constantly  transpiring  all  around  them  in  the  world 
of  railroad  construction,  finance,  and  operation.  Transportation 
of  persons  and  property  are  interwoven  with  everyday  affairs  and 
existence,  so  that  we  have  failed  to  see  the  trend  and  drift  of  the 
matter  or  to  discern  the  final  solution  of  the  problems  presented  to  us. 
The  figures  representing  the  present  financial  status  of  the  railroads 
mystify  us  by  their  magnitudes.  We  can  only  understand^ their 
.RJp:nificance  by  comparisons. 

The  present  capitalization  upon  which  the  people  pay  interest  and 
dividends  by  way  of  rates  and  fares  is,  according  to  the  latest  report 
of  the  Interstate"^  Commerce  Commission,  $19,000,000,000.  In  so  far 
as  this  vast  sum  represents  actual  investnjent,  it  is  for  the  mostvpart 
investment  made  by  the  people  who  use — and  who  have  no  choice  in 
the  matter — the  facilities  provided,  comparatively  few  of  whom  own 
any  oFthe  stocks  or  bonds.  Yet  the  holders  of  these  are  constantly 
referred  to  as  investors  whose  investments  must  be  safeguarded 
against  any  diminution  of  returns  which  have  gone  on  increasmg  pro- 
portionately as  their  proiDerty  has  been  added  to  by  accretions  from 
collections  which  their  patrons  had  no  option  but  to  pay. 

The  railroad  managers  and  representatives  earnestly  and  even  per- 
sistently cultivate  in  the  people  those  hopes  and  fears  which  make  for 
corporate  enrichment  and  popular  loss.  To  them  and  their  activities 
more  than  to  aught  else  is  due  that  morbid  appetite  for  commercial 
conquest  which  has  led  to  a  wasteful  exploitation  of  our  diminishing 
natural  resources.  If  a  few  square  miles  are  found  remote  from  rail- 
road lines,  the  residents  of  that  area  are  soon  convinced  of  their  com- 
plete isolation  from  the  balance  of  the  world  and  made  to  believe  that 
the  only  thing  needed  to  insure  them  plenteous  prosperity  and  content 
is  the  advent  of  a  railroad.  And  urban  populations  are  in  divers  ways 
and  through  various  channels  and  instrumentalities  of  false  instruc- 
tion convinced  that  any  legislative  interference  with  railroad  exten- 
sion is  a  dire  menace  to  progress,  and  that  the  financial  condition  of 
the  railroads,  reflected  in  earnings  and  dividends,  is  the  true  barom- 
eter of  general  business,  and  that  a  showing  therein  of  a  large  balance 
in  favor  of  the  railroads  constitutes  the  mainspring  of  universal  as 
well  as  individual  prosperity.  Much  that  is  promulgated  on  this 
subject  begs  the  question  and  ignores  not  only  the  presence  in  the 
statute  books  of  the  interstate  commerce  act  but  also  the  public  duties 
of  the  carriers. 
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With  a  view  to  promoting  general  prosperity  the  carriers  would 
compel  large  contributions  from  the  purses  of  rate  payers  to  those 
who,  in  the  opinion  of  the  railroad  economists,  are  best  qualified  to 
bring  about  and  maintain  it  by  the  circulation  of  money  that  such 
extensions  would  require.  The  railroad  corporations  dominate  all 
other  business,  in  addition  to  having  absolute  dominion  over  their 
own,  and  often  rob  particular  sections  of  the  country  of  the  advan- 
tages which  would  naturally  belong  to  them  by  reason  of  water  trans- 
portation or  otherwise.  And  the  brazen  claim  is  now  made  that  their 
demand  for  high  rates  should  be  sustained  in  order  that  the  shortest 
through  route  to  general  prosperity  is  by  way  of  increased  employ- 
ment for  labor  by  them,  to  be  paid  from  large  surpluses,  only  possible 
if  high  rates  be  charged  and  collected. 

We  are  living  in  a  haze  or  glare  of  illumination,  but  without  much 
steady,  instructive  light.  There  was  at  a  former  period  a  proper  con- 
ception of  the  true  relation  of  organized  society  to  public-service 
agencies,  but  new  ideas  and  strange  doctrines — doctrines  which  are 
totally  destructive  of  public  justice  and  private  right — have  been 
sprung  and  industriously  inculcated  during  the  last  two  decades. 
They  have  found  lodgment  not  only  in  the  minds  of  the  representa- 
tives of  shippers'  associations,  boards  of  trade,  and  other  commercial 
bodies,  but  of  judges.  Interstate  Commerce  Commissioners,  Senators, 
and  Representatives.  The  most  dangerous  and  far-reaching  of  these 
is  the  economic  view  that,  at  any  rate  and  aside  from  all  other  con- 
siderations, the  corporation  conducting  business  as  a  common  carrier 
is  entitled  as  of  right  to  a  fair  return,  usually  asserted  to  be  equal  to 
the  prevailing  rate  of  interest,  upon  the  value  of  the  property  devoted 
to  the  public  service.  Sometimes  the  expression  varies,  and  it  is  said 
that  the  carrier  is  entitled  to  some  such  measure  of  return  as  the  pre- 
vailing rate  of  interest  on  its  investment.  But  the  whole  question  of 
what  is  or  what  should  be  the  proper  basis  or  measure  of  rates  is  en- 
cumbered and  befogged  with  inconsistencies  and  conflicting  theories, 
the  result  of  which  is  seen  in  the  enactment  of  such  bills  as  the  valua- 
tion act  passed  in  the  closing  hours  of  the  Sixty-second  Congress. 

It  ought  to  suffice  to  say,  as  may  well  be  said,  that  on  a  question 
of  railroad  rates  this  Government  is  under  no  obligation  to  make 
good  the  losses  incurred  by  adventurers  in  railroad  construction  or 
to  make  safe  and  sound  that  which  is  inherently  speculative  and  un- 
sound. As  for  the  much  heard  of  but  seldom  seen  "  innocent  pur- 
chaser or  investor,"  he  may  be  answered  by  referring  to  the  power 
given  to  Congress  by  the  Constitution,  liable  and  likely  to  be  fully 
exercised  at  any  time  since  its  adoption  to  meet  any  conditions  or 
exigencies  that  might  arise. 

The  indifference  of  large  shippers  with  reference  to  increases  of 
rates  by  changes  of  classification  is  remarkable.  This  remark  is 
especially  applicable  to  the  big  eastern  shipper.  His  goods  are 
sold  "  free  on  board,"  and  he  has  no  interest  in  the  movement  and 
but  little  in  the  rates.  He  leaves  the  classification  exclusively  to  the 
railroads  as  a  matter  of  no  personal  concern  and  without  even  noting 
the  changes  through  which  the  carriers  gradually  and  almost  imper- 
ceptibly work  up  the  rates  until  they  are  actually  unjust  and  un- 
reasonable, without  anybody  being  able  to  prove  it  otherwise  than 
by  comparing  them  with  the  rates  made  years  ago,  the  burden 
being  shifted  to  the  West  and   South.     But  though   we  may  be 
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unable  to  trace  out  and  describe  the  minute  steps  and  processes 
by  which  rates  ha^^e  been  increased,  or  the  dates  and  methods,  except 
in  particular  instances  of  litigation  before  the  commission,  yet  we 
are  able  to  demonstrate  from  general  statistics  that  there  has  been  a 
general  increase  in  the  cost  of  l;ransportation.  The  aggregates  of  in- 
creased earnings  and  profits  are  no  doubt  due  in  part  to  increased 
volume  of  business,  but  that  falls  short  of  accounting  for  all  of  it. 
If  all  or  nearly  all  of  it  were  assignable  to  that  cause,  it  would  in- 
volve the  assumption  that  there  had  been  an  abnormal  increase  in 
railroad  traffic  during  the  last  decade,  an  increase  out  of  due  pro- 
portion to  that  shown  in  the  preceding  decade,  and  we  know  that 
there  was  no  such  disproportion.  Nor  can  it  be,  except  in  some  small 
part,  attributed  to  the  increased  capacity  and  effectiveness  of  rail- 
road mechanism,  because  locomotives  and  cars  had  almost  reached 
their  maximum  capacity  and  road  beds  had  already  been  placed  in 
good  condition  10  years  ago.  Whether  attributable,  however,  to  in- 
creased rates  or  not,  this  increased  and  constantly  increasing  profit- 
ableness of  railroad  operation  has  its  origin  in  the  rates  paid  by 
shippers,  rates  which  should  be  reduced,  especially  in  view  of  the  fact 
that  net  earnings  have  reached  a  glaring  disproportion  to  the  average 
returns  to  persons  engaged  in  other  occupations. 

Transportation  has  been  a  matter  of  common  as  well  as  of  vital 
interest  from  the  dawn  of  civilization.  Carters,  charioteers,  dray- 
men, and  cabmen  for  hire  were  by  ancient  law  as  well  as  by  the  com- 
mon law  of  England  subject  to  regulation  as  distinct  classes,  and 
strict  rules  and  principles  of  law  were  applied  to  them  for  the  pro- 
tection of  the  public.  So  when  we  say  that  the  earlier  decisions  of 
our  courts  in  cases  involving  corporations  employed  as  carriers  and 
in  other  public  services  before  interests  in  transportation  became 
so  vastly  valuable  and  inextricably  interwoven  with  all  commercial 
and  industrial  activities  and  prior  to  the  creation  of  organizations 
for  the  propagation  of  error  and  confusion  are  entitled  to  the  great- 
est respect.  The  heresy  that  it  is  the  duty  of  government  to  safe- 
guard the  earnings  of  any  particular  class  of  business  men  up  to  the 
point  of  realizing  a  reasonable  or,  indeed,  any  profit  upon  their  ven- 
tures is  a  most  vicious  form  of  paternalism,  which  found  no  sanction 
or  encouragement  in  the  decisions  of  the  courts  or  otherwise  until 
within  the  last  few  years,  during  which  serious  attempts  were  made 
to  regulate  the  rates  for  services  by  carriers  in  interstate  commerce. 

There  is  nothing  either  in  the  law  or  what  is  popularly  known 
as  equity  as  applied  to  matters  of  public  concern  to  warrant  the 
commission  in  giving  consideration  to  the  alleged  financial  neces- 
sities of  any  corporation.  A  railroad  corporation  is  not  a  public 
institution  nor  a  public  enterprise  in  any  other  sense,  which  would 
place  its  affairs  under  the  care  of  the  Government  or  make  it  the 
duty  of  the  commission  to  provide  for  its  safe  deliverance  from  the 
inconvenience  of  scant  revenues  or  even  from  insolvency.  The  rail- 
roads are  not  of  public  concern  in  any  such  sense,  and  their  managers 
do  not  so  consider  them  when  discussing  their  legal  relation,  except 
when  insisting  upon  being  safeguarded  by  the  Government  through 
high  rates  against  the  results  of  each  other's  competition. 

No  matter  how  important  any  single  railroad  company  may  be 
to  a  particular  city  or  section,  not  one  of  them  is  of  common  interest 
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to  all  the  people  of  the  Nation.  The  transportation  business  of  the 
whole  country,  which  practically  resolves  itself  into  what  may  be 
•designated  as  "  the  railroad  business,"  is  of  general,  or  rather  of 
universal,  interest;  and  it  is  that  business  rather  than  any  particular 
railroad  corporation  which  Congress  has  been  empowered  by  the 
€!onstitution  to  regulate.  The  proposition  that  the  financial  welfare 
or  the  financial  affairs  of  any  particular  railroad  ought  to  be  con- 
sidered by  the  commission  as  the  subject  matter  or  part  of  the  sub- 
ject matter  of  any  rate  case  or  question  before  them,  or  otherwise 
than  as  a  limitation  to  be  pleaded  in  a  proper  case  by  the  particular 
carrier  involved,  was  never  within  the  purview  of  any  legislation 
thus  far  enacted,  but  was  a  pure  invention  by  commissioners. 

The  services  and  the  rates  are  the  only  matters  pertaining  to 
common  carriers  with  which  the  public  have  to  deal  or  with  which 
they  come  in  contact.  They  have  nothing  to  do  with  internal  manage- 
ment, nor  should  their  interest  in  just  and  reasonable  rates  be  con- 
founded or  complicated  with  those  of  stock  and  bond  holders.  The 
commission  would  have  plenty  to  do  if  they  looked  carefully  after 
the  rates  and  service. 

In  1896  the  case  of  CoA^ngton  &  Lexington  Turnpike  Road  Co.  v. 
Sandford  (164  U.  S.,  578),  involving  rates  or  tolls  to  be  charged  over 
a  turnpike,  was  decided.  We  see,  upon  a  moment's  reflection,  that  the 
question  tliere  was  exactly  the  same  as  that  raised  in  any  case  involv- 
ing a  railroad  rate.  In  that  case  successive  acts  of  the  Legislature 
of  Kentucky  had  greatly  reduced  the  tolls  until  in  1896  the  company 
sought  to  prevent  the  final  reduction  by  suit  in  court  on  the  ground 
that  the  rate  fixed  by  it  was  confiscatory,  but  in  the  proofs  it  failed 
to  show  that  the  rate  did  not  yield  some  small  profit,  or  even  if  it 
did  not  that  insolvency  would  not  be  attributable  to  competition 
and  loss  of  business  rather  than  to  the  reduction  of  rates. 

Here  are  some  of  the  principles  stated  by  the  Supreme  Court  of 
the  United  States,  after  stating  the  facts  and  quoting  literally  from 
the  complaint : 

It  is  proper  to  say  that  if  tlie  answer  had  not  alleged,  in  substance,  that  the 
tolls  prescribed  by  the  act  of  1890  were  wholly  inadequate  for  keeping  the  road 
in  proper  repair  and  for  earning  dividends,  we  could  not  say  that  the  act  was 
unconstitutional  merely  because  the  company  (as  was  alleged  and  as  the 
demurrer  admitted)  could  not  earn  more  than  4  per  cenu  on  its  capital  stock. 
It  can  not  be  said  that  a  corporation  is  entitled,  as  of  right,  and  without 
reference  to  the  interests  of  the  public,  to  realize  a  given  per  cent  upon  its 
i'apital  stock.  When  the  question  arises  whether  the  legislature  has  exceeded 
its  constitutional  power  in  prescribing  rates  to  be  charged  by  a  corporation 
controlling  a  public  highway,  stockholders  are  not  the  only  persons  whose 
rights  or  interests  are  to  be  considered.  The  rights  of  the  public  are  not  to  be 
ignored.  It  is  alleged  here  that  the  rates  prescribed  are  unreasonable  and 
unjust  to  the  company  and  its  stockholders.  But  that  involves  an  inquiry  as  to 
what  is  reasonable  and  just  for  the  public.  If  the  establishing  of  new  lines 
of  transportation  should  cause  a  diminution  in  the  number  of  those  who  need 
to  use  a  turnpike  road  and,  consequently,  a  diminution  in  the  tolls  collected, 
that  is  not,  in  itself,  a  sufficient  reason  why  the  corporation  operating  the  road 
should  be  allowed  to  maintain  rates  that  would  be  unjust  to  those  who  must 
or  do  use  its  property.  The  public  can  not  properly  be  subjected  to  imreason- 
able  rates  in  order  simply  that  stockholders  may  earn  dividends.  The  legis- 
lature has  the  authority,  in  every  case,  where  its  power  has  not  been  restrained 
by  contract,  to  proceed  upon  the  ground  that  the  public  may  not  rightfully  be 
required  to  submit  to  unreasonable  exactions  for  the  use  of  a  public  highway 
established    and    maintained    under    legislative    authority.      If   a    corporation 
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can  not  maintain  such  a  highway  and  earn  dividends  for  stockholders,  It  is  a 
misfortune  for  it  and  tliem  which  the  Constitution  does  not  require  to  be 
remedied  hy  imposing  unjust  burdens  upon  the  public. 

The  court  here  plainly  said  in  effect  that  the  matter  of  first  im- 
portance was  the  interest  of  the  public  in  having  reasonable  rates, 
and  that  that  should  outweigh  all  other  considerations  so  long  as 
any  profit  whatsoever  was  in  sight  for  the  company  and  its  stock- 
holders. The  court  refused  to  hold  an  act  of  the  legislature  fixing 
rates  to  be  confiscatory  until  a  point  of  reduction  if  rates  was  reached 
at  which  business  could  only  be  done  at  a  loss.  The  court  did  not 
deem  it  necessary  to  set  forth  the  reason  underljdng  this  rule  in  that 
case,  but  did  state  them  in  a  subsequent  case,  Cotting  v.  Kansas  City 
Stock  Yards  Co.  (183  U.  S.  79),  as  follows: 

If  in  such  a  case  an  individual  is  willing  to  undertake  the  work  of  the 
State,  may  it  not  be  urged  that  he  in  a  measure  subjerts  himself  to  the  same 
rules  of  action,  and  that  if  the  body  which  expresses  the  judgment  of  the 
State  believes  that  the  particular  services  should  be  rendered  without  profit  he 
is  not  at  liberty  to  complain?  While  we  have  said  again  and  again  that  one 
volunteering  to  do  such  services  can  not  be  compelled  to  expose  his  property 
to  confiscation,  that  he  can  not  lie  compelled  to  suhufit  its  use  to  such  rates  as 
do  not  pay  the  expenses  of  the  work,  and  thei"efore  create  a  constantly  in- 
creasing debt  which  ultimately  works  its  appropriation,  still  is  there  not  toj'ce 
in  the  suggestion  that  as  the  State  may  do  the  work  without  profit,  if  he  volun- 
tarily undertakes  to  act  for  the  State  he  must  submit  to  a  like  determinaion 
as  to  the  paramount  interests  of  the  public?  *  *  *  The  authority  of  the 
legislature  to  interfere  by  a  regulation  of  rates  is  not  an  authority  to  destroy 
the  principles  of  these  decisions,  but  simply  to  enforce  them.  Its  proscription 
of  rates  is  prima  facie  evidence  of  their  reasonableness.  In  other  words,  it  is 
a  legislative  declaration  that  such  charges  are  reasonable  compensation  for 
the  services  rendered,  but  it  does  not  follow  therefrom  that  the  legislature  has 
power  to  reduce  any  reasonable  charges  because  by  reason  of  the  volume  of 
business  done  by  the  party  he  is  making  more  pi'ofit  than  others  in  vhe  same 
or  other  business.  The  question  is  not  always  what  does  he  make  as  the  aggre- 
gate of  his  profits  but  what  is  the  value  of  the  services  which  he  renders  to  the 
one  seeking  and  receiving  such  services. 

The  latter  was  not  a  railroad  case,  but  like  principles  apply  to  it. 
The  gist  of  these  decisions  is  that  it  is  for  Congress  or  the  Inter- 
state Commerce  Commission  in  its  place  or  stead  to  fix  the  rates, 
which  the  courts  should  presume  to  be  just  and  reasonable  until  the 
carriers  affected  thereby  show  them  to  be  confiscatory;  that  it  is  not 
sufficient  merely  to  show  that  the  rates  are  low  or  even  unreasonably 
low,  which  being  a  matter  of  opoinion  is  not  susceptible  of  exact 
proof;  that  a  public-service  corporation  assumes  duties  pertaining 
to  Government,  such  duties  as  the  Government  might,  except  for 
the  interposition  of  the  individual  or  corporation,  itself  perform  for 
the  people  to  be  served ;  and  finally  that  so  long  as  the  govemmeatal 
authority  fixing  the  rate  stops  short  of  a  deprivation  of  aiJ  profit, 
or  of  any  whatever,  the  party  affected  can  not  complain,  since  he 
may  at  any  time  abandon  the  service  and  allow  it  to  be  resumed  by 
the  Government.  So  the  proper  question  in  all  such  cases  is,  not, 
whether  the  rate  is  reasonable  in  point  of  profit-yielding  power,  but 
reasonable  from  the  standpoint  of  the  man  who  pays  it;  and  this 
consideration  ought  to  control  the  case,  notwithstanding  that  the  rate 
may  be  low,  or  even  unreasonably  low,  until  the  actual  confiscatory 
point  is  reached. 

But  the  Covington  Turnpike  case  was  the  last  of  a  long  line  of 
decisions  beginning  with  Munn  v.  Illinois.    The  railroad  econ.omists 
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had,  by  1897,  when  Smith  v.  Ames  (169  U.  S.  4G6)  was  decided,  suc- 
ceeded in  creating  a  hesitating  state  of  judicial  mind  and  a  reluctance 
to  carry  forward  into  cases  involving  railroad  rates  "the  principles 
which  they  had  previously  established  and  adhered  to.  The  decision 
in  the  last-mentioned  case  was,  we  might  sa}',  rather  hazy.  It  was 
what  in  chemistry  would  be  called  a  blend,  rather  than  a  compound. 
The  sound  views  in  prior  cases  were  ingenously  mixed  with  the  self- 
serving  views  of  the  railroad  lawyers  and  economists.  In  one  part 
of  the  opinion  it  was  said  that  the  sole  criterion  was  the  value  of  the 
property  devoted  to  the  public  use,  while  in  another  several  other 
matters  were  mentioned  to  be  properly  considered,  and,  among  them, 
the  market  value  of  stocks  and  bonds.    It  was  said  (p.  546)  : 

We  hold,  however,  that  the  basis  of  all  calculations  as  to  the  reasonableness  of 
rates  to  be  cliarged  by  a  corporation  maintaining  a  highway  under  legislative 
sanction  must  be  the  fair  value  of  the  property  being  used  for  the  convenience 
of  the  public.  And  in  order  to  ascertain  tliat  value,  the  original  cost  of  construc- 
tion, the  amount  expended  in  permanent  improvement,  the  amount  and  market 
value  of  its  bonds  and  stock,  the  present  as  compared  with  the  original  cost  of 
const i-uction,  the  probable  earning  capacity  of  the  property  under  particular 
rates  prescribed  by  statute,  and  the  sum  required  to  meet  operating  expenses, 
are  all  matters  for  consideration,  and  are  to  be  given  sucli  weiglit  as  may 
be  just  and  right  in  each  case.  We  do  not  say  that  there  may  not  be  other  mat- 
tei-s  to  be  regarded  in  estimating  the  value  of  the  property.  What  the  com- 
pany is  entitled  to  ask  is  a  fair  return  upon  the  value  of  that  whicli  it  employs 
for  the  public  convenience.  On  the  other  hand,  wliat  tlie  public  is  entitled  to  de- 
mand is  that  no  more  be  exacted  from  it  for  the  use  of  a  public  highway  tlian 
the  services  rendered  by  it  are  reasonably  worth. 

There  may  be  those  blessed  with  sufficient  mental  skill  or  subtlety 
to  state  how  all  the  matter  here  mentioned  can  be  brought  together, 
with  other  matters  intimated  but  not  specified,  as  a  basis  of  fixing  a 
rate.  But  there  are  surely  not  many,  even  among  the  railroad  experts 
in  the  congressional  lobby,  equal  to  the  task.  If  the  value  of  the 
property  is  to  receive  principal  consideration,  as  the  court  asserts, 
then  what  consideration  shoidd  or  can  the  market  value  of  stocks 
and  bonds  receive? 

We  need  not  dwell  upon  one  or  two  decisions  of  the  Supreme  Court 
and  several  by  the  Interstate  Commerce  Commission  and  the  Federal 
courts  intermediary  between  those  above  referred  to  and  that  in 
Wilcox  V.  Consolidated  Gas  Co.  (212  U.  S.,  19).  The  latter  case  evi- 
dences progressive  strides  in  false  and  vicious  economic  education. 
Now,  the  Consolidated  Gas  case  presented  exactly  the  same  issue  as 
that  presented  in  any  railroad  rate  case.  The  body  of  gas  consumers 
answer  to  the  whole  body  of  transportation  consumers  on  the  lines  of 
a  railway  system  anywdiere,  and  the  relation  of  the  gas  company  to 
the  public  is  in  all  essentials  similar  to  that  of  the  railroad  company. 
While  the  action  of  the  court  was  not  conclusive  of  the  ultimate  rights 
of  the  parties,  yet  the  views  of  the  court,  expressed  in  the  course  of  its 
opinion,  are  significant  of  its  changed  economic  attitude  since  the 
decisions  in  the  turnpike  and  stockyards  cases. 

There  must — 

Says  the  court — 

be  a  fair  return  upon  the  reasonable  value  of  the  property  at  the  time  it  is  being 
used  for  the  public. 

The  word  "  must "  inserted  by  the  court  in  lieu  of  the  words  "  may, 
on  condition  that  the  rates  to  consumers  are  just  and  reasonable,"  con- 
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tained  in  earlier  opinions,  marks  the  great  change  wrought  by  the 
schools  for  the  propagation  of  economic  error  maintained  in  this 
country.  They  are  maintained  out  of  the  vast  profits  realized  on 
exploitation  of  the  public  through  exorbitant  rates.  But  the  court 
declared  that  the  franchises  of  the  company,  which  it  was  admitted 
did  not  cost  it  a  penny  and  represented  merely  the  voluntary  abdica- 
tion of  the  State  of  New  York  of  a  particle  of  its  sovereignty,  should 
also  be  valued  as  part  of  the  aggregate  upon  which  the  consumers 
should  be  compelled  to  pay  rates.     The  court  said : 

It  can  not  be  disputed  that  franchises  of  this  nature  are  property  and  can 
not  be  taken  or  used  by  others  without  compensation. 

We.  do  not  fully  comprehend  the  significance  of  this  declaration, 
principle,  or  dogma  of  rate  fixing  unless  we  reflect  that  the  Consoli- 
dated Gas  Co.  is  an  absolute  monopoly,  with  the  usual  history  of  such 
monopolies  of  which  flagrant  dealings  with  municipal  authorities  and 
scandalous  stock  inflations  were  prominent  incidents,  and  that  the 
so-called  franchises  simply  stand  for  monopolistic  power  acquired 
through  practices  which  one  would  not  care  to  properly  designate  un- 
less willing  to  consume  sufficient  space  for  the  proofs.  But  that  gas 
company,  like  all  such,  and  like  all  railroad  companies,  possesses  real 
taxing  powers  within  and  throughout  the  territory  in  which  it  op- 
erates. The  folly  and  injustice  of  placing  a  valuation  upon  the 
monopolistic  sovereign  power  after  valuing  all  tangible  assets  is 
readily  seen.  But  that  is  a  right  or  privilege  that  municipal  monopo- 
lies and  railroad  companies  now  insist  upon,  and  what  the  courts  and 
Interstate  Commerce  Commission  now  concede. 

That  the  assets  of  the  Consolidated  Gas  Co.  represented  littlQ,  if 
any,  original  investment  but  what  Thomas  W.  Lawson  would  call 
"  made  "  dollars  is  shown  by  another  part  of  the  opinion,  where  it 
said: 

The  evidence  shows  that  from  their  creation  down  to  the  consolidation  in 
1884,  these  companies  liad  been  free  from  legislative  regulation  upon  the  amount 
of  the  rates  to  be  charged  for  gas.  They  had  been  most  prosperous  and  had 
divided  very  large  earnings  in  the  shape  of  dividends  to  their  stockholders, 
dividends  which  are  characterized  by  the  Senate  committee  appointed  in  1885 
to  investigate  the  facts  surroimding  the  consolidation  as  enormous.  The  report 
of  that  committee  shows  that  several  of  the  companies  had  averaged,  from  their 
creation,  dividends  over  16  per  cent,  and  six  companies  in  the  year  1884  paid 
a  dividend  upon  capital  which  had  been  increased  by  earnings,  as  in  the  ease 
of  the  Manhattan  and  the  New  York,  of  18  per  cent,  and  had  it  been  upon  the 
money  actually  paid  in,  it  would  have  been  nearly  25  per  cent. 

It  is  these  views  and  similar  ;^iews  of  the  courts  and  their  echo 
and  repetition  by  interstate  commerce  commissioners  which  have  led 
to  a  state  of  unrest  and  revolt  against  the  status  quo  finding  expres- 
sion and  taking  form  in  such  proposed  enactments  as  the  Sims  bill 
and  Lenroot  bill. 

There  was  recently  published  an  article  by  a  leading  railway  presi- 
dent and  publicist  containing  a  eulogistic  passage  concerning  the 
tendency  of  present  freight  adjustments  to  give  to  purchasers  the 
choice  of  supply  from  various  producing  regions,  inducing  and  com- 
pelling competition  to  hold  down  prices  and  give  them  uniformity. 
Thus  we  see  that  the  railroads,  while  claiming  and  receiving  exemp- 
tion from  each  other's  competition  and  clamoring  at  the  doors  of 
Congress  to  have  legalized  their  practice  of  eliminating  competition 
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by  combination,  yet  claim  and  exercise  the  prerogative  of  prompting 
and  intensifying  it  among  persons  engaged  in  the  production  and 
sale  of  commodities. 

The  Interstate  Commerce  Commission  made  a  report  in  1904  show- 
ing that  the  railroads  were  then  realizing  dividends  on  their  divi- 
dend-paying stocks  of  5|  per  cent.  They  also  showed  that  at  least 
one-half  of  the  stocks  did  not  represent  any  original  investment.  So 
the  equitable  owners  of  the  railroads  were  then  enjoying  at  least 
11  per  cent  net  profits  on  investments.  Since  that  report  was  made 
there  have  been  vast  issues  of  stocks,  estimated  by  competent  authori- 
ties at  $5,000,000,000.  That  means  upon  this  new  doctrine  of  "  a 
constant  profit  "  a  vast  inflation  of  the  mortgages  held  by  the  rail- 
road financiers  ostensibly  upon  the  properties,  but  in  reality  upon 
the  Nation's  .commerce  and  industries.  Nevertheless  the  average 
dividend  rate  has  increased  until,  according  to  the  1910  report  of  the 
commission,  it  averaged  6.43  per  cent,  the  next  j^ear  7  per  cent,  and 
under  the  Federal-control  act  it  is  5.7  per  cent.  And  the  railway 
overlords  and  those  who  officially  favor  them  now  claim  that  a  guar- 
anty of  this,  or  at  any  rate  of  some  fixed  income,  should  become  a 
settled  policy  of  the  Government. 

As  a  further  illustration  of  the  view  taken  by  railroad  managers 
the  testimony  of  Vice  President  Gardiner,  of  the  Chicago  &  North- 
western, in  his  testimony  taken  at  Chicago  by  the  Interstate  Com- 
.  merce  Commission  in  1910,  is  interesting.  His  opinion  coincides  with 
that  of  the  commissioners  thus  far  expressed,  that  the  railroads 
should  collect  rates  high  enough  to  safeguard  them  against  embar- 
rassment and  enable  them  to  accumulate  surpluses  in  anticipation  of 
all  possible  contingencies  and  periods  of  general  depression,  with- 
out reference  to  the  nature  or  cause  or  its  effect  upon  other  interests. 
Speaking  of  the  size  of  this  surplus,  he  said : 

It  should  be  large  enough,  however,  as  an  insurance  against  the  loss  of  crops 
for  two  or  three  years,  or  a  calamity,  or  something  of  that  sort.  It  would  take 
a  wise  man  to  say  even  how  much  surplus  Die  North  AVestei-n  should  have.  The 
directors  would  be  the  only  body  I  know  of  who  could  say  that  finally. 

It  would  be  enlightening  to  know  what  Vice  President  Gardiner 
and  others  would  say  to  a  proposition  coming  from  the  merchants, 
farmers,  and  shippers  generally  of  the  Northwest  that  the  balance 
of  the  people  of  the  country  should  be  compelled  to  pay  them  for  what 
they  have  to  sell,  prices  sufficiently  above  the  competitive  market 
price  to  enable  them  to  carry  their  indebtedness,  pay  wages  to  their 
employees,  profits  equivalent  to  the  dividends  paid  by  the  railroads, 
and  still  enough  more  for  large  bank  balances  to  meet  all  reverses  and 
misfortunes,  including  those  resulting  from  bad  management.  And 
the  company  for  which  Mr.  Gardiner  spoke  has  carried  out  his  theory 
in  practice.  In  the  past  10  vears  not  onlv  has  it  paid  out  of  its  surplus 
$5.6,000,000  as  dividends  on  $85,000,000  of  capital  stock,  but  accumu- 
lated an  unappropriated  surplus  of  $30,000,000,  constituting  in  the 
aggregate  a  net  return  to  its  stockholders  of  more  than  10  per  cent  per 
annum. 

It  will  be  remembered  that  in  1910  there  was  a  concerted  and  pre- 
concerted increase  of  rates,  which  was  checked  by  timely  action  on  the 
part  of  Congress  authorizing  the  commission  to  suspend  the  increase, 
and  placing  on  the  carriers  the  burden  of  proof  to  show  necessity  for 
the  increases.  The  figures  for  that  year  are  a  study  by  themselves 
152894— 1&— VOL  2 81 
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and  an  object  lesson  of  the  limitless  greed  and  rapacity  of  railroad 
managers  when  left  without  legal  check  or  control.  The  total  net 
operating  revenues — that  is,  the  profits  of  operation — were  $938,- 
121,000,  or  an  increase  over  1909  of  $110,306,000.  One  significant 
fact  about  the  figures  is  that  the  gross  revenues  or  collections  for  1910 
were  $335,934,000  more  than  for  the  preceding  year.  For  1909  they 
were  $2,443,312,000,  and  for  1910,  $2,799,246,000. 
Here  are  the  figures : 


1909. 
1910. 


Total 
average 
mileage. 


233,002 
236, 690 


Operating'  Operating 
revenue  !  expense 
per  mile.  I  per  mile 


$10,486 
11,742. 


$6,933 

7,778 


Net 
income 
per  mile. 


$3,553: 
3,964 


The  ordinary  business  man  may,  out  of  the  profits  of  one  year's 
business,  buy  an  adjoining  lot  and  enlarge  his  store  or  otherwise 
invest  money  to  make  it  more  convenient  and  attractive.  He  does 
not  thereby  acquire  any  claim,  based  on  right,  to  increase  the  price 
of  his  goods,  even  if  not  prevented  by  competitive  conditions.  He 
enlarges  his  plant  by  investing  more  money.  If  he  has  the  capital^ 
so  much  the  better.  If  he  has  it  not,  it  may  be  expedient  to  borrow 
it  in  order  to  meet  the  demands  of  a  growing  business.  In  the  lat- 
ter case  he  must  pay  interest.  In  either  case  he  must  take  the  risk 
and  determine  at  his  peril  whether  the  enlargement  or  addition  will 
result  in  profit  or  loss.  He  never  attempts  to  add  the  cost  of  en- 
largement or  the  interest  on  the  indebtedness  so  increased  to  the 
price  of  what  he  has  to  sell,  but  looks  to  an  increased  volume  of  sales. 
at  the  usual  and  normal  profit.  But  the  railroads  object  to  any 
such  view  being  taken  of  their  business.  Not  content  to  await  the 
growth  of  business  and  the  rise  of  normal  demand  for  the  utiliza- 
tion of  their  improved  facilities  of  transportation  to  restore  their 
cash  or  meet  their  obligations,  they  are  constantly  insisting  upon 
increases  in  the  price  for  the  service  Avhicli  they  furnish  and  in- 
creased profits.  Nor  is  there  anything  in  the  present  law  to  prevent 
or  check  this  tendency  and  practice  of  the  railroads,  but  its  in- 
evitable effect  will  be  to  sanction,  aid,  and  perpetuate  it. 

The  true  theory  is  that  the  Government  shall  regulate  and  con- 
trol rates.  But  the  views  here  quoted  would  make  the  Government 
the  guarantor  and  underwriter  of  profits,  and  the  vice  of  such  views 
is  but  sTighth^  alleviated,  if  at  all,  by  the  use  of  the  qualifying  word 
**  fair."  The  Government  has  no  better  authority  from  the  people 
or  from  the  laws  of  the  land  to  insure  fair  profits  to  a  particular 
class  of  business  men  than  to  insure  to  them  the  receipt  of  an  un- 
fair or  exorbitant  profit.  The  one  rule  makes  of  public-service 
corporations  the  servants  of  the  public,  which  was  the  original  and 
is  the  proper  conception  of  them.  The  other  rule  makes  of  them 
the  unbridled  masters  of  the  people.  The  proper  view  is  that  the 
citizens  of  the  Republic  are  freeholders  in  their  relation  to  common 
carriers  and  that  the  latter  are  their  agents.  The  perverted  view 
adopted  by  judges  and  commissioners  makes  every  taxpayer  sub- 
servient to  each  and  all  of  so  many  little  sovereignties  or  municipali- 
tie-s  within  their  own  domain  and  hewers  of  wood  and  drawers  of 
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water  under  sublords  ruling  them  in  the  name  and  right  of  private 
corporations  clothed  with  sovereign  powers  of  taxation  and  ex- 
ploitation. 

In  the  report  of  the  commission  for  1908  on  the  question  of  what 
constitutes  the  reasonable  rate,  we  find  this  language : 

When,  however,  all  has  been  said  along  these  lines  that  may  properly  be 
said,  it  nevertheless  remains  as  a  fundamental  proposition  that  the  actual  in 
vestment  in  any  enterprise  needed  for  giving  the  public  adequate  transporta- 
tion facilities  is  entitled  to  and  should  have  a  reasonable  return,  and  no  more 
than  a  reasonable  retiu-n,  in  the  form  of  a  constant  prolit ;  and  a  reasonable 
schedule  of  rates  is  one  that  will  produce  such  result. 

So,  here  we  see  the  words  "  constant  profit "  used ;  so,  here  the 
commission  declares  its  policy  to  be  to  fix  its  eyes  constantly  and 
exclusively  upon  railro'ad  interests  until  they  are  secure  in  receipt 
of  a  "  constant  profit."  And  the  same  in  some  form  is  to  be  found 
in  each  subsequent  annual  report.  The  statement  is  on  its  face 
plausible  and  well  calculated  to  deceive  one  who  is  simple  minded 
or  indiscriminating  in  thought  and  expression. 

The  true  rule  is  that  if  the  public  be  well  served  at  fair  an  J 
reasonable  rates,  or  rates  fixed  under  really  competitive  conditions,, 
then  there  should  be  no  reduction  of  rates  so  long  as  they  produce  only 
a  reasonable  return  on  the  property.  This  rule  of  rate  making  com- 
pels the  rate-fixing  authority  to  begin  at  the  shipper's  side  of  the 
question  and  to  only  take  up  the  carrier's  side  if  that  becomes; 
necessary ;  that  is  to  say,  when  it  is  alleged  that  fair  and  reasonable 
rates  for  the  shipper  are  confiscatory  of  the  carrier's  property.  It 
is  no  valid  objection  to  rates  which  are  only  fair  and  reasonable  from 
the  shipper's  standpoint  that  the}-  are  unreasonably  low  from  the 
carrier's  standpoint,  because  even  unreasonably  low  rates  may  yield 
some  profit,  however  small,  and  be  therefore  nonconfiscatory.  What 
the  courts  and  commissioners  have  done  in  recent  years  was  to  start 
the  consideration  of  each  question  from  the  carrier's  side;  to  start 
with  this  heresy  that  at  all  events,  aside  from  all  other  considera- 
tions and  regardless  of  the  effect  upon  the  fortunes  of  shippers,  tlie 
carrier  was  entitled  not  merel}^  to  protection  against  a  confiscatory 
rate,  but  to  a  return,  usually  placed  at  or  a  little  above  the  rate  of 
interest  on  mortgage  loans.  To  give  such  a  rule  universal  applica- 
tion is  to  guarantee  not  only  the  solvency  but  the  financial  success  of 
the  most  recklessly,  dishonestly,  and  wastefully  managed  roads  in 
the  country,  or  those  which  but  for  the  Government  sanction  thus 
given  to  exploitation  of  the  public  would  have  to  go  into  liquidation 
and  reorganize  on  a  sound  and  honest  basis.  An  exemplification  of 
the'  practical  application  of  this  modern  theory  is  seen  in  the 
Spokane  rate  case,  wdiere  the  commissioners  decided  that  rates  which 
satisfied  the  financial  needs  of  the  Northern  Pacific  and  gave  t\\Q 
holders  of  its  enormously  inflated  stocks  the  dividends  which  they 
demanded  were  just  and  reasonable,  though  the  same  rates  in  the 
case  of  its  competitor,  the  Great  Northern,  yielded  nearly  twice  the 
same  dividend  rate,  in  addition  to  enabling  it  to  pile  up  a  large 
.surplus  for  extensions  and  outside  investments. 

It  was  in  view  of  the  earlier  decisions  of  the  courts  that  the  words 
"  fairly  remunerative  "  in  the  provision  requiring  the  connnission  to 
ascertain  and  enforce  reasonable  rates  were  stricken  out  of  the  Hep- 
burn Bill  in  the  Senate  in  1906,  as  the  record  of  debates  shows.     But^ 
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contrar}^  to  congressional  intent,  as  thus  expressed,  these  words  were, 
by  the  commission,  in  the  Spokane  case  and  in  other  cases,  inter- 
polated b_y  construction  as  part  of  the  statute,  and  the  real  purpose 
of  the  law  nullified. 

Another  proposition,  well  established  by  former  decisions,  has  been 
completely  ignored  or  overlooked  by  the  commission,  as  well  as  the 
courts,  in  recent  years;  that  is,  that  no  loss,  whatever  its  form  or  ex- 
tent, is  protected  by  the  rule  against  confiscatory  rates  unless  result- 
ing directly  from  the  action  of  a  legislative  or  official  body,  though 
such  loss  might  be  so  great  as  to  end  in  insolvency.  If  in  fixing 
reasonable  rates  on  one  road  another  in  competition  with  it  finds  its 
rates  so  reduced  that  it  can  not  do  business  except  at  a  loss,  that 
should  be  attributed  to  the  operation  of  competition  and  only  in- 
direct])', if  at  all,  to  the  action  of  the  commission.  The  decision  of 
the  commission  in  such  a  case  would  be  unassailable  and  invulnerable 
as  against  any  constitutional  objection.  The  disastrous  and  far- 
reaching  elFects  of  the  nonobservance  of  this  principle  can  scarcel)' 
be  exaggerated.  The  counter  proposition  that  the  weaker,  worse 
managed,  more  injudiciously  located  or  constructed  facility,  or  the 
one  whose  mechanical  form  has  been  antiquated  and  superseded,  must 
nevertheless  be  secured  and  safeguarded  against  loss  and  the  possi- 
bility of  destruction  from  competition  has  found  favor  in  the  official 
minds  of  the  commissioners.  Outside  the  commission  there  is  no 
help  and  but  little  sympathy  for  one  who  has  been  struck  down  by 
the  wheels  of  progress;  but  with  carriers  in  interstate  commerce, 
under  the  Interstate  Commerce  act  as  paternally  administered  by 
the  commission,  it  is  very  different. 

The  whole  situation  is  best  shown  and  illustrated  by  a  discussion 
of  the  histor}'  of  some  of  the  trunk  lines  and  a  statement  of  the 
relations  between  the  carriers  between  the  Atlantic  seaboard  and 
Chicago  and  other  cities  of  the  Central  West.  It  is  unnecessary, 
however,  to  occupy  space  with  the  details  of  that  history,  which  must 
be  already  well  known  to  many  in  Congress.  But  in  the  case  of 
what  are  known  as  the  trunk  lines  there  is  presented  a  striking  and 
important  illustration  of  results  flowing  from  the  adoption  of  the 
commission  of  the  "constant-profit"  theory  of  rate  making.  The 
]"ates  of  the  Pennsylvania  and  New  York  Central,  whose  lines  reach 
all  the  important  business  centers  of  the  West,  have  been  fixed  ex- 
clusively by  the  railroad  managements  themselves,  with  no  limita- 
tions whatever  except  with  reference  to  what  the  traffic  would  bear. 
Their  rates  have  never  been  examipecl  or  investigated  bj^  the  commis- 
sion as  to  their  reasonableness  or  unreasonableness.  It  appears  to 
have  been  considered  entirely  proper  that  the  public  should  pay 
these  companies  considerably  ]nore  for  a  given  passenger  serv- 
ice than  is  paid  for  the  same  service  to  the  Baltimore  &  Ohio,  the 
Erie,  and  certain  other  trunk  lines.  Now,  it  is  undoubtedly  true, 
a  fact  admitted  by  the  railway  managers  at  the  rate-advance  hear- 
ings in  1910,  that  a  hard  and  fast  agreement  exists  between  all  the 
tiunk  lines  and  that  they  maintain  a  central  association  or  bureau 
in  New  York  City.  Their  combination  would,  however,  be  power- 
less to  maintain  unreasonable  rates  without  the  recognition  given 
by  the  commission  to  the  "  constant-profit "  theory.  But  with  that 
recognition  and  adherence  to  their  established  practices,  the  asso- 
ciated trunk  lines  are  able  to  exactly  reverse  the  natural  order  and 
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substitute  self-interest  for  the  interest  and  welfare  of  the  public.  If 
the  economic  law  of  competition  were  allowed  to  operate  in  trunk- 
line  territory  the  lowest  rates  between  the  East  and  West  would  be 
thoseover  the  most  natural  and  direct  and  the  best-equipped  routes; 
that  is  to  say,  over  the  New  York  Central  and  the  Pennsylvania. 
They  have  eliminated  all  difficult  grades  and  curves,  duplicated 
trackage,  acquired  terminal  facilities,  and  provided  tliemselves  with 
superior  motive  power  and  rolling  stock,  until  they  can  move  a  given 
txjnnage  over  a  long  distance  at  less  than  one-half  what  the  same 
would  cost  over  other  and  inferior  roads. 

By  acting  secretly  in  concert  and  by  constant  readjustment  and 
classifications  of  rates,  thus  working  them  U])  from  one  level  to  an- 
other, they  have  escaped  entirely  the  regulative  powers  of  the  com- 
mission and  become  a  law  unto  themselves.  The  commission  could 
not  now,  under  existing  law,  even  if  so  inclined,  examine  and  pass 
upon  the  rate  question  in  its  application  to  the  whole  trunk-line  situ- 
ation and  establish  in  trunk-line  territory  a  system  of  rates.  In- 
deed, Congress  has  heretofore  withheld  from  the  commission  any 
such  power.  Without  it,  it  is  idle  to  talk  about  any  general  rule 
for  ascertaining  the  reasonable  rate,  and  the  rule  of  a  constant  profit 
for  the  carriers,  in  addition  to  being  destructive  of  all  other  inter- 
ests, is  a  pure  invention  to  serve  the  selfish  purposes  of  the  railroads. 

The  difficulty  of  fixing  reasonable  rates  for  a  single  line  of  rail- 
road lies  in  the  great  differences  between  conditions  affecting  rail- 
roads which  under  normal  conditions  would  be  in  competition.  In 
this  same  trunk-line  territory  are  lines  of  varying  financial  strength 
and  condition  with  reference  to  the  cost  of  operation  and  volume 
and  profitableness  of  traffic.  For  instance,  there  is  in  trunk-line  ter- 
ritory the  Pennsylvania  and  the  Erie.  The  financial  condition  of  the 
Pennsylvania  is  such  that  it  can  refund  its  bonds  at  3  and  3^ 
-per  cent,  and  its  stocks,  though  inflated  and  consisting  largely  of 
duplications  through  absorption  of  subsidiary  lines,  is  far  above 
par,  and  the  company  could  continue  its  6  per  cent  dividend  rate 
with  even  lower  rates  than  it  now  charges  and  still  accumulate  lai-ge 
annual  surpluses.  The  Erie,  according  to  testimony  given  by  its 
vice  president  in  the  rate-advance  cases,  has  the  most  pressing  finan- 
cial needs,  paying  no  dividends  on  its  common  stock  and  being  under 
an  immediate  necessity  of  raising  $13,000,000  for  general  improve- 
ments. He  also  stated  that  $35,000,000  was  required  to  put  it  in  ef- 
fective condition  of  construction  and  equipment.  Now,  the  rates 
which  are  necessary  to  keep  so  weak  an  enterprise  as  that  in  a  com- 
petitive position  as  against  the  stronger  trimk  lines  must  necessarily 
render  the  same  rates  on  the  business  of  the  latter  exorbitant.  To 
reduce  its  rates  on  through  traffic  without  a  reduction  also  of  the 
Erie's  rates,  or  to  increase  the  Erie's  rates  without  also  increasing 
theirs,  would  do  the  Erie  no  good,  because  the  immediate  effect 
would  be  to  divert  from  it  most  or  all  of  the  Erie's  through  business. 
So,  in  order  to  make  a  practical  application  of  the  theory  of  a  con- 
stant profit  to  all  carriers  and  keep  water-logged  enterprises  afloat, 
the  public  must  pay  annual  bounties  amounting  in  the  aggregate  to 
hundreds  of  millions  of  dollars  over  and  above  what  the  shippers 
consider  just  and  reasonable  rates. 

The  uniformity  and  stability  of  rates  required  by  the  business  in- 
terests of  the  country  can  never  be  secured  through  the  commission  so 
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long  as  its  functions  and  powers  are  limited  as  at  present  by  the 
interstate  commerce  act.  It  must  have  power  to  revise  and  readjust 
entire  schedules,  and  not  only  entire  schedules  of  particular  roads, 
but  of  whole  systems  and  by  large  areas,  thereby  producing  uni- 
formity, justice,  and  reasonableness  on  all  lines;  for  instance,  on  all 
the  lines  in  trunk-line  territory,  on  all  lines  in  central,  western,  and 
southwestern  territory,  simultaneously,  and  from  time  to  time,  as 
often  as  it  is  necessary  to  maintain  justice,  reasonableness,  and  equal 
treatment  of  shippers.  The  commission  must  be  authorized  to  har- 
monize inconsistent  rates,  to  equalize  discriminating  rates,  and  to 
reduce  high  rates  wherever  found.  These  powers  it  can  not  exercise 
w^ithout  the  enlarged  powers  which  would  be  conferred  by  the  adopt- 
tion  of  some  such  as  the  appended  bill.  The  only  uniformity  provided 
for  in  the  interstate  commerce  act  is  uniformity  in  the  treatment  by 
each  railroad  of  its  own  patrons.  The  second  section  of  the  interstate 
commerce  act  prohibits  a  common  carrier  from  charging  one  person 
more  than  another  for  the  same  service,  but  it  does  not  prohibit  a  car- 
rier from  charging  one  person  more  or  less  than  another  railroad 
charges  the  same  person  for  an  equal  service. 

The  third  section  of  the  interstate  commerce  act  forbids  a  carrier 
giving  any  undue  preference  or  advantage  to  any  person  or  locality, 
or  kind  of  traffic,  over  another.  But  this  only  applies  to  the  action 
of  a  railroad  toward  the  people  or  places  served  by  it.  It  does  not 
apply  to  increases  of  local  interstate  rates  where  there  is  no  competi- 
tion. 

To  enable  the  commission  to  fully  perform  its  duties,  it  should  have 
power,  as  is  here  provided  for,  to  increase,  as  well  as  to  reduce,  a  rate. 
Without  this  additional  power  it  can  not  effectively  harmonize  and 
equalize  rates  or  deal  with  entire  schedules. 

Two  principal  reasons  have  been  heretofore  urged  against  con- 
ferring the  power  upon  the  commission  to  formulate  or  revise  sched- 
ules. The  first  was  r)resented  by  the  railroads.  They  claimed  the 
right  to  initiate  all  rates  themselves.  They  urged  that  to  confer  so 
broad  a  power  upon  a  governmental  agency  was  to  take  from  the 
only  power  which  rendered  their  properties  of  any  value.  The  sec- 
ond objection  was  constitutional,  though  probably  originating  in  the 
same  fertile  brains  of  counsel  for  the  railroads.  It  was  argued  that  if 
the  commission  could  adopt  and  put  in  force  rates  by  wholesale  for 
one  company,  it  could  do  so  for  all  at  once,  which  was  not  merely 
applying  a  statute  to  facts,  but  the  exercise  of  outright  legislative 
functions.  The  constitutional  objection  was  not  clearly,  if  at  all, 
distinguishable  from  that  based  upon  policy.  Without  turning 
aside  to  debate  the  issue,  it  is  safe  to  assert  that  both  objections  are 
untenable.  The  Supreme  Court  in  the  Southern  Pacific  Lumber  rate 
case,  decided  last  year,  limited  the  construction  of  the  powers  of  the 
commission  under  the  present  law  as  has  just  been  stated. 

There  is  an  important  phase  of  railroad  finance  which  has  thus 
far  received  very  little  public  attention,  but  which  is  important  in 
anj^  thorough  consideration  of  the  subject.  Notwithstandiing  that 
the  railroad  corporations  have  worked  up  their  net  revenues  from 
operation  to  the  billion-dollar  mark,  they  are  in  receipt  of  additional 
large  incomes  from  investments  in  what  is  really  a  banking  or  money- 
lending  business.  This  refers  to  the  large  holdings  of  some  of  the 
])rincipal  companies  in  the  stocks  and  bonds  of  other  companies. 
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According  to  the  latest  report  of  the  commission  on  the  subject,  the 
aggregate  of  all  issues  of  stocks  and  bonds  is  nineteen  billions  of 
dollars,  of  which  about  four  and  a  half  billions  are  duplications. 
Most  of  these  duplications  consist  of  "  trtisteed  "  stocks,  upon  which 
interest-bearing  l3onds  have  been  issued,  constituting  two  distinct 
capitalizations,  the  one  concealed  beneath  the  other,  upon  both  of 
which  profits,  to  wit,  dividends  on  the  stocks  and  interest  on  the 
bonds  are  received  b}^  the  holding  company. 

Railroads  are  chartered  for  the  sole  business  of  constructing  and 
operating  lines  of  railroad  and  transporting  freight  and  passengers; 
but  their  "  earnings  "  from  this  business  have  grown  so  enormously 
through  the  operation  of  the  interstate  commerce  act,  and  under  the 
fostering  care  of  the  commission,  that  the  returns  are  far  in  excess 
of  legitimate  requirements  in  that  business.  Money  has  been  ac- 
cumulated in  such  vast  sums  that  those  in  control  have  used  the  funds 
for  what  is  in  reality  a  banking  business,  with  speculation  as  an 
adjunct.  The  railroads  now  have  five  times  as  much  of  their  work- 
ing capital  invested  in  bonds,  stocks,  and  other  assets  as  they  have 
invested  in  equipment,  materials,  and  supplies  for  conducting  the 
business  of  transportation.  This  condition  calls  strongly  and  unmis- 
takably for  legislation.  It  is  one  which  can  not  be  permitted  to 
continue. 

In  1906  this  subject  was  looked  into  by  the  commission,  and  a 
balance  sheet  was  compiled  by  its  statistician  from  reports  called 
for  and  received  from  individual  companies.  It  showed  that  in 
cost  of  equipment  and  materials  and  supplies  a  working  capital  of 
$1,016,593,864  was  employed,  but  as  banking  assets,  in  the  forms  of 
stocks,  bonds,  cash,  current  assets,  sinking  funds,  sundries  or  mis- 
cellaneous, the  railroads  owned  and  employed  the  vast  aggregate  of 
$5,022,576,615.  Nor  did  the  balance  sheet  of  1906  include  all  the 
corporations  in  control  of  assets  available  to  the  railroads  for  bank- 
ing and  investment  purposes.  There  are  several  large  holding  com- 
panies not  under  the  control  of  the  commission,  because  they  operate 
no  railroads  but  merely  control  finances  and  investments  for  the  rail- 
roads. In  the  report  of  the  Commission  on  Intercorporate  Eelation- 
ships  of  Railways  it  appears  that  the  total  par  value  of  railway 
securities  owned  by  the  railroad  corporations  is  $5,555,212,497. 

These  vast  community  holdings  form  the  basis  of  combinations 
which  defy  the  commission,  impede  and  obstruct  justice  and  oppose 
legislation.  Need  it  be  wondered  at  that  their  opposition  has  been 
thus  far  so  successful  ?  The  people's  representatives  will  never  prop- 
erly or  fully  understand  the  railroad  situation  without  considering 
the  relations  between  these  vast  holdings  of  each  other's  securities, 
and  several  other  matters,  which  are,  so  far  as  is  possible,  kept  under 
cover  by  the  interested  parties.  It  would  require  a  very  large  volume 
to  fully  exploit  this  one  branch  of  the  railroad  question.  But  when 
the  managers  and  their  paid  "  educators "  plead  the  necessity  of 
raising  rates  to  enable  them  to  accumulate  surpluses  with  which  to 
construct  branch  lines,  betterments  and  terminal  facilities,  they  might 
very  properly  be  asked  why  these  great  accumulations  of  concrete 
wealth  should  not  be  used.  But  it  should  not  be  the  policy  of  our 
Government  to  encourage  further  extensions  by  the  present  great 
railroad  corporations  to  be  controlled  or  owned  by  them.  If  the 
close  alliance  between  the  banks  and  railroads  can  be  broken,  so  that 
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there  is  no  longer  a  money  trust,  if  capital  be  made  free  again,  there 
will  then  be  others  than  the  present  railroad  kings  and  financial 
barons  to  construct,  equip  and  operate  independent  lines  of  railroad. 
Exactly  what  is  not  needed  is  more  subsidiaries  or  branches.  As  for 
increases  in  rates  of  interest  the  combinations  between  large  banking 
interests,  the  communities  of  railroad  interests  created  by  the  hold- 
ing companies  and  the  railroad  corporations  themselves  and  inter- 
locking directorates  are  almost  exclusively  responsible  for  them. 

The  question  of  transportation  finance  is  scarcely  less  important 
nationally  than  the  question  of  rates  with  which  it  is  closely  connected. 
The  establishment  by  legislation  of  an  incorrect  principle  or  policy 
for  dealing  with  the  railroads  may  be  as  fatal  to  public  welfare  as 
would  be  a  vital  change  in  our  form  of  government.  It  is  much  to  be 
deplored  that  we  can  not  fully  understand  the  effects  of  a  new  eco- 
nomic power  until  it  has  grown  to  gigantic  proportions,  and  not  even 
then  except  by  long  and  painful  experience.  AVith  respect  to  the 
railroad  system,  policy,  and  practices,  we  are  now  far  into,  but  not 
near  the  end  of,  the  educational  and  experimental  stage.  We  are 
now  in  that  stage  of  mental  unpreparedness  where  we  are  liable  to 
make  huge  mistakes,  to  be  much  regi^etted  afterwards.  To  allow  the 
valuation  act  and  other  laws  to  stand  in  their  present  forms  will  be 
such  a  mistake.  We  have  already  endured  many  of  the  evils  of  our 
almost  fatal  optimism  on  this  subject.  We  could  not  believe  that  the 
predicted  and  threatened  abuses  of  power  that  Ave  recklessly  sur- 
rendered to  the  railroads  would  occur  until  after  they  had  occurred 
in  an  aggravated  form.  We  feared  at  first  that  they  would  displace 
labor  and  in  various  ways  disturb  our  peace,  but  we  could  not  fore- 
see that  they  would  turn  the  advantages  we  gave  them  to  the  complete 
domination  of  all  other  kinds  of  business. 

It  should  not  be  overlooked  that  more  than  half  of  the  $8,000,000,00a 
going  into  railroad  property  as  the  basis  for  the  huge  capitalization 
consisted  in  profits  on  profits.  That  is  to  say,  large  surpluses  col- 
lected from  rate  payers  were  used  in  betterments,  extensions,  and 
other  improvements,  and  then  more  money  was  obtained  from  money 
lenders  on  these  as  additional  security.  Bonds  were  issued  to  them, 
and  a  further  drain  on  the  pockets  of  rate  payers  thus  instituted  to 
keep  down  the  interest  as  fixed  charges.  So  the  people  were  taxed 
in  the  first  instance  to  pay  for  the  improvements,  and  the  same  peo- 
ple are  now  being  taxed  to  pay  interest  on  investments  in  what  might 
be  equitably  considered  the  proceeds  from,  or  profits  upon,  their  own 
investments.  Legally,  of  course,  all  these  new  constructions  belong 
to  the  railroads,  in  addition  to  being  a  basis  for  the  interest  charges, 
and  also  operated  to  earn  dividends  for  the  stockholders.  If  any 
man  could  obtain  nineteen  billion  half  dollars,  hand  them  over  to 
the  Federal  Government,  and  the  Government  should  hand  over  in 
return  its  perpetual  obligations  to  pay  nineteen  billion  100-cent  dol- 
lars, bearing  interest  at  7  per  cent,  that  would  be  a  fair  illustration 
of  what  is  contemplated  in  the  constant-profit  scheme  of  rate  regula- 
tion. The  man  who  received  and  held  these  obligations  would  bank- 
rupt the  Nation  in  30  years.  And  that  is  what  the  railroads  will  do 
if  we  do  not  right-about  face  in  our  views  of  duty  to  the  people  in 
this  matter.  We  must  not  permit  ourselves  to  be  won  over  or  misled 
as  to  the  meaning  of  this  self-serving  doctrine  which  seems  to  have 
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found  acceptance  by  the  Interstate  Commerce  Commission.  The 
rate  of  interest  here  specified,  waiving  the  point  that  part  of  the 
investment  was  of  siirphis  and  not  original,  is  really  more  than  14 
per  cent,  or  nearly  five  times  the  rate  at  which  the  Government  can 
refund  its  bonds.  AVhat  would  be  thought  of  us  if  we  authorized, 
and  the  executive  department  sanctioned  and  carried  out,  such  a 
funding  scheme  w'ith  some  poAverful  syndicate  enjoying  a  monopoly 
of  favor,  just  as  the  railroads  enjoy  their  power  in  the  absence  of 
legal  control? 

The  impossibility  of  dealing  with  rate  increases  and  inequalities 
in  detail,  or  with  any  such  purpose  as  that  of  reducing  or  equalizing 
them  or  more  equitably  distributing  them  among  the  8.00t)  and  moi'e 
commodities,  and  between  the  manj"  thousand  of  shipping  points, 
without  conferring  additional  powers  upon  the  commission  must  be 
so  clear  as  to  require  no  elucidation.  The  equalization,  adjustment, 
and  distribution  of  the* increases  and  changes  of  rates  is  being  con- 
stantly referred  to  as  a  science  by  itself,  and  one  of  great  difficulty. 
All  writers  on  the  railroad  question  emphasize  the  delicacy  of  the 
existing  rate  adjustment  and  strive  to  show  why  the  change  of  a 
single  rate  between  any  two  important  points  necessitates  many  other 
changes  so  as  to  prevent  widespread  market  disturbances,  notwith- 
standing that  the  carriers  have  never  hesitated  to  make  many  rate 
changes  arbitrarily  and  by  sweeping  decrees  of  councils  of  traffic 
managers  without  reference  to  any  rule  or  scientific  basis  or  knowl- 
edge of  or  regard  for  the  efiect  of  such  changes  upon  producing,  ship- 
ping, and  trading  interests.  How  can  the  commission  ever  reach  the 
ends  of  justice  in  all  these  matters  without  the  possession  of  the 
broadest  and  most  searching  powers? 

The  fact  had  better  be  given  recognition  now  than  later,  that  any 
effective  Government  regulation  of  railroads  partakes  of  the  im- 
perialistic, but  sliould  never  be  allowed  to  become  paternalistic.  The 
right  to  regulate  grows  out  of  the  interstate-commerce  clause  of  the 
Constitution  and  the  close  connection  between  interstate  carriers  and 
interstate  commerce  itself,  and  the  regulation  itself  is  the  exercise 
of  a  power  which  is  to  some  extent  arbitrary.  But  this  attitude  to- 
ward the  carriers  should  never  be  held  to  impose  upon  the  Govern- 
ment an  obligation  to  safeguard  the  interests  of  that  particular  class 
of  persons  and  corporations  engaged  in  transportation  any  more  than 
if  they  were  engaged  in  any  other  line  of  business — any  more  than 
where  the  law  of  the  land  is  enforced  against  the  private  citizen.  All 
business  is  subject  and  subjected  to  legal  restrictions,  regulations,  and 
penal  provisions.  And  in  addition  to  the  many  laws  which  encom- 
pass the  ordinary  business  man,  he  is  always  in  contact  with  the  law 
of  competition,  from  which  the  railroads  find  ways  to  exempt  them- 
selves. Any  Government  going  into  the  insurance  business  and  guar- 
anteeing constant  profits  in  all  lines  of  business  ATould  be  proclaimed 
a  failure  and  disappointment,  and  by  none  more  promptly  than  by 
the  prudent  and  conservative  business  men,  the  manufacturers,  mer- 
chants, miners,  and  farmers  of  the  country. 

Much  has  been  said  about  a  claim  of  great  and  prosperous  lines 
to  enjoy,  in  form  of  greater  profits,  the  rewards  of  superior  engi- 
neering foresight  and  managerial  ability.  It  is  said  that  such  a 
great  institution  should  be  conceded  an  organization  value  in  the 
establishment  of  rates.  Those  Avho  make  that  claim  will  regard 
as  presumptuous  any  attempt  to  answer  it,  appealing  as  it  does  to 
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our  natural  inclination  to  applaud  those  who  have  achieved  suc- 
cess in  any  pursuit  or  line  of  activity.  But  that  the  claim  is  super- 
ficial and  utterly  destitute  of  merit  is  not  difficult  to  demonstrate. 
In  the  first  place,  it  entirely  ignores  the  distinction  between  private 
and  public  service.  It  must  be  borne  in  mind  that  recognition  for 
this  claim  is  presented  at  the  bar  of  the  legislatiA'e  body  of  the 
Nation  and  consideration  is  asked  for  it  on  every  occasion  of  legis- 
lation being  proposed  to  curb  the  powers  of  railroad  monopolies. 
It  is  therefore  to  be  treated  as  a  claim  preferred  for  recognition 
at  the  hands  of  the  general  public,  and  as  such  it  should  be  examined 
and  treated. 

It  has  not  been  unusual  for  men  to  devote  superior  talent  and  in- 
dustry to  the  public  on  the  same  terms  and  subject  to  the  same  sov- 
ereign powers  as  they  devote  talent  and  industry  of  mediocre  and 
inferior  quality,  or  as  one  devotes  more  and  another  lass  of  capital. 
In  the  second  place,  it  is  impossible  to  find  any  deserving  recipient 
of  any  reward  that  it  might,  upon  this  new  theory,  be  proper  to 
bestow.  No  man  living,  nor  the  descendants  of  any  that  have  died, 
are  entitled  to  compensation  in  any  form  for  projecting,  for  instance, 
the  New  York  Central  as  it  was  projected.  In  addition  to  the  fact 
that  the  original  promoters  and  builders  quickly  pocketed  great 
fortunes  by  manipulating  the  stocks  and  bonds,  and  not  by  superior 
public  service,  is  the  fact  that  they  enjoyed  the  favor  and  aid  of 
State  and  municipal  authorities  without  which  their  enterprise  and 
foresight  would  have  availed  them  nothing.  In  the  third  place, 
speaking  now  with  reference  to  the  present  active  managers,  there 
is  no  basis  for  any  claim  of  superior  management.  But  assurriing 
that  the  management  is  excellent,  it  is  a  safe  assumption  that  all 
in  a  supervisorial  capacity  are  in  the  enjoyment  of  adequate  sal- 
aries. Then  we  have  the  corporation  itself,  the  nonsentient  figment 
of  the  imagination  which  need  not  be  considered  aside  from  its 
stockholders.  And  as  to  the  latter,  the  question  of  why  their  divi- 
dends should  be  rendered  constant  and  secure  by  action  taken  by 
the  Government  has  not  been  answered  and  will  remain  unanswered. 
Finally,  as  for  the  claim  of  the  New  York  Central  and  other  such 
companies  based  on  superior  management,  it  does  not  appear  that  a 
well  constructed,  highly  improved,  and  thoroughly  equipped  rail- 
road is  any  more  difficult  to  manacre,  or  even  as  difficult,  as  one  of 
a  different  kind.  Of  all  mechanical  appliances  that  used  in  the 
transportation  of  persons  and  property  from  pi  are  to  place  is  the 
simplest,  involving  a  comparatively  low  degree  of  mechanical  skill. 

Of  course,  a  railroad  system  is  complicated  in  its  entirety,  as 
would  be  a  great  department  store,  but  the  task  assigned  to  each 
man  is  simple.  Again,  transportation  considered  apart  from  its 
instrumentalities  is  too  important  a  function  to  come  under  the 
absolute  luisupervised  control  of  any  person  or  persons,  either  in  an 
individual  or  privately  organized  capacity.  It  is  to  modern  life 
what  chemical  forces,  gi-avitation,  and  motion  are  to  the  earth.  It 
is  the  one  thing  that  makes  production  worth  while  and  exchange 
possible,  as  the  recurrence  of  the  seasons  causes  vegetation  to  grow 
and  the  fruits  of  the  field  to  multiply.  Therefore,  these  great  con- 
quests of  the  wilderness,  these  great  advances  of  civilization,  for 
whifh  so  much  credit  is  claimed  for  individuals  and  corporations, 
were  the  mere  applications  of  predestined  forces  which  belong  to 
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the  whole  people.  Those  in  control  temporarily  of  these  powerful 
instrumentalities  arc  the  mere  accidents  of  a  day.  Their  acliieve- 
nients  were  not  attributable  so  much  to  their  superior  business  sa- 
gacity as  to  popular  tolerance,  credulity,  and  optimism. 

The  railroads  are  now  claiming  that  rates  should  be  maintained 
or  increased  so  as  to  produce  surpluses  beyond  a  fair  return  on 
■existing  capitalizations  in  order  to  sustain  the  credit  of  the  rail- 
roads. In  other  words,  they  expect  Congress,  the  President,  the 
Interstate  Connnerce  Commission,  and  everybody  having  anything 
to  do  with  regulation  to  depart  from  all  fundamental  principles 
governing  raihoad  rates  and  set  up  a  new  rule,  a  rule  which,  while 
leaving  the  control  of  stock  and  bond  issues,  as  well  as  the  financial 
and  operating  control,  exclusivel}^  in  private  hands,  would  impose 
the  duty  first  upon  Congress  and  then  upon  the  connnission,  and 
ultimately  upon  the  people,  to  insure  a  market  price  for  stocks  and 
bonds  such  as  will  facilitate  the  borrowing  of  money  and  steady 
the  market  for  stocks  and  bonds.  To  all  familiar  witli  the  subject, 
to  all  who  have  in  mind  the  public  interest,  the  proposition  is  ab- 
surd and  preposterous  on  its  face.  It  would  impose  a  task  which, 
even  if  supportable  on  any  just  j^rinciple,  Avould  be  impossible  to 
perform,  even  though  all  the  constitutional  poAvers  of  the  Govern- 
ment were  fully  exerted. 

The  doctrine  of  an  assured  constant  profit  to  unwisely  projected 
or  badly  managed  roads  was  touched  upon  at  the  hearing  in  the 
rate-advance  cases  in  1910,  but  the  discussion  was  quickly  dropj^ed 
and  did  not  receive  any  further  serious  consideration.  One  of  the 
vice  presidents  of  the  Chicago  &  North  Western,  answering  a  query 
of  one  of  the  commissioners,  said : 

I  admit  that  what  might  be  justice  to  some  lesser  line  would  extravagantly 
incroaso  us,  if  you  please;  but  I  have  not  the  wisdom  to  say  how  that  thing 
shall  be  disposed  of. 

The  people's  representatives  in  Congress  and  other  legislative 
bodies  had  been  then  for  a  long  time  insisting  upon  a  reduction  of 
rates,  and  had  freely  expressed  themselves  to  the  eil'ect  that  substan- 
tial reductions  should  be  made.  And  there  are  ample  reasons  for 
saying  that,  few  railroad  oflicials  entered  upon  that  scheme  of  whole- 
sale advanc.es  Avith  the  expectation  that  the  commission  would  dare 
establish  the  advanced  rates  as  just  and  reasonable.  The  purpose  of 
the  railroads  in  taking  the  action  taken  by  them  was,  no  doubt,  to 
make  a  demand  such  as  the  people  arc  now  making  for  a  decrease 
of  rates — a  demand  which  was  then  and  is  still  being  urged — ap])ear 
preposterous  and  unreasonable.  It  Avill  be  strange  if  the  millions 
of  rate  payers  in  the  country  allow  their  just  demand  for  a  reduc- 
tion to  be  thwarted  by  such  tactics.  Of  course,  the  heads  of  some 
of  the  weaker  roads — those  which  i)retend  to  be  having  a  hard  strug- 
gle at  best — think  that  any  general  reduction  of  rates  would  be  very 
harsh  and  unjust  to  them,  notwithstajiding  that  the  maintenance  of 
present  rates  would  unduly  enrich  the  stronger  companies;  and,  of 
course,  the  latter  are  ever  ready  to  grasji  whatever  may  come  within 
their  reach.  So  that  the  question  finally  resolves  itself  into  one  of 
sacrificing  general  interests  to  temporarily  sustaining  and  keeping 
afloat  these  weak  but  ambitious  enterprises  which  might  otherwise 
have  to  liquidate  and  reorganize  on  a  narrower  financial  basis. 
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Thr;  rate  issue  thus  shifts,  and  the  contest  comes  on  between  the 
pfyjpJe  and  the  great  dominating  railroad  systems.  We  arc  con- 
stantly invited  to  consider  not  wliat  is  good  business  policy  for  the 
public,  but  to  he  profoundly  impressed  with  the  promotion  of  the 
financial  prosperity  of  private  corporations  having  extensive  con- 
trol of  general  business  interests. 

"  Of  course,"  said  Mr.  McCrea,  jnesident  of  the  Pennsylvania,  at 
the  rate-increase  investigation  on  October  12,  1910,  "  it  would  be 
possible  to  get  money  by  raising  the  interest  on  bonds  to  a  substan- 
tially liigher  level." 

liut  lie  did  not  think  sucli  a  course  woiild  be  ^ood  finance.  Ills 
alternative  was  U)  increase  the  price  of  what  his  company  has  to 
Will,  lo  do  that  is  not  a  diflicult  task  for  monopolies  of  its  class, 
in  the  absence  of  objections  by  the  commission.  liut  men  in  other 
business,  contemplating  new  acquisitions  for  enlargement  of  plant 
or  ext(insion  of  operations,  must  obtain  the  needed  funds  as  best  they 
can  and  at  the  prevailing  rat<iS  of  interest.  More^>ver,  they  must 
find  the  s;ecurity  tor  th(;ir  financial  accommodations.  But  these  trans- 
portation monopolies,  now  that  the  trick  of  concealing  surpluses 
expended  under  various  iieads,  practic{;d  by  them  hitherto,  is  ex- 
posed and  generally  understood,  are  urging  the  need  for  furtlier  rail- 
road extensions  and  facilities,  and  backing  up  their  demand  for 
high  rates  with  an  implied  threat  that  if  they  be  not  allowed  a  free 
hand  in  continued  and  more  drastic  (exploitation  of  the  Nation's 
freight  payers  the  extensions  and  facilities  will  not  be  provided  and 
that  the  quality  of  servia;  which  they  give  their  pati-oiis  will  de- 
preciate. Wliat  they  i-(!aliy  have  in  reserve  is  the  acquisition  of  m^)re 
and  mon*  of  the  weaker  lintjs,  furtlier  consolidations,  and  more  im- 
pregnable monopolies.  Any  pretense  that  they  intend  to  stand  still 
IS  the  baldest  assumption,  and  any  fear  that  they  may  or  can  create 
a  commercial  or  financial  collapse  is  groundless.  The  statement 
that  tfierc  lias  been  any  advance  in  the  cost  of  borrowed  money,  ex- 
cept when  borrowe^l  by  commercial  and  industrial  interests,  is  in- 
credible in  view  of  the  fact  that  nearly  all  the  bonfled  indebtedness 
of  th(5  New  York  (jentral,  funded  only  a  few  years  ago,  beai's  interest 
at  only  '>^  per  cent,  and  that  oi  tlie  Pennsylvania  at  even  a  lower 
liiUi.  What  the  railroad  presidejits  say  on  the  subject  is  to  take  a 
charitabkj  vi(iw  of  it — mere  speculation.  I'hey  make  no  pretense  of 
ever  having  even  an  unpleasant  experience  in  testing  the  money 
market.  In  fact,  the  financial  conditions  of  all  the  controlling  rail- 
roads are  such  that  no  t(;st  of  tlieir  ability  to  borrow  money  at  the 
lowest  rat(;s  of  int(irest  has  }>een  necessary. 

There  is  still  anotlier  substantial  reason  for  not  legislatively  com- 
mitting the  Oovernment  ii-revocably  to  a  fixed  obligation  of  any 
HOTt.  Plainly  stat(;d,  the  pnesent  form  of  railway  construction  and 
equipment  will  be,  in  <he  near  future,  relegated,  with  many  mechan- 
isms we  have  known,  to  tiie  realm  of  things  that  werce  but  are  no 
more,  and  anything  mon;  tlian  is  sufficient  to  keep  the  old  system  in 
running  order  until  tiie  new  can  be  inaugurated  would  be  sheer 
waste. 

It  has  been  said  that  "necessity  is  the  motlier  of  invention."  But 
even  whf',re  there  is  no  absolute  necessity,  but  only  obvious  need  for 
saving  or  great  convenience  in  having  an  improved  machine,  the 
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inclination  to  make  that  saving  and  provide  that  convenience  is  a 
spur  to  inventive  faculties. 

It  is  only  my  immediate  purpose  to  point  out  some  of  the  defects 
and  wasteful  results  from  the  use  of  the  existinij  mechanisms  of 
railroad  construction  and  operation.  Tf  more  be  desired,  if  a  re- 
port of  progress  in  that  field  of  invention  be  desired,  it  will  have  to 
be  called  for,  and  will  come  in  phraseology  not  so  readily  understood 
as  that  used  in  discussing  economic  and  political  subjects. 

Tlie  present  form  of  railroad  construction  must  accommodate  itself 
to  the  inequalities  and  eccentricities  of  nature;  and  since  the  earth's 
surface  constantly  varies,  both  in  form  and  in  substance,  and  is  sub- 
ject to  frequent  changes  caused  by  weather  conditions,  rains  succeed- 
ing droughts,  freezes  succeeding  thaws,  and  the  like,  it  is  clear  that 
the  engineering  problem  constantly  changes  ]>reliminary  to  construc- 
tion and  does  not  end  upon  the  completion  of  the  track. 

That  in  present  use  is  an  excessively  costly  mechanism,  TTow  else 
can  we  account  for  the  advance  of  railroad  indebtedness,  including 
as  such  both  absolute  obligations  and  stocks  upon  which  the  right  is 
claimed  to  pay  fixed  dividends,  to  $20,000,000,000  and  the  ccmstantly 
increasing  burden  of  fixed  charges,  both  out  of  all  proportion  to 
additional  construction?  The  explanation,  in  general  terms,  is  that 
the  amount  realized  for  transportation,  vast  as  it  is,  is  not  sullicient 
to  pay  fixed  charges. 

Tjooking  at  a  lailroad  maj)  dl'  tlu'  wlioK'  counlry,  we  liml  a  wry 
une(|ual  distribution  of  the  mileage.  At  least  two-thirds  of  it  is 
eiist  of  Chicago,  where  much  of  it  could  bo  rearranged  greatly  to  the 
benefit  of  shipping  interests,  and  some  of  it  dispensed  with.  But  it 
requires  no  statesman  or  political  economist  to  see  that  there  nuist 
soon  be  a  cliange  in  the  financing,  construction,  and  mechauisin  of 
railroads.  Existing  methods  and  systems  are  breaking  down  of  their 
own  weight.  It  is  all  too  expensive  and  burdensome  to  be  borne  by 
railroad  patrons,  in  which  class  falls  every  man,  woman,  and  child 
in  the  Nation.  Interest  charges,  as  stipulated  for  in  outstanding 
issues,  are  fixed  charges  but  dividends  are  not,  and  it  is  the  latter 
which  must  yield.  The  full  power  to  fix  rates  out  of  which  dividends 
ai"e  ]>aid  really  abides  with  the  Interstate  Commerce  Conunission, 
and  various  State  boards  and  ]mblii'-service  bodies,  acting  under 
legislative  authority,  though  theoretically  with  railroad  manago- 
ments.  The  weakening  of  railroad  credit,  by  which  is  meant  the 
diminution  of  borrowing  capacity,  which  was  whispered  tive  years 
ago,  has  now  become  a  loud  warning,  proclaimed  from  the  housetops, 
by  railroad  officialdom.  The  moment  the  system  of  fixed  dividends, 
put  in  force  a  few  years  ago,  is  found  impracticable,  the  present 
efficiency  of  service  will  become  a  thing  of  the  past,  extensions  and 
new  constructions  will  cease,  and  repairs  essential  to  (piick  transit 
and  safety  be  neglected. 

INFany  thouglits  occur  to  me  on  this  great  subject,  of  which  a 
proixn-  regard  for  limitations  of  space  forbids  full  iircsentation.  One 
of  tluMu,  however,  is  worth  exploiting  to  some  extent.  Traiisportat  ion 
may  be  roughly  divided  into  heavy  freights,  or  freights  in  bulk,  and 
light  freights,  or  freight  in  small  consignments.  Tlie  form  of  struc- 
ture we  are  now  discussing  is  not  adapted  to  the  latter,  and  will 
sooner  or  later  be  su])erseded.  Of  course,  as  now  projected,  it  is 
advantageous  to  the  railroads  to  carry  the  millions  of  small  ship- 
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merits  of  from  50  to  1,000  pounds,  but  a  much  more  economical  ar- 
rangement from  the  standpoint  of  shippers  woukl  be  to  have  the 
heavy  traffic  can-ied  by  existing  railroads  and  the  light  traffic  by  a 
less  expensive  method. 

The  railroad  managements  complain  of  many  sources  of  trouble  and 
peril  to  their  interests  and  to  those  of  investors  in  their  securities. 
They  comjDlain  that  labor  conditions  are  drifting  to  disaster;  that 
various  authorities  are  imposing  burdens  and  exactions  which  it  is 
becoming  more  and  more  difficult  to  meet;  that  State  legislatures  are 
vying  Avith  each  other  in  the  passage  of  such  legislation  as  fuU-crcAV 
laws  and  laws  requiring  hasty  removal  of  grade  crossings;  that 
taxes  are  being  onerously  increased ;  that  there  is  a  tendency  in  legis- 
lation to  compel  each  railroad  to  open  its  terminal  facilities  to  other 
railroads  having  no  legal  or  equitable  right  to  share  them  with  the 
owning  company;  that  the  Erdinan  arbitration  act  is  well  calcu- 
lated to  place  raih'oads  at  the  mercy  of  labor  combinations;  and, 
finally,  and  as  a  result  of  this,  that  it  is  becoming  very  difficult  to 
indiu'e  investors  to  provide  the  many  millions  necessary  to  supply 
adecjuate  transportation  facilities,  and  that  the  railroad  companies 
are  obliged  to  pay  unprecedented  rates  for  their  capital  requirements. 

The  truth  of  the  matter  is  that  the  railroads  as  now  constructed 
and  oj)erated  are,  in  many  instances,  too  expensive  a  machine  for  the 
work  it  has  to  do.  While  the  money  capitalists  of  the  world  were 
credulous  and  optimistic  on  the  outlook  for  railroad  investments  in 
this  country  (and  were  to  some  extent  justified  by  conditions),  while 
agriculture,  manufacturing  and  mining  were  expanding  and  the  peo- 
ple were  acquiescent  in  high  fares  and  freight  rates,  capital  in  large 
sums  could  be  borrowed  for  the  i-ail roads  at  almost  their  own  rates  of 
interest.  The  stronger  companies  could  then  borrow  for  refunding  or 
extensions  at  3  and  3^  per  cent.  Under  these  conditions  there  were 
many  unprofitable  constructions  and  unwise  duplications.  But  now, 
under  changed  conditions,  capital  demands  5  and  6  per  cent  and  is 
hai'd  to  obtain  at  those  rates. 

Another  important  factor  in  the  alteration  of  conditions,  never 
specifically  mentioned  by  railroad  officials,  consists  in  the  new  public 
and  legislative  view  of  franchises.  The  privilege  of  forming  a  cor- 
poration, or  operating  a  railroad,  of  collecting  fares  and  rates,  of 
exercising  the  power  of  eminent  domain,  was  formerly,  and  by  some 
is  still,  claimecl  to  be,  in  and  of  itself,  property  of  great  value,  irre- 
spective of  other  values;  and  because  little  attention  Avas  given  to  the 
subject,  the  claim  was  not  generally  disputed.  But  legislative  bodies, 
conmiissions,  and  the  public  at  large,  have  been  studying,  dissecting, 
analyzing,  and  have  discovered  that  the  term  "  franchise "  as  em- 
ployed by  railroad  companies  to  signify  a  largo  intangible  value  to 
be  added  to  physical  values,  merely  I'^epresents  monopolistic  power. 
To  this  awakening  to  the  ti'ue  situation  is  to  be  atti-ibuted  nuich  of  the 
hostile  legislation  and  stubborn  resistance  to  railroad  expansion  of 
which  railroads  and  financiers  are  now  complaining. 

In  the  existing  system  the  rails  must  be  maintained  on  an  approxi- 
mate level  with  each  other,  re(iuiring  constant  labor,  watchfulness, 
and  expense,  wbich  continnes  after  the  work  of  original  construction 
has  ended.  The  sui)i)()i't  jnust  be  inspected  to  see  if  it  is  strong  and 
sound  every  day  and  night  in  the  year.  The  evenest  of  two-rail 
ti-acks  constantly  becomes  more  and  more  uneven ;  that  is  to  say, 
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keeping  the  two  upon  an  exact  level  with  each  other  at  all  points  is 
an  utter  impossibility.  And  every  point  of  divergence  means  a 
swerve  for  the  whole  train  to  one  side,  an  awful  friction  with  the 
grinding  oil'  of  more  or  less  of  the  steel  from  both  flange  and  rail. 
But  before  that  swerve  is  ended  there  comes  another  and  another  as 
each  unevenness  is  reached.  So  the  whole  train  on  the  very  best  of 
tracks  with  its  ponderous  engine  is  kept  oscillating  from  side  to  side. 
^vithout  uniformity  and  beyond  human  power  to  anticipate  or  regu- 
late. You  may  have  become  so  accustomed  to  the  endless  succession 
of  indescribable  swerves  and  jolts  when  traveling  on  trains  as 
scarcely  to  notice  them.  But,  consciously  or  unconsciousl}'^,  all  pas- 
sengers are  affected  by  them  in  their  nerves  and  otherwise;  and  few 
people  ever  start  on  a  trip  of  any  length  A^  ithout  apprehensions  re- 
garding their  safety.  ISIany  are  actually  made  miserable  and  ill  by 
the  ever  present  dread  of  accident.  Just  thinlv  of  the  iirunense 
stmctural  strength  required  to  stand  the  constant  jerking  and 
wrenching  of  the  engines  and  cars.  The  cars,  whether  for  pas- 
sengers or  freight,  are  constructed  with  more  regard  io  hard  usage 
and  heavy  strain  than  are  warships  built  to  encount<^r  heav}''  seas, 
steel  projectiles,  and  dynamite  blasts.  Several  tons  of  iron  enter 
into  the  construction  of  each  car,  the  mechanism  being  intncatc  and 
costly.  And  emphasis  may  be  here  very  properly  placed  on  the 
frightful  and  increasing  cost  of  the  power  to  operate  railroad  trains 
in  the  present  way. 

The  running  of  heavy  trains  at  high  speed  on  tracks  as  now  con- 
structed is  unscientific  as  well  as  dangerous,  unless  the  foundation 
be  firmer  and  the  relati-ve  adjustment  of  the  rails  bo  more  perfect 
than  hnancial  resources  now  available  will  admit  of.  The  laws  of 
nature  can  not  be  suspended  bj'  man's  contrivances.  They  must  be 
overcome  by  mechanical  exactitudes.  xV  bed  of  broken  stones  mixed 
with  earth  under  a  wooden  tie  Inis  not  resisting  power  equal  to  the 
pounding  of  a  drive  wheel  under  an  engine  weighing  30  tons  or 
more  and  drawing  a  long  train  of  cai^s  heavily  loaded.  Naturally 
and  inevitably,  moisture  softens  the  mass.  Then  the  first  engine  to 
pass  over  depresses  the  end  of  one  or  more  cross-ties,  and  though 
that  train  nuiy  pass  over  Avithout  derailment,  the  next  train  lurches 
powerfully  to^  one  side,  the  chances  being  many  to  one  that  spikes 
will  be  ])idled  out  or  the  rail  or  flanges  broken,  and  the  train,  or 
part  of  it,  ditched.  But  in  railroad  nomenclature  the  true  cause  of  a 
derailment  is  seldom  stated.  It  is  said  that  the  rails  spread.  Now 
there  is  really  no  such  thing  as  a  spreading  of  the  rails.  What  gen- 
erally happens  is  that,  beginning  with  a  weakness,  an  unevenness 
develops  which  innnediately  grows  by  a  repetition  of  the  force  which 
created  it  until  a  catastrophe  results.  Those  who  have  charge  of 
railroad  construction  and  maintenance  know,  though  they  scarcely 
dare  admit  it,  that  the  only  preventative  of  accidents  is  approxima- 
tion to  a  spirit-level  track  having  an  unyielding  support  of  stone, 
concrete,  masonry,  or  a  continuous  sill,  and  that  the  cost  of  such  a 
foundation,  without  the  cooi^eration  of  a  still  more  expensive  super- 
structure, is  prohibitory.  To  avoid  the  constant  breaking  up  of 
trains  the  couplers  must  have  considerable  perpendicular  as  well  as 
lateral  play.  Each  car  is  a  distinct  and  separate  moving  body 
dragged  along  after  the  engine  or  the  other  subjects  to  such  of  its 
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own  vicissitudes  in  the  waj'  of  swerves  and  jolts  as  may  fall  to  its 
lot. 

We  next  refer  to  the  cost  of  maintenance  or  upkeep  of  the  existing 
system,  and  further,  as  closely  connected  with  that,  the  question  of 
safety.  In  justice,  it  must  be  said  that  railroad  officials  do  all  they 
can  to  safeguard  their  precious  consignments.  It  would  be  absurd 
as  well  as  cruel  to  charge  that  those  in  railroad  employ,  whether 
officials  or  subordinates,  ever  willfully  designed  and  planned  that  an 
accident  should  occur  with  its  sad  results.  The  accidents  result  from 
inherent  insufficiency  of  the  mechanism  employed. 

The  scarcity  and  high  cost  of  ties  is  even  now  a  very  serious  prob- 
lem, the  solution  of  which  is  not  in  sight.  It  is  therefore  only  the 
lapse  of  a  little  time  between  the  abandonment  of  the  present  form  of 
transj^ortation  structure,  and  change  to  another.  The  people  will 
not  sumbit  to  a  further  increase  of  rates,  and  when  it  becomes  more 
dangerous  to  travel  in  a  passenger  train  than  to  join  the  Army  in  a 
time  of  war  there  will  be  a  marked  contraction  in  the  volume  of 
passenger  traffic. 

A  moving  train  without  any  superstructural  guide  or  control  runs 
by  an  inanimate  force  only  partially  and  imperfectly  regulated  and 
supervised  by  the  minds  of  men.  True  the  sj^eed  can  be  to  a  great 
extent  controlled  by  the  engineer,  but  it  oftener  happens  than  other- 
wise that  the  brakes  serve  no  useful  purpose.  A  large  percentage  of 
the  accidents  result  from  broken  or  defective  rails  and  switches, 
totally  unforseeable.  The  train  now  in  use  is  like  an  unbriddlecl 
horse  pulling  a  loaded  carriage  through  a  lane.  His  speed  may  be 
accelerated  by  use  of  the  whip  and  checked  by  use  of  the  brake. ,  But 
regulation  and  control  to  prevent  accidents  can  go  no  further. 

In  resisting  measures  looking  to  effective  regulation  of  their  rates 
and  services,  the  railroads  are  inviting  something  even  more  drastic 
and  far-reaching.  The  high-handed  attempt  made  nine  years  ago  to 
arbitrarily  and  generally  increase  their  rates  aroused  the  country 
to  a  high  pitch  of  indignation  and  moved  Congress  to  place  what 
proved  for  that  occasion  an  insuperable  obstacle  in  the  way  in  the 
form  of  the  burden-of-proof  provision.  The  action  thus  taken  by 
Congress,  the  general  and  widespread  discussion  which  ensued,  and 
the  final  action  adverse  to  the  railroads  taken  by  the  commission, 
served  to  focus  public  attention  upon  railroad  management  and 
finance  as  never  before.    The  whole  period  was  educational. 

The  people  will  claim  the  full  measure  of  justice  at  the  hands  of 
Congress,  and  in  the  end  will  find  ways  to  obtain  it.  The  country  is 
rapidly  filling  up,  population  is  greater  and  more  homogeneous,  and 
the  proportion  of  articles  for  use  and  consumption  not  produced  on 
the  spot  but  requiring  to  be  transported,  is  increasing  year  by  year. 
In  other  words,  and  in  railroad  parlance,  the  traffic  is  becoming 
denser,  and  all  these  are  pointing  to  the  necessity  for  lower  rates. 
That  necessity  will  not  regard  with  favor  any  law  not  having  for  its 
primary  object  the  common  interest. 

A  BILL  To  amend  the  interstate  commerce  law. 

Be  it  enacted  by  the  Senate  and  House  of  Representatirefi  of  the  United 
States  of  America  in  Congress  assenihled,  That  section  11  of  the  act  to  regu- 
late commerce  approved  February  4,  ]887,  is  hereby  amended  to  read  as 
follows : 
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"  Sec.  11.  That  a  commission  is  liereby  created  and  establislied  to  be  known  as 
tlie  Interstate  Commerce  Commission,  whicli  shall  be  composed  of  one  chief  com- 
missioner and  14  commissioners  to  be  appointed  by  the  President,  by  and  with 
the  advice  of  the  Senate :  Provided,  That  any  conunissioners  holding  offices  as 
such  at  the  taking  effect  of  this  act  shall  continue  in  ofhce  until  the  expiration 
of  their  respective  terms,  and  for  all  the  purposes  of  this  act  such  incumbents 
shall  participate  in  the  organization  of  the  connidssion  hereby  created  with  the 
same  rights  as  if  appointed  and  confirmed  by  the  Senate,  as  is  herein  provided 
for  new  appointees.  Said  connnission  shall  be  constituted  by  the  appointment 
of  a  chief  commissioner  to  hold  office  for  the  term  of  four  years  and  to  receive 
a  salary  of  $11,000  annually,  and  seven  additional  commissioners  to  hold  office 
four  years  and  receive  salaries  of  $10,000  each  annually ;  and  their  successors 
in  oflice  shall  have  the  same  tenures  of  office  and  i-eceive  the  same  salaries, 
except  when  appointed  to  fill  a  vacancy  caused  by  death,  resignation,  removal, 
or  other  cause,  in  which  case  the  appointee  shall  only  hold  office  until  the  ex- 
piration of  the  term  for  which  his  predecessor  was  appointed.  The  com- 
missioners now  in  office  shall  hold  office  until  the  expiration  of  their  respective 
terms,  except  in  cases  of  death,  resignation,  or  removal,  in  which  case  their 
successors  shall  hold  office  only  initil  the  expiration  of  the  terms  of  their 
respective  predecessors :  Provided,  liowever.  That  no  appointment  shall  here- 
after be  made,  whetJier  to  till  a  vacancy  or  otherwise,  for  a  longer  period 
than  four  years.  Any  conmiissioner  may  be  impeached  or  removed  by  the 
■Senate  for  inefficiency,  neglect  of  duty,  or  official  malfesance,  upon  articles  of 
impeachment  preferred  and  prosecuted  as  in  other  cases.  Counting  the  chief 
conunissioner  to  be  appointed  as  herein  provided  as  one,  not  more  than  four  of 
such  new  appointees  shall  be  members  of  the  same  political  party,  and  no 
appointment  shall  be  made  at  any  time  which  shall  give  to  any  party  a  mem- 
bership in  said  commission  of  more  than  eight. 

"  No  person  owning  stocks  or  bonds,  or  who  is  in  any  way  pecuniarily  inter- 
ested therein,  shall  be  eligible  for  appointment  to  the  office  of  chief  commis- 
sioner or  commissioner ;  nor  shall  the  chief  commissioner  or  any  commissioner 
engage  in  any  other  than  official  business  or  employment.  No  vacancy  or 
number  of  vacancies  less  than  of  a  majority  shall  impair  the  right  of  the  re- 
maining commissioners  to  exercise  the  powers  of  the  commission.  It  shall 
be  tlie  duty  of  the  chief  commissioner  to  preside  at  all  meetings  of  the  entire 
commission  (hereinafter  designated  as  meetings  in  bank),  to  divide  and  dis- 
tribute the  work  of  the  connnission  an)ong  the  departments  herein  provided 
for,  to  supervise  and  direct  the  business  and  affairs  of  the  connnission  gen- 
erally, including  the  employment  and  discharge  of  employees.  Within  30  days 
after  the  taking  effect  of  this  act  said  additional  appointments  shall  be  made 
by  the  President,  and  within  10  days  thereafter  the  chief  commissioner,  in 
addition  to  his  other  duties,  shall  constitute  five  departments  of  said  com- 
mission, each  of  which  shall  have  all  the  powers  of  the  whole  commission,  and 
its  decisions  shall  be  entei-ed  of  record  as  the  decision  order,  or  ruling,  as  the 
case  may  be,  of  the  connnission,  subject  to  the  right  of  any  party  to  any 
proceeding  to  a  rehearing  upon  satisfactory  cause  shown  by  verified  petition 
to  the  conjuiission  in  bank.  Not  less  than  three  commissioners  shall  partici- 
pate in  any  decision  in  a  department :  Provided,  That  where  the  chief  com- 
missioner joins  in  a  decision  as  one  of  the  requisite  number  the  hearing  or 
examination  in  a  department  may  be  had  by  two  commissioners." 

Sec.  2.  That  section  13  of  said  act  to  regulate  commerce,  approved  February 
4,  1887,  is  hereby  amended  by  adding  thereto  and  at  the  end  of  said  section 
13  the  following: 

"  The  Interstate  Commerce  Commission  shall  have,  and  is  hereby  given, 
power  and  authority  to  revise  and  reconstruct  schedules  of  rates,  fares,  and 
<-harges  previously  esta1)lished  and  put  in  force  by  carriers  in  interstate  com- 
merce, or  such  as"  shall  be  hereafter  established  and  put  in  force  by  the  com- 
mission, and  to  formulate  and  put  in  force  entire  new  schedules  of  rates,  fares, 
and  charges  in  lieu  of  those  previously  formulated  and  put  in  force  by  the 
carriers  themselves  or  by  the  commission,  either  when  an  increase  of  rates, 
fares,  or  charges  is  proposed  by  the  corporation,  or  at  any  time,  upon  the 
motion  or  initiative  of  the  commission,  or  upon  a  procedure  instituted  by  any 
party  authorized  and  empowered  by  this  act  to  present  a  complaint  against 
a  carrier  concerning  a  rate,  fare,  charge,  or  practice.  And  whenever  the  com- 
mission shall  deem  it  necessary  or  shall  find  it  convenient,  in  order  to  prevent 
<liscrimination  in  rates  between  commodities,  kinds  or  descriptions  of  traffic, 
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persons,  or  localties,  or  to  equitably  equalize  rates,  or  properly  and  fairly 
formulate  and  put  in  force  new  schedules,  it  may  increase  as  well  as  reduce 
a  rate  or  rates,  fai'e  or  fares,  charge  or  charges,  and  may  rearrange  and 
newly  create  classifications,  as  well  as  transfer  commodities  from  one  class 
to  another,  or  may  transfer  a  commodity  from  a  special  class,  where  a  special 
rate  is  charged,  to  an  ordinary  estn])lished  class,  or  from  the  latter  to  the 
former. 

"At  any  hearing  or  examination,  whether  in  departments  or  in  bank,  rules 
of  evidence  shall,  as  far  as  is  possible,  be  observed  and  applied  as  in  the 
courts  of  the  United  States,  except  where  changed  or  modified  by  the  pro- 
vision of  section  15  of  the  act  to  regulate  commerce,  as  amended  in  1910  re- 
lating to  the  burden  of  proof;  and  in  determining  the  reasonable  and  just 
rates  of  service  by  corporations  subject  to  the  jurisdiction  of  the  conunis- 
sion  the  test  of  reasonableness  and  justness  shall  be  in  conformity  to  the 
requirements  declared  and  so  established  by  the  Supreme  Court  of  the  United 
States 'in  Covington  and  Lexington  Turnpike  Co.  against  Sanford  (164 
U.  S.,  578). 

"And  in  order  that  said  commission  may  have  constantly  before  it  for  emer- 
gencies, available  to  all  interested  parties,  the  means  for  satisfying  an  im- 
portant test  of  just  and  reasonable  rates  for  the  transportation  by  rail  of 
persons  and  property,  it  is  hereby  made  the  duty  of  the  said  commission,  and 
it  is  hereby  required,  to  proceed  forthwith  to  the  appraisement  and  valuation 
of  the  properties  of  at  least  ten  of  the  leading  and  dominating  railroad  systems 
engaged  in  whole  or  in  part  in  the  carriage  of  passengers  and  freight  in  inter- 
state and  foreign  commerce,  or  in  interstate  commerce,  the  commission  to 
make  the  valuation  according  to  its  best  judgment,  with  a  view  to  most 
effectually  accomplish  said  object.  The  word  '  system '  as  here  used  means 
any  lawful  business  organization  of  lines  of  transportation,  whether  all  rail 
or  partly  rail  and  partly  water  route,  under  one  management  and  control, 
whatever  the  form,  whether  by  lease,  stock  ownership,  or  otherwise,  where  the- 
management,  operation,  or  rates  of  a  subsidiary  railroad  company  or  connect- 
ing company  engaged  in  transportation  by  rail  or  water  is  rightfully  con- 
trolled by  another.  The  valuation  in  any  such  case  shall  l)e  only  of  the  prop- 
erty used  in  transportation.  In  making  such  valuation  the  commission  shall 
reject  any  value  or  claim  of  value  for  franchises  or  good  will,  but  shall  include- 
all  accessions  of  value  derivable  from  improvement  of  the  vicinage,  whether 
such  value  resulted  from  the  construction  of  railroads  to  the  place  or  places 
of  location  or  otherwise.  In  the  case  of  terminals  and  stations  the  land  and 
improvements  thereon  shall  be  separately  ascertained.  The  presence  in  the 
town  or  city  of  the  particular  railway  and  the  additional  value  given  to  land 
by  its  presence  and  by  general  transportation  facilities  shall  be  considered, 
and  such  value  given  to  the  land  as  if  it  were  available  for  residential  or 
business  uses.  The  original  cost  of  structures  after  a  deduction  for  deprecia- 
tion shall  constitiite  their  valuation.  Rights  of  way,  as  land,  shall  be  valued 
according  to  the  use  to  which  they  might  be  devoted  if  not  occupied  for  railroad 
purposes,  and  such  proportional  value  may  be  given  to  narrow  strips  of  land  so 
occupied  as  if  they  were  parts  of  bodies  of  land  large  enough  for  convenient 
use  in  the  prevailing  industry  of  the  vicinage. 

"  In  addition  to  the  foregoing  the  commission  may  adopt  and  adhere  to  other 
convenient  rules  not  in  conflict  with  law  for  such  appraisement  or  valuation. 
And  for  the  purposes  of  such  appraisement  or  valuation  the  commission  is 
hereby  authorized  to  employ  engineers  and  other  assistants  upon  such  terms 
as  to  it  shall  appear  just  and  reasonable,  and  to  provide  all  such  other 
facilities,  agents,  or  instrumentalities,  and  incur  such  expenditures  therefor 
as  may  be  necessary,  and  to  pay  for  services  and  the  cost  of  such  facilities  and 
such  expenses  out  of  any  funds  at  its  disposal  or  which  may  be  appropriated 
by  law  specially  for  the  purpose." 

Sec.  3.  Section  24  of  the  said  act  to  regulate  commerce  (as  amended)  and  all 
acts  and  parts  of  acts  in  conflict  with  the  provisions  of  this  act  are  hereby 
repealed. 

Sec.  4.  This  act  shall  take  effect  and  be  in  force  from  and  after  its  passage.. 
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STATEMENT  SUBMITTED  BY  MB,  F.  H.  FREDERICK. 

[Statement  on  behalf  of  Swift  &  Co.  in  reference  to  testimony  of  Mr.  Lewis  J.  Haney, 
of  Jacksonville,  Fla.,  on  behalf  of  the  Southern  Wholesale  Grocers'  Association,  be- 
fore the  Committee  of  the  House  of  Representatives  on  Interstate  and  Foreign  Com- 
merce in  connection  with  bill  H.  R.  4378,  introduced  June  2,  1919.] 

A  considerable  portion  of  the  statement  of  Mr.  Haney  consists  of 
averments  of  alleged  discriminations  in  favor  of  packers  and  against 
wholesale  grocers  in  various  respects,  such  as  differences  in  rates, 
differences  in  minimum  weights,  etc.,  all  of  wliich  are  subject  to  cor- 
rection by  the  Interstate  Commerce  Commission  under  existing  law 
if  his  allegations  are  founded  upon  fact  and  can  be  substantiated 
by  proof.  The  National  Wholesale  Grocers'  Association  has  re- 
cently filed  with  the  Interstate  Commerce  Commission  a  formal  com- 
plaint, known  upon  the  records  of  the  Interstate  Commerce  Com- 
mission as  "  National  Wholesale  Grocers'  Association  v.  Director 
General  et  al.,  docket  No.  10745."  This  complaint  covers  all  of  the 
allegations  made  by  Mr.  Haney  in  his  statements  before  the  com- 
mittee except  such  as,  in  his  opinion,  could  be  remedied  only  by 
elimination  of  the  present  system  of  private-car  ownership.  This 
complaint  has  been  assigned  for  hearing  before  the  chairman  of  the 
Interstate  Commerce  Commission,  Mr.  Aitchison,  at  Chicago,  Octo- 
ber 22,  1919.  A  similar  complaint  has  been  filed  with  the  Interstate 
Commerce  Commission  by  the  Southern  Wholesale  Grocers'  Asso- 
ciation, and  it  will  be  heard  at  the  same  time.  The  liearing  and  de- 
cision of  these  complaints  by  the  Interstate  Commerce  Commission 
will  afford  the  wholesale  grocers  an  opportunity  to  present  all  of 
the  facts  within  their  Iviiowledge  and  to  obtain  relief  from  any  dis- 
criminations which  they  may  be  able  to  prove.  The  filing  of  these 
complaints  has  been  welcomed  by  the  packers  because  they  believe 
they  will  be  able  to  show  that  no  discriminations,  in  fact,  exist,  and 
the  proposed  complaints  will  afford  them  the  first  opportunity  they 
have  had  for  a  presentation  of  their  side  of  the  case,  as  well  as  that 
of  the  grocers,  under  oath,  before  a  tribunal  embodied  by  law  to 
decide  the  points  in  issue. 

In  view  of  the  fact  that  this  case  is  set  for  hearing  at  such  an 
early  date,  it  is  unnecessary  to  take  the  time  of  the  connnittee  with 
a  detailed  answer  to  the  complaints  of  the  wholesale  grocers  because 
that  is  a  matter  which  will  more  properly  be  submitted  in  detail  to 
the  commission,  but  there  are  so  many  flagrant  misstatements  that 
it  is  deemed  proper  to  call  attention  to  certain  of  them  at  this  time. 

In  the  complaints  with  the  commission,  as  well  as  in  the  testimony 
before  various  committees  of  Congress,  it  is  repeatedly  asserted  that 
by  the  use  of  his  peddler  car  the  packer  is  able  to  get  a  more  expedi- 
tious service  in  the  transportation  of  small  lots  of  property  to  small 
towns  than  is  the  wholesale  grocer.  This  is  the  very  contrary  of 
the  fact.  The  packer  seldom  operates  a  peddler  car  over  a  particu- 
lar route  more  than  once  a  week,  which  means  that  he  can  not  effect 
delivery  more  than  once  a  w^eek  to  a  given  small  town. 

The  wholesale  grocers  ai-e  located  in  perliaps  every  city  having  a 
population  of  10,000  or  over,  and  in  many  cities  having  a  smaller 
population.  Throughout  the  densely  populated  sections  of  the  coun- 
try it  is  safe  to  say  that  the  wholesale  groceries  are  located  within 
100  miles  of  each  other.  It  is  almost  the  universal  practice  for  the 
railroads  to  operate  daily  merchandise  cars  over  their  various  lines 
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in  all  directions.  These  merchandise  cars  can  and  do  carry  all  of 
the  goods  which  the  wholesale  grocer  deals  in.  Therefore,  there  is 
hardly  a  stretch  of  raib'oad  track  in  the  country  which  the  wholesale 
grocer  in  some  adjacent  city  can  not  reach  by  daily  service,  whereas 
the  packer,  tlirough  long  years  of  work  and  solicitation  of  business 
in  the  upbuilding  of  his  peddler-car  service,  has  even  at  this  time 
been  able  to  make  arrangements  b}^  which  he  can  reach  his  customers 
in  the  small  towns  only  once  a  week.  The  fact  is,  therefore,  that 
the  wholesale  grocers,  taken  as  a  whole,  can  ordinarily  obtain  deliv- 
eries to  customers  in  the  adjacent  territory  six  times  to  the  packers' 
once. 

It  should  be  clearly  understood  that  the  operation  of  peddler  cars 
has  nothing  to  do  with  the  ownership  of  private  cars.  These  cars 
are  operated  luider  railroad  tariffs  filed  with  the  Interstate  Com- 
merce Commission,  which  set  forth  the  chai-ges  and  other  governing 
rules,  and  none  of  the  rules  or  charges  depend  upon  the  private  own- 
ership of  the  car  by  the  shipper,  but  are  the  same  whether  the  traffic 
is  forwarded  in  a  car  of  railroad  oAvnership  or  in  a  private  car,  and 
it  is  a  matter  of  common  knowledge  that  railroad  refrigerator  cars 
are  used  for  this  service,  both  by  small  packers  and  certain  of  the 
large  packers  in  numerous  instances,  and  it  sometimes  happens  that 
even  box  cars  have  been  used.  The  peddler-car  service  is  oi:)en  to  any- 
one who  sees  fit  to  pay  the  charges  and  offer  the  traffic  required  by 
the  railroad  tariff. 

No  legislation  is  necessary  to  end  any  abuses,  if  it  shall  be  found 
that  any  exist.  It  has  already  been  pointed  out  that  the  Interstate 
Commerce  Commission  has  full  authority  over  all  of  the  rates, 
charges,  rules,  and  practices  under  which  peddler  cars  are  operated, 
and  two  complaints  of  the  wholesale  grocers  upon  this  subject  have 
already  been  assigned  for  hearing  by  the  commission,  as  indicated  in 
the  opening  part  of  this  statement. 


SHOULD    PRIVATE    CARS    OR    CAR    LINES    I5E    DECLARED    COMMON    CARRIERS 


Without  treating  tliis  subject  in  detail,  it  is  obvious  that  a  person 
or  corporation  can  not  be  at  one  and  the  same  time  a  private  car  line 
and  a  common  carrier.  A  private  car  line  is  one  in  which  the  cars 
are  solely  for  the  use  of  the  owner  or  persons  to  whom  they  may  be 
leased  by  the  owner,  while  the  cars  of  a  conunon  carrier  can  not  pos- 
sibly be  reserved  for  the  use  of  a  particular  person,  but  must  be  dis- 
tributed to  all  wlio  may  call  for  them,  without  discriuiination. 

Furthermore,  the  interstate  commerce  laws  (and  also  practically 
all  State  laws)  lay  upon  common  carriers  duties  Avhich  could  not  pos- 
sibly be  perfoi-med  by  a  private  car  line,  as,  for  instance,  the  duty  of 
making  switch  connection,  publishing  tariffs  for  the  transportation 
of  goods,  of  distributing  cars  equally  to  all  who  may  demand  them, 
and  numerous  other  requirements,  all  of  which  necessarily  involve  the 
operation  of  an  entire  railroad,  with  roadbed,  tracks,  motor  power, 
and  cars.  In  other  Avords,  to  be  a  common  carrier  one  must  have  the 
ability  to  ti-ausport  pro]ierty  from  one  point  to  another,  Avhcreas,  a 
private  car  line  has  nothing  but  the  cars  in  Avhich  the  property  may 
be  transported  by  a  common  carrier. 

The  private  cars  are  now  operated  to  their  maximum  efficiency,  and 
there  are  not  sufficient  of  them  to  take  care  of  the  packing-house 
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business.  To  take  tlicse  privately  owned  cars  out  of  the  o^Yner's  con- 
trol and  operation  and  place  them  in  the  hands  of  the  carriers,  or 
some  car  organization,  for  general  distribution  would  only  bring 
about  a  lessening  of  the  efficiencj'-  of  the  cars,  and  instead  of  bringing 
about  an  improvement  of  the  existing  conditions,  it  will,  by  reason 
of  the  greater  distribution  of  cars  under  such  a  plan,  seriously  cur- 
tail the  packer's  power  of  buying  live  stock,  and  his  distribution  of 
the  product,  as  a  result  of  the  slaughtering  of  live  animals. 

The  packer's  storage  facilities  are  not  unlimited,  and  he  can  buy 
only  on  the  basis  of  what  he  can  ship,  and  if  his  car  supply  is  deteri- 
orated, as  it  would  be  under  Mr.  Haney's  plan,  there  can  not  be  any- 
thing but  serious  losses  for  the  producers,  and  rising  costs  for  the 
consumers. 

If  there  is  to  be  an  elimination  of  ])rivate  cars,  and  if  it  is  to  be 
done  in  an  orderly  manner  and  without  upsetting  business  conditions 
entirel3%  it  will  have  to  be  done  after  an  adequate  supply  of  refrig- 
erator cars  has  been  provided  by  the  carriers,  or  the  Government,  or 
whoever  is  responsible  for  so  doing. 

The  plan  Mv.  Ilaney  has  in  mind  of  turning  the  private  cars  over 
to  the  carriers  will  not  make  two  cars  where  one  existed  before.  In 
fact,  the  reverse  will  be  the  result.  There  Avill  be  only  one  car  where 
there  were  two  before. 

The  Esch  bill,  H.  R.  41^78,  provides  the  common-sense  remedy  for 
the  situation,  by  requiring  the  carriers  to  provide  sufficient  and  suit- 
able equipment  for  shippers.  Any  other  plan  will  result  disas- 
trously to  the  producers  of  live  stock,  dealers  in  the  product  of 
animals,  and  the  consumers. 

AMEXD:mENTS  to  the  esch  bill,   II.   R.    4r.7S   SUGGESTED  BY   MR.   IIANEY. 

The  amendments  suggested  by  Mr.  Haney,  with  tlie  exception  of 
the  proposition  to  make  all  private  car  lines  conunon  carriers,  which 
lias  already  been  discussed,  fall  into  two  groups: 

1.  Certain  amendments  which  Avould  enlarge  and  make  more 
specific  the  proposed  powers  of  the  Interstate  Commerce  Commission 
with  respect  to  car  service. 

2.  A  new  provision  with  respect  to  the  goods  which  may  be  loaded 
into  cars  containing  perishable  freight. 

These  two  subjects  will  be  briefly  discussed  in  the  order  mentioned. 

POWERS    OF   THE    COMMISSION    WITH    RESPECT   TO    CAR    SERVICE. 

The  amendments  to  the  car-service  act,  suggested  by  Mr.  Haney, 
would  make  the  first  two  paragraplis  on  page  6  of  the  Esch  bill  read 
as  follows,  the  amendments  by  Mr.  Haney  being  underscored : 

The  term  "  car  service "  in  this  act  shall  include  the  use,  control,  supply, 
movement,  distrihution,  exchange,  interchange,  and  return  of  all  locomotives, 
oars,  and  other  vehicles  used  iu  the  transportution  of  property  nnd  the  supply, 
movement,  and  operation  of  trains  by  any  carrier  subject  to  this  act  irrespective 
of  ownership. 

It  shall  bo  the  duty  of  every  carrier  by  railroad  subject  to  this  act  to  furnish 
safe  nnd  adequate  car  service,  including  sucli  special  types  of  equipment  of 
wide  use  as  refrigeratm-  cars  and  tank  cars,  and  to  establisli,  observe,  aud 
enforce  just  and  reasonable  rules,  regulations,  and  practices  with  respect  to 
car  service ;  and  every  unjust  and  unreasonable  rule,  regulation,  and  practice 
with  respect  to  car  service  is  prohibited  aud  declared  to  be  unlawful. 
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7'here  would  .seein  to  be  no  s(;rious  objection  to  these  amendments, 
so  far  as  the  packers  ai-e  concerned.  1'lie  only  suggestion  we  have  to 
offer  is  that  they  an;  ]>robably  unnecessary.  They  would  simply 
have  the  effect  of  giving  the  commission  authority  to  require  a  car- 
rier to  provide  cars  upon  a  showing  by  a  shipper  that  it  was  necessary 
in  the  public  int(;rest  that  such  action  should  be  taken.  That  power 
was  denied  to  the  Interstate  Commerce  Commission  in  what  is  known 
as  the  "  Tank  Car  Case,  242  United  States  208."  It  was  apparently 
the  intention  of  the  author  of  the  P2sch  bill  to  give  this  specific  power 
to  the  commission,  and  the  language  of  the  car-sei-vice  section,  in- 
cluding the  first  paragrajjh  on  i>age  11,  appears  without  any  doubt  to 
afford  that  power,  and  this  was  the  opinion  expressed  by  Commis- 
sioner Clark,  of  tlie  Interstate  Commerce  Commission,  in  his  testi- 
mony before  tliis  committee  on  July  15, 1919. 

Mr.  Ilaney  also  suggests  that  a  provision  be  inserted  in  the  Jaw 
reading  as  follows: 

All  cars,  irrospcctivo  of  ownership,  wfiifh  receive  spwial  service  on  account 
of  use  for  tranKportatiou  of  perishaMe  freijrht,  or  other  freifrht  requiring  spe- 
cial service,  shall  nf)t  be  used  for  transportation  of  freight  which  (loes  not  re- 
quire sperial  service  unless  such  cars  are  made  available  to  all  shijiper.s  on 
equal  terms. 

It  would  be  an  unfortunate  thing  to  place  a  rigid  rule,  such  as  this, 
in  a  statute.  This  is  a  practical  day  to'day  matter,  which  ought  to 
be  left  to  the  wisdom  of  the  regulating  body.  It  might  in  many 
instances  foice  tiie  carriers  to  transport  cars  with  half  a  load,  and 
thereby  diminish  car  efficiency,  without  any  cori-esponding  good  to 
anyoru!.  Moreover,  it  would  S(;em  to  be  wholly  unnecessary,  because 
the  car-service  section  of  the  law  as  proposed  by  Mr.  Esch  in  the  last 
paragraph  on  page  6  provides  that-— 

The  commission  may,  after  hearinjf,  on  a  complaint  or  ur)on  its  own  initiative 
withoiil  complaint,  establish  r<-asonable  lulcs,  ret,'ulalions,  and  practices  with  re- 
spcf-t  to  car  service,  iiK-ludintr  th(!  (roniperisalion  to  Ix;  paid  for  the  use  of  any 
locomotive,  car,  or  other  vehicle  not  owned  by  th(;  carrier  using  it,  and  the 
IM'nalties  or  other  sanctions  for  nonohservance  of  such  rules. 

This  would  give  the  commission  ample  authority  to  make  the  exact 
rule  that  Mi*.  Ilaney  suggests  if,  in  any  ctise  upon  the  facts,  such  a 
rule  should  be  wai-j-anted.  On  the  other  hand,  it  would  not  establish 
such  an  arbitrary  and  perhaps  improper  rule  as  one  of  general  appli- 
cation. It  would  seem  much  better,  since  the  commission  is  given 
ample  power  upon  the  subject,  to  leave  it  to  apply  such  a  rule  where 
it  may  be  warrant(;d,  but  not  to  apply  it  where  it  would  interfere 
with  efficient  raili'oad  operation  or  produce  no  beneficial  result  to  the 
public. 

STATEMENT  SUBMITTED  BY  MR.  LEWIS  H.  HANEY,  OF  JACKSON- 
VILLE, FLA. 

T  make  this  statement  in  view  of  the  fact  that  Mr.  W.  W.  Manker, 
of  Ai-mour  &  Co.,  appeared  before  your  committee  and  not  only  de- 
nied the  truth  of  the  statements  which  I  made  in  my  testimony  before 
you  on  August  11  (hearings,  pp.  827-844),  but  also  reflected  yp^" 
both  my  motives  and  my  veracity. 

In  the  fii-st  place,  in  Mr.  Manker's  testimony  I  find  numerous 
enois.  the  coriecfion  of  which  is  vital  to  a  correct  understanding  of 
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the  disciiiuinatioiis  which  exist  as  a  result  of  the  operation  of  private 
rol'ri iterator  cars  by  the  packers: 

1.  Mr.  Manker  twice  makes  the  positive  statement  that  every 
article  enumerated  in  the  list  of  "  packino--house  products,"  and  on 
which  the  packing-house  product  rates  apply,  is  of  animal  origin. 
That  this  statement  is  incorrect  appears  from  the  fact  that  in  Sup- 
plement No.  7  to  Texas  Lines  Tariif  No,  2-D  (applying  between 
Shreveport  and  various  points  in  Arkansas  and  Louisiana  and  points 
in  Texas),  item  No.  2T80-A,  the  following  items  are  included:  Corn 
cooking  oil,  cottonseed  cooking  oil,  cottonseed  foots,  lard  substitutes, 
peanut  cooking  oil,  soya-bean  cooking  oil,  and  canned  meats  with 
vegetable  ingredients.  Furthermore,  item  3160  of  Taritl'  2-D,  above 
referred  to,  applies  not  only  to  fresh  meats,  butterine,  etc.,  but  also 
to  "  other  articles,"  which  articles  are  unspecified ;  and  the  tariffs  of 
various  southern  roads  which  provide  for  peddling  in  transit  of 
packing-house  products  provide  for  "fresh  meats,  packing-house 
products,  and  other  commodities  shi]>ped  by  packing  houses."  Such 
provisions  enable  the  packers  to  shi[)  any  connnodily,  whether  of 
animal  origin  or  not. 

2.  Mr.  Manker  further  states  that  when  any  shii)ment  ol"  pork  ami 
beans  is  made  in  mixed  cars  of  packing-house  products,  in  western, 
southwestern,  or  southern  classification  territories,  the  weight  thereof, 
and  i-eveiiue  thei-eon  does  not  go  in  to  make  up  the  required  mininnim 
weight,  and  miuinunu  charge  of  packing-house  pi-0(hu'(s.  'J'he  fact 
is  that  luider  the  ])rovision  of  Item  HKU)  of  Texas  lines  taiilV  No. 
2-1),  the  packers  can  ship  in  i)eddler  cars,  "  other  articles"  tluin  ineat 
products,  and  "the  minimum  charge  for  each  peddler  car  will  be 
the  charge  for  10,000  pounds  at  fresh  meat  rate,"  and  "the  charges 
on  articles  other  than  packing-house  products,  fresh  meats,  etc.,  will 
be  included  in  the  revenue  required  in  the  minimum  charge."  Also 
Southern  Eailway  system  miscellaneous  charges,  rules  and  regula- 
tions tariir  No.  1,  provides  that  any  article  shii)ped  by  packing  houses 
may  be  included  in  peddler  cars,  and  that  if  the  weight  of  all  com- 
modities is  less  than  10,()()()  pounds,  the  ditVerence  is  to  be  made  up 
on  the  basis  of  the  H.  C.  L.  rate  on  fresh  meat  to  the  first  destination 
to  which  shipments  are  loaded  in  the  car.  Thus,  pork  and  beans,  or 
any  other  commodity  shipped  by  the  packer,  does  go  into  make  up 
the  )-e(]uired  minimum  rate  and  minimum  charge  for  the  packers 
l)eddler  car. 

'  3.  The  witness  alleges  that  nonperishable  products  shipped  in  the 
packer's  private  refrigerator  cars  is  very  small  in  amount.  It  may 
be  true  that  the  total  shipments  of  the  packers  in  the  shajK'  ol"  non- 
perishable  grocery  products  is  small  as  com])ared  with  their  total 
meat  shii)ments,  but  it*is  not  true  in  a  large  number  of  their  individ- 
ual peddler  cars  that  their  grocery  shipments  are  small.  I  have 
f(Mmd  several  instances  in  which  their  cars  contained  50  per  cent  of 
grocery  ])roducts,  and  in  one  case  reliably  reported  to  me,  the  only 
packing-liouse  ])roducts  contained  were  a  few  pails  of  lartl.  I  know 
of  instance's  in  which  tlieir  refrigerator  cars  have  contained  items 
such  as  50  boxes  dried  fruit;  also  20  cases  canned  goods,  together 
with  4  sacks  dried  beans.  It  is  the  possibility  of  such  instances  of 
which  we  complain.  The  witness  does  not  deny  that  Ihe  thing  is 
possible. 
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4.  It  is  alleged  by  Mr.  Manker  that  the  packers  operate  only  one 
peddler  car  per  week  on  an}^  one  route.  This  error  in  statement  is  so 
easily  disproved  as  to  be  surprising.  The  Bureau  of  Research  and 
Publicity  of  the  Southern  Wholesale  Grocers'  Association,  through 
its  own  examiner  found  that  at  Middlesboro,  Ky.,  the  Armour  ped- 
dler car  arrives  on  Mondays  and  Thursdays ;  Swift's  on  Tuesdays  and 
Fridays;  that  at  Waj'cross,  Ga.,  Swift's  car  arrives  Mondays  and 
Fridays;  and  has  letters  to  shoAv  that  each  packer  at  many  points 
operates  a  peddler  car  from  two  to  three  times  per  week.  As  the 
witness  reports  himself  as  being  assista,nt  traffic  manager,  such  an 
error  in  statement  is  open  to  but  one  construction. 

5.  Mr.  Manker  further  states  that  the  peddler  cars  operated  by  the 
packers — by  wdiom  I  understand  he  means  the  Big  Five  packers — are 
not  always  their  own  private  cars.  While  I  am  not  prepared  to  say 
that  in  rare  instances  Armour  &  Co.  may  use  railroad  refrigerator 
cars,  I  do  most  emphatically  state  that  such  instances  are  so  rare 
as  to  constitute  an  exception  to  the  general  rule,  and  that  Mr.  INInnk- 
er's  statement  is  likely  to  give  a  wrong  impression.  The  packers  own 
approximately  93  per  cent  of  all  refrigerator  cars  suitable  for  the 
transportation  of  meats.  The  railways  ha^'e  practically  no  such  cars, 
and  there  is  a  grievous  shortage  of  refrigerator  cars  outside  the 
packer-owned  equipment.  The  packer  cars  are  in  practice  available 
only  to  the  packers.  The  big  packers  occasionally  rent  out  a  car  to 
any  little  packer  who  is  on  good  terms  with  them. 

6.  Perhaps  the  allegation  made  by  Mr.  Manker,  which  if  it  were 
true,  would  most  seriously  aifect  the  case,  is  that  in  which  he  denies 
the  packers'  meat  cars  receive  special  expedited  service.  To  sub- 
stantiate this  allegation,  Mr.  Manker  says  that  the  packers'  peddler 
cars  must  of  necessity  move  on  a  local  way  freight  train  which 
stops  at  every  station ;  that  there  is  absolutely  no  difference  between 
the  handling  of  a  peddler  car  and  the  handling  of  any  other  L.  C.  L. 
freight,  so  far  as  the  line  haul  is  concerned,  and  that  the  loading  and 
unloading  of  the  peddler  car,  and  the  railroad  merchandise  car  is 
done  Avith  the  same  service.     In  making  these  statements  Mr.  Manker 

■fails  to  refer  to  various  points  which  were  set  forth  in  my  testimony, 
and  I  therefore  assume  that  he  was  unable  to  answer  them.  If  these 
points  not  mentioned  by  Mr.  Manker  stand,  then  his  claim  concern- 
ing expedited  service  fails.  The  points  made  by  me  were  that  fre- 
quently the  railways'  ordinary  merchandise  cars  are  held  up  for 
lack  of  sufficient  tonnage.  As  the  jobbers  report :  "  None  of  the  roads 
are  able  to  give  local  shippers  daily  service  to  what  is  known  as  in- 
termediate points,  it  being  a  practice  to  hold  freight  for  such  j^oints 
until  such  date  as  they  have  sufficient  tonnage  to  make  up  a  regular 
local  car."  Again,  the  merchandise  cars  atailable  for  the  jobber 
are  likely  to  be  "  set  out "  while  on  the  road,  as  is  not  the  case  with  the 
packers'  peddler  cars,  and  the  wholesale  grocer  has  his  shipments 
frequently  set  out  short  of  destination,  resulting  in  a  delay  on  the 
line  of  from  24  to  48  hours.  Another  universal  complaint  of  the 
wholesale  grocer  is  that  his  cars  are  delayed  at  division  and  junction 
points,  either  through  failure  to  make  connections,  or  for  the  pur- 
pose of  transferring  and  checking  freight.  Another  point  that  I 
made,  and  which  is  not  refuted  by  Mr.  Manker,  is  that  if  the  regular 
merchandise  car  arrives  after  hours  it  is  held  over  until  the  next  day^ 
while  the  packers'  car  will  be  handled  at  once  and  sent  on  its  way. 
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It  lias  been  established  in  hearings  held  by  the  Interstate  Commerce 
Commission  that  the  big  packers'  private  cars  make  a  much  higher 
average  mileage  than  cars  leased  by  the  little  independent  packers. 
It  is  a  well-known  fact  that  "  meat  cars  "  have  been  given  expedited 
service  on  account  of  their  perishable  goods,  and  it  stands  to  reason 
that  when  the  contents  are  partly  nonperishable,  the  same  service  is 
still  gi^'en  them. 

JNIr.  Manker's  argument  appears  to  be  largely  based  on  the  excep- 
tionally favorable  circumstances  which  exist  in  the  case  of  such  large 
stations  as  Chicago.  The  witness  also  refers  principalh^  to  the  move- 
ment of  the  cars  as  they  are  made  up  into  trains  which  operate  on  a 
single  division.  No  doubt  in  many  cases  the  packers'  cars  are  hauled 
on  the  slow  local  trains,  but  that  does  not  contradict  the  fact  that 
they  are  hauled  by  fast  freight  to  the  points  where  they  break  bulk, 
nor  the  fact  that  they  are  expedited  at  division  points  and  at  termi- 
nals. I  represent  the  great  mass  of  southern  jobbers  who  operate 
from  relatively  small  centers,  and  most  emphatically  do  not  receive 
service  which  is  at  all  comparable  with  that  enjoyed  by  the  packers. 

I  Avould  finally  call  attention  to  the  fact  that  Mr.  Heinemann,  who 
is  secretary  of  the  National  Live  Stock  Exchange,  and  who  has  been 
employed  by  the  packers  for  a  number  of  years  as  a  traffic  man,  re- 
cently testified  before  the  Senate  Committee  on  Agriculture  and 
Forestry,  and  that  his  testimony  is  in  flat  contradiction  of  what  Mr. 
Manker  says.  (This  is  one  of  the  few  evidences  of  competition  among 
the  packers  which  I  have  found.)  When  asked  the  question  if  as  the 
rules  work  out  practically,  the  packers  do  not  serve  from  150  to  200 
miles  away  more  expeditiously  than  other  towns,  Mr.  Heinemann 
said,  "  That  is  true;  and  I  thought  as  I  sat  here  the  other  day,  what  a 
bunch  of  suckers  you  are  to  stand  for  it."    Hearings,  Pt.  1,  p.  449.) 

7.  It  is  not  true,  as  Mr.  Manker  states,  that  the  packers  receive  no 
advantage  in  rates  under  the  tariffs  providing  for  the  handling  of 
packing-house  products  in  peddler  cars.  Mr.  Manker  even  goes  so 
far  as  to  assert  that  the  packer  is  at  a  disadvantage  because  he  pays 
for  the  icing  he  receives,  while  the  railways  stand  for  the  icing  in  the 
ordinary  refrigerator  service.  Later  on  in  a  statement,  however,  Mr. 
Manker  himself  admits  that  the  packers  do  have  a  rate  advantage  in 
certain  parts  of  the  country,  for  he  states  that "  the  only  territory  in  the 
United  States  where  there  is  a  lower  rate  on  fresh  meats  and  packing- 
house products  when  shipped  in  peddler  cars  than  the  prescribed 
class  rates  is  in  the  Southwestern  Tariff  Committee  territory.  This 
statement  contradicts  his  previous  statement,  and  is  in  agreement  with 
the  facts  brought  out  in  my  testimony  in  which  I  showed  the  amount 
of  the  advantage  enjoyed  by  the  meat  packers  in  the  shipment  of  all 
sorts  of  products  in  their  peddler  cars  in  southwestern  territory.  It  is 
true  that  Mr.  Manker  goes  on  to  argue  that  the  low  commodity  rates 
in  the  southwest  are  to  some  extent  offset  by  the  fact  that  a  minimum 
charge  is  imposed,  based  on  the  fresh-meat  rate  to  the  destination  of 
the  car.  This  argument  has  little  force,  however,  for  the  reason  that 
this  minimum  charge  is  effective  only  in  cases  in  which  cars  are  not 
loaded  with  10.000  pounds  or  more.  In  the  majority  of  cases  there  is 
no  minimum  charge.  Even  several  years  ago,  when  the  Interstate 
Commerce  Commission  investigated  the  matter  before  the  packers 
went  into  the  grocery  business,  there  were  only  about  25  per  cent  of 
their  cars  which  did  not  have  the  minimum   loading.     The   fact 
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brought  out  in  my  testimony  remains  unchallenged,  namely,  that  on 
important  classes  of  grocery  products  tlie  packer  is  able  to  get  trans- 
portation in  large  parts  of  the  Southwest  at  a  rate  which  is  from  7  to  8 
cents  a  hundred  pounds  lower  than  the  grocer  pays.  This  is  admitted 
by  Mr.  Heinemann  in  his  testimony  before  the  Senate  Committee  on 
Agriculture,  already  referred  to. 

Furthermore,  it  can  not  be  successfully  denied  that  in  the  South 
generally,  the  packer,  tlirough  his  private  refrigerator  cars,  receives  a 
superior  service  on  grocery  products,  while  paying  only  the  regular 
L.  C.  L.  rate  on  such  products. 

8.  The  packer  witness,  Mr.  ]\Ianker,  makes  the  statement  that  no 
restriction  exists  in  the  tariffs  limiting  peddler-car  service  to  the  pack- 
ers, and  he  also  alleges  that  the  jobbers  can  operate  cars  under  the 
same  peddler-car  rule.  Here  again  Mr.  Manker  comes  in  conflict  with 
another  packer  witness,  Mr.  Heinemann,  for  the  latter  admits  that 
under  the  present  rate  agreements  the  packers  have  advantages,  anc"" 
merely  claims  that  the  jo])ber.  if  he  would  get  bus}^  with  the  railroads, 
might  be  able  to  com])el  them  to  give  him  the  same  advantage.  The 
fact  is,  Avhile  I  know  of  no  rule  which  positively  says  that  the  jobber 
shall  not  receive  peddler-car  service,  there  is  no  provision  in  the 
tariffs  in  the  South  for  such  service,  and  in  the  Southwest  the  tariffs 
are  so  drawn  as  to  he  available  only  to  the  packers.  You  will  find 
various  roads  issuing  their  rules  covering  the  transportation  of  pack- 
ing-house products  in  peddler  cars,  but  you  find  no  provision  for  any 
other  class  of  products.  The  fact  is  that  the  system  has  been  built  up 
around  the  private-car  lines  of  the  packers,  and  is  practically  available 
in  the  South  only  to  those  who  have  such  cars.  For  example,  the 
Chesapeake  &  Ohio  Ilailroad  Co.,  which  is  referred  to  by  the  witness 
as  being  one  on  which  the  packers  have  no  advantage,  in  a  letter  dated 
June  21, 1919,  and  addressed  to  me,  makes  the  following  statements: 

Wf!  «lo  not  operate  refiMjrerator  servifo  contciiiplatinj^  the  haiidliii;^  of  L.  C.  L. 
husiness.  Kefrifrei'ator  service  on  carload  business  is  furnished  on  request.  We 
hav(!  in  effect  peddler-car  tariffs  applying  from  Cincinnati,  Cliarleston,  and  Ilunt- 
inyton  to  limited  territory,  on  i)ackinK-iiouse  jiioducts  oidy.  We  have  no  peddler- 
car  service  otlier  tlian  on  packin^^-housc  proclucts. 

This  is  fairly  typical  of  the  situation  on  other  roads,  although  in  the 
South  many  roads  do  not  own  i-efi'igerator  cars  at  all. 

As  to  the  stat<^.nient  that  the  jobbers  have  the  advantage  over  the 
P'<u3kers  in  that  they  do  not  have  to  pay  for  icing,  I  can  only  say 
that  this  is  almost  too  absurd  to  warrant  discussion.  Mr.  Manker, 
as  a  packer  traffic  man,  must  know  that  the  packers  have  received 
from  the  railways  1  cent  per  mile  for  the  use  of  their  cars,  whether 
those  cars  are  hauled  empty  or  loaded,  and  that  the  railways  per- 
form free  the  switching  services  involved  in  placing  cars  for  the 
packers  to  load.  The  facts  show  that  the  packers  have  in  past 
years  made  large  returns  on  their  refrigerator  cars,  and  that  even 
at  present  they  are  making  in  the  neighborhood  of  4  per  cent  on 
their  investment.  The  railways  have  complained  continuously  of 
the  rates  paid  by  the  packers,  and  the  Interstate  Commerce  Com- 
mission last  year  found  it  necessary  to  take  their  icing  stations  away. 
In  short,  the  packers  pay  for  icing  simply  because  in  their  arrange- 
ment Avith  the  railways  they  receive  other  advantages  which  more 
than  compensate. 
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9.  Finally,  Mr.  INIanker  says  that  the  Interstate  Commerce  Com- 
mission has  approved  the  discriminatoiy  rates  in  the  Southwest 
above  referred  to.  The  Interstate  Conunerce  Commission  did  in 
June,  1915,  hand  down  a  decision  which  maintained  the  existing 
connnodity  rates,  althou<^h  Commissioners  Harlan  and  Daniels  dis- 
approved of  the  decision.  It  should  be  noted,  however,  that  this 
was  before  the  packers  had  ii-one  into  the  f^rocery  business  to  any 
considerable  extent,  and  the  commission  did  not  have  under  con- 
sideration the  discriminations  against  dealers  in  grocery  products 
which  has  arisen  since  that  time.  The  commission  was  concerned 
only  with  the  earnings  of  ])eddler  cars  and  merchandise  cars  from 
the  point  of  view  of  the  railway. 

In  addition  to  the  foregoing  points,  Mv.  Manker  has  made  certain 
statements  concerning  my  testimony  which  require  correction: 

1.  Mr.  JNIanker  says  at  two  points  that  in  n\j  testimony  I  stated 
that  the  packers  operate  peddler  cars  every  day  in  the  week.  Ref- 
erence to  my  testimony.  Part  V  of  tlie  Hearings,  page  8*29,  will 
show  that  what  I  said  was  that  "  he  runs  his  route  cai*s  two  or  three 
times  a  week  or  cjaily."  This  statement  is  correct.  I  did  not  say 
what  ^Ir.  IManker  alleges  that  I  did. 

2.  Mr.  ISIanker  says  that  I  testified  that  perishable  and  semi- 
perishable  groceries  should  not  be  loaded  in  peddler  cars.  Nowhere 
in  my  testimony  Avill  any  such  statement  be  found.  My  argument 
was,  and  is,  that  if  grocery  products  are  to  be  loaded  in  refrigerator 
cars,  such  cars  sliould  be  open  on  equal  terms  to  all  shijipers. 

3.  Again,  ISfr.  Manker  says,  "  jNIr.  Haney  states  that,  owing  to  the 
refrigerator  car  being  heavier  than  the  box  car,  a  burden  is  ]>hiced 
upon  the  carrier  by  loading  nonjxu-ishable  freight  with  perishable 
freight.  This  stateuient  is  absurd.'-  The  statement  is  absurd;  but 
I  did  not  make  it.  What  I  did  say  was  "  Refrigerator  cars  are  sev- 
eral tons  heavier  than  ordinary  box  cars,  and  to  use  them  for  foods 
which  might  be  hauled  in  ordinary  box  cars  involves  the  hauling 
of  unnecessary  weight,''  My  point  obviously  is,  that  to  haul  heavy 
cars  is  more  expensive  than  to  haul  lighter  ones,  and  that  therefore 
the  hauling  of  heavy  cars  should  take  place  only  when  neces-^aiy. 
It  is  in  the  interest  of  economy  that  refrigerator  cars  should  be  con- 
fined as  largely  as  possible  to  the  hauling  of  articles  which  require 
refrigeration.  This  can  be  done  only  when  the  railways  supply 
refrigerator  cars  on  equal  terms  to  all  who  desire  to  ship  perishable 
comuiodities. 

4.  Mv.  INfanker  says  that  "  statement  is  made  that  the  ]iackers 
make  shipments  of  stationery,  which  can  not  be  associated  with  the 
packing-house  business."  Such  a  statement  may  have  been  made, 
but  I  did  not  make  it.  Reference  to  my  testimony  will  show  that 
stationery  was  merely  mentioned  as  one  of  many  nonperishable  ar- 
ticles which  are  included  in  the  packers'  refrigerator  cars.  I  did 
not  know,  nor  care,  whether  this  stationery  was  for  their  own  use 
or  for  sale.  The  fact  is  as  I  stated,  and  it  shows  that  an  article! 
which  does  not  require  refrigeration,  like  many  others,  is  being 
loaded  under  refrigeration  by  the  packers. 

5.  Twice  Mi\  blanker  says  that  I  testified  that  there  is  a  greater 
back  haul  of  refrigerator  cars  on  account  of  non)ierishablc  freight 
being  loaded  therein.     No  such  statement  will  be  found  in  my  tes- 
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timony.     I  did  say  that  the  larg'e  empty  back  haul  of  packer  re- 
frigerator cars  is  wasteful,  and  this  is  a  fact. 

6.  The  witness  states  that  "  ISIr.  Haney  has  confined  his  state- 
ment to  the  territory  known  as  the  southern  classification."  This  is 
false.  If  I  had  so  confined  my  testimon3^  why  was  Mr.  Manker  so 
concerned  with  tliose  statements  concerning  the  rate  situation  in 
southwestern  territory? 

7.  It  is  alleged  that  I  claim  discrimination  in  the  operation  of 
so-called  peddler  cars  bj^  the  packers  against  the  smaller  packers. 
I  made  no  such  claim.  I  stated  then,  and  repeat  it  now,  that  in 
hauling  refrigerator  cars  the  small  packers  have  been  discriminated 
against  by  the  railways  and  that  several  of  them,  after  trial,  have 
had  to  abandon  the  attempt.  This  is  a  matter  of  record  in  the 
Interstate  Connnerce  Conmiission  findings,  as  set  forth  on  page  53,^ 
of  these  hearings. 

There  are  several  other  positive  misrepresentations  of  my  testi- 
mony, such  as  the  allegations  that  I  claim  that  the  packers'  ship- 
ments always  reach  destinations  in  good  condition — but  I  will  not 
trouble  you  with  further  statements  along  this  line. 

One  of  the  most  noticeable  results  of  Mr.  Manker's  effort  to  dis- 
credit my  testimony  is  the  fact  that  he  does  not  touch  upon  the  most 
essential  points  therein.  He  does  not  discuss  the  discriminations 
in  mileage  made  by  the  packers'  cars  as  compared  with  the  inde- 
pendent cars.  He  does  not  refer  to  the  fact  that  the  Interstate 
Commerce  Commission  reports  the  percentage  of  the  empty  mile- 
age is  much  greater  in  the  case  of  the  packer  refrigerator  cars  than 
in  the  case  of  the  railroad  refrigerator  cars.  Above  all,  he  does  not 
attempt  to  deal  with  the  argument  that  so  long  as  a  large  part  of  the 
railways'  equipment  is  owned  by  a  limited  class  of  shippers,  so  long 
there  will  be  an  unsatisfactoiy  condition  in  the  supply  of  that 
equipment.  With  the  packers  owning  over  90  per  cent  of  the  meat 
refrigerator  cars,  and  50  per  cent  of  all  refrigerator  cars,  it  is  prac- 
tically impossible  satisfactorily  to  deal  with  the  existing  shortage  of 
this  class  of  equipment.  On  the  one  hand,  the  few  large  corporations 
who  are  able  to  own  and  operate  refrigerator  cars  enjoy  the  benefit 
of  such  cars  to  the  disadvantage  of  the  other  shippers  who  may  need 
them,  but  who  are  unable  to  own  and  operate  them.  On  the  other 
hand,  tlie  Government  is  not  in  a  position  to  order  the  railways  to 
supply  the  needed  equipment. 

LETTER  SUBMITTED   BY   MR.   J.   KRTJTTSCHNITT. 

Southern  Pacific  Company. 

Executive  Committee, 

September  15,  1919. 
Hon.  .John  J.  P]scH, 

Chairman  Committee  on  Interstate  and  Foreign  Commerce, 
House  of  Representatives,  Wastiington,  D.  C. 
My  Dear  Mr.  Escti  :  As  the  general  impvession  of  the  relation  of  increases 
in  steam  railroad  freight  rates  to  the  present  high  values  of  commodities  is 
greatly  exaggerated,  the  time  seems  peculiai-ly  opportune  to  place  some  com- 
putations hefore  you  which  show  that  the  transportation  charges  collected  by 
our  steam  railroads  have  played  hut  a  small  part  in  lifting  commodity  prices 
to  their  present  unparalleled  level,  the  rise  in  which  has  been  most  rapid  since 
the  beginning  of  the  European  war  in  1914. 
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This  erroneous  impression  has  l)een  inspired  and  fostered  by  puhlie  spealcers, 
by  representatives  of  organized  lal)or  and  by  otliers,  due  we  believe  almost 
entirely  to  ignorance  of  the  slight  influence  of  freight  charges  on  costs  of 
commodities.  At  every  hearing  before  the  Interstate  Commerce  Commission 
on  petitions  of  the  carriers  for  rate  advances  commensurate  with  increased 
costs  of  labor  and  material,  the  stock  argument  of  the  opposition  is  always 
that  any  increase  in  rates  woiild  be  reflected  immediately  in  great  increases 
in  connnodity  costs. 

The  cumulative  effect  of  all  steam  railroad  freight  charges,  which  in  their 
remotest  ramifications  could  affect  the  values  of  commodities,  for  the  year 
1914,  which  marked  the  opening  of  the  war.  has  been  weighed,  and  the  same 
has  been  done  for  1919.  As  we  seek  to  establish  the  comparative  effect  of 
freight  charges  on  commodity  prices  in  two  periods  six  years  apart,  the  com- 
mission's methods  used  in  computing  tonnage  and  revenue  statistics  and  ours 
in  establishing  prices  being  the  same  in  both  periods,  will  not  affect  the  sound- 
ness of  our  conclusions. 


Averasre  commodity  value  per  ton  of  "Freight  originated". 

Freight  charges  per  ton  originated 

Percentage  of  charges  t  o  vakie 

Increase  in  cost  to  consumer,  1919  over  1914 

Increase  in  freight  charges  per  ton 

Relation  of  freight  increase  to  cost  increase  (per  cent) 


1919 


$119. 00 

$2.80 

2.4 

$63.00 

$0.80 

1.3 


1914 


$56.00 

$2.00 

3.6 


In  Other  words,  only  SO  cents  out  of  .$0.3.  or  1.3  cents  out  of  every  dollar  of 
increase  in  values  of  connnodities  in  1919  was  cau.sed  by  increa.sed  freight 
charges ;  the  responsibility  for  the  remaining  .$62.20,  or  98.7  cents  out  of  every 
dollar,  must  be  sought  elsewhere;  it  was  not  caused  by  freight  charges. 
(Shown  graphically  on  Diagram  No.  1.) 

So  many  connnodities  originate  on  railroads,  the  values  of  which  are  affected 
by  freight  charges,  some  exerting  substantial,  and  .some  exerting  negligible 
influence,  that  their  influence  on  commodity  values  in  individual  cases  can  not 
satisfactorily  be  computed,  but  tlie  relation  that  the  Nation's  entire  yearly 
freight  bill  "bears  to  the  value  of  all  connnodities  transported  by  the  railroads 
can  be  satisfactorily  and  accurately  measured. 

In  the  year  ended  .Tune  80,  1914,  the  Interstate  Commerce  Counuission's 
reports  show  that  all  Class  I  and  Class  II  steam  roads  in  the  United  States 
originated  1.094,123,895  tons  (»f  classified  freight  (tonnage  of  Class  III  roads 
that  earn  less  than  .$100 ,W0  per  annum,  who.se  aggregate  freight  revenue  is 
but  0..53  per  cent  of  the  total,  is  not  reported  by  the  conmiission),  for  transport- 
ing which  the  carriers  collected  .'i;2.1 14.697,629,  an  average  of  $1.98  per  ton; 
they  also  received  $75,.~)41,r)69  express  reveiuie  for  transporting  additional 
tonnage  of  unknown  amount,  as  no  record  thereof  is  kept  liy  the  Interstate 
Commerce  Comnfission :  nevertheless,  we  have  added  express  revenue  to 
freight  revenue  without  any  addition  to  aggregate  tonnage  or  values,  thereby 
increasing  the  average  freight  charge  per  ton  from  $1.93  to  $2.  and  the  per- 
centage of  freight  revenue  to  connnodity  ^■alue  from  3.4  per  cent  to  3.6  per 
cent.  Tlie  1,094,123,895  tons  are  classified  by  the  commission  under  38  heads, 
to  which  appropriate  unit  values,  based  on  data  obtained  from  publications  of 
the  United  States  Department  of  Labor,  from  the  United  States  Railroad  Ad- 
ministration, from  quotations  in  the  press  and  from  other  reliable  sources, 
have  been  assigned. 

The  aggregate  value  of  all  tonnage  originated  and  transported  by  the  rail- 
roads, thus  determined,  is  $61,482  000.000  (which  does  not  include  the  value 
of  expressed  tonnage  which  is  unol)tainable),  which,  divided  by  the  number  of 
tons  originated,  gives  the  acreage  value  per  ton  of  all  commodities  .$56,  to  which 
the  $2  freight  charge  bears  the  relation  of  3.0  per  cent. 

Under  the  heading  of  "  Tons  originated "  the  Interstate  Commerce  Com- 
mission includes  every  ton  of  freight  that  originated  on  the  lines  of  the  car- 
riers. A  ton  originating  at  San  Francisco,  for  example,  and  shipped  through 
to  New  York  is  counted  as  but  one  ton  regardless  of  the  number  of  carriers 
over  v.hose  lines  it  passes.  If,  however,  tonnage  originating  on  the  Erie  Rail- 
road is  shipped  to  New  York  and  thence  reshipped  to  points  on  other  roads, 
the  tonnage  reshipped  for  distribution  is  again  counted,  a  freight  charge  again 
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accrues,  and  so  on  until  the  commodity  is  delivered  to  the  consumer.  Should 
the  commodity  undergo  manufacture,  the  manufactured  article  when  delivered 
to  the  railroad  is  treated  as  originated  tonnage,  contributes  to  increase  in  "  Tons 
originated,"  and  the  tolls  for  its  carriage  contribute  to  increase  aggregate 
freight  revenue.  "Tons  originated,"  therefore,  include  tonnage  of  all  raw  ma- 
terial, both  that  entering  into  manufactured  articles  as  well  as  the  tonnage  of 
the  manufactured  articles  themselves,  and  freight  and  express  revenues  as 
reported  by  the  Interstate  Commerce  Commission  include  all  freight  and 
express  charges  accruing  both  before  and  after  manufacture  and  those  accruing 
on  reshipments  of  raw  material  unchanged  in  form.  Otherwise  expressed  no 
transportation  charge,  however  small  or  remotely  affecting  the  cost  of  either  a 
raw  or  of  a  manufactured  article,  can  escape  detection  and  inclusion  in  ag- 
gregate freight  and  express  charges. 

We  have  had  to  estimate  data  for  the  entire  year  1919  from  those  that  have 
already  appeared  for  the  first  six  months,  and  as  the  estimated  traffic  is  sub- 
stantially the  same  as  that  of  1916,  we  have  applied  1919  prices  to  the  tonnage 
of  classified  commodities  of  1916,  whence  the  average  value  per  ton  is  $119,  or 
112  per  cent  more  than  that  of  1914.  Freight  charges  per  ton,  including  ex- 
press chai-ges  received  by  the  carriers,  are  found  to  be  $2.80 — 80  cents,  or  40 
per  cent,  more  than  in  1914. 

From  this  it  appears  that  the  relation  of  average  freight  charges  to  the  aver- 
age value  of  commodities,  because  of  the  more  rapid  rise  in  values  tlian  in 
charges,  is  less  in  1919  than  it  was  in  1914,  having  fallen  from  3.6  per  cent  in 
1914  to  2.4  per  cent  in  1919,  or  33  per  cent,  and  that  of  the  total  increase  in 
values  of  $63  per  ton,  the  increase  due  to  freight  charges  was  but  80  cents. 

The  following  table  shows  the  relation  of  average  freight  rates  to  values  for 
the  past  21  years.  Column  2  gives  Bradstreet's  index  numbers  of  commodity 
prices.  Column  3  reduces  these  numbers  to  the  basis  of  that  of  1899.  Columns 
4  and  5  give  actual  and  relative  average  ton-mile  rates : 


Year. 

Bradstreet's  index 
No. 

Ton-mile  rate 
(cents).     , 

Actual. 

Relative. 

Actual. 

Relative. 

1899 

7.21 

7.88 
7.57 
7.88 
7.94 
7.92 
8.10 
8.42 
8.90 
8.01 
8.52 
8.99 
8.71 
9.19 
9.21 
8.90 
9.85 
11.83 
15.  66 
18.75 
18.11 

100. 00 
109. 35 
105. 06 
109.  24 
110.07 
109.  83 
112.33 
116.  75 
123.  59 
111.09 
118.10 
124. 66 
120. 85 
127.  42 
127.  71 
123. 49 
136.  66 
164.01 
217. 15 
259. 84 
251.21 

0.724 
.729 
.750 
.757 
.763 
.780 
.766 
.748 
.759 
.754 
.763 
.753 
.757 
.744 
.729 
.733 
.732 
.716 
.723 
.862 
.986 

100. 00 

1900 

100.  69 

1901 

103.  59 

1902 

104.56- 

1903 

105. 39 

1904 

107. 73 

1905 

105. 80' 

1906 

103. 31 

1907 

104. 83 

1908 

104. 14 

1909 

105. 39 

1910 

104. 01 

1911 

104.  56 

1912 

102. 76 

1913 

100.69 

1914 

101.  24 

1915 

101. 10 

1916 .           .              .              

98.89 

1917 

99.86 

1918 

"       119.06 

1919 

136. 46 

The  following  will  be  observed — 

1899  to  1900 :  Rise  in  prices  100  to  109.35,  rates  substantially  unchanged. 

1907  to  1908:  Fall  in  prices  123.05  to  111.09,  rates  substantially  unchanged. 

1908  to  1912 :  Rise  in  priceg  111.09  to  127.42,  fall  in  rates. 

1915  to  1916:  Rise  in  prices  136.66  to  164.01,  fall  in  rates. 

1916  and  1917 :  Prices  higher  and  rates  lower  than  at  any  time  in  19  years. 
1918  to  1919 :  Fall  in  prices  259.84  to  251.21,  sharp  rise  in  rates. 

The  New  York  Hun,  August  31,  1919,  gives  Dun's  index  numbers  of  living 
costs  for  each  of  the  first  seven  months  of  1919,  during  which  freight  rates 
were  unchanged,  nevertheless  the  index  number  for  August  is  10.4  per  cent 
higlier  than  in  April. 
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In  the  case  of  imports  that  reach  our  shores  unaffected  by  domestic  freight 
charges,  the  slight  influence  of  freight  charges  on  their  selling  prices  in  ascer- 
tainable. 


Commodity. 


From— 


To— 


Miles. 


Freight  Value 

per         per 
100  lbs.   100  lbs. 


Per 
cent 

freight 
to 

value. 


Brazil  coffee ,  New  York . 

Japan  rice ' do 

Japan  tea  (Young  Hyson) ! do 

Japan  tea  ( breakfast) i do 


Pittsburgh. 

do 

Buffalo 

do 


444 
444 
440 
440 


SO.  27 
.225 

.r,o 

.60 


$20.50 
13.00 
65.00 
34.00 


1.3 

1.7 
.92 
1.8 


California  oranges  have  at  times  been  bought  by  the  bos  iu  the  East  at  Cali- 
fornia prices. 

Prices  of  cantaloupes  by  the  case  are  quoted  from  the  United  States  Depart- 
ment of  Agriculture  Review  of  Imperial  Valley,  cantaloupe  crop  of  1919 : 

Prevailing  market  prices  (box  of  ^5's). 


July  1. 
July  2. 
July  5. 


San  Francisco. 


$3.10 
3.35 
3.25 


Miles  from  Im- 
perial Valley. 


700 
700 
700 


New  York. 


S2.75 
3.35 
3.35 


Miles  from  Im- 
perial Valley. 


2,580 
2,580 
2,580 


Although  New  York  is  1,880  miles  farther  from  the  cantaloupe  fields  than 
is  San  Francisco. 

In  dealing  with  the  almost  numberloss  conunodities  embraced  in  a  total 
of  over  a  billion  tons,  it  is  impossible,  in  casting  up  "Average  commodity 
value  per  ton  of  freight  originated,"  to  assign  to  each  its  exact  influence, 
although  great  care  was  exercised  in  selecting  unit  values.  Criticism  of  our 
investigation  in  some  direction  is  perhaps  unescapable,  but  as  the  relation 
of  commodity  values  in  1914  to  tho.se  of  1919,  computed  by  us.  is  100  to  212 
and  that  of  the  United  States  Department  of  Labor,  shown  in  their  index 
numbers  (covering  over  300  commodities),  published  in  the  Labor  Review  of 
July.  1919,  is  100  to  210,  we  feel  that  the  close  coincidence  of  these  figures 
strengthens  our  confidence  in  our  computations  and  conclusions,  which  we 
believe  are  free  of  substantial  error. 
Very  truly,  yours, 

J.  Kruttschnitt. 


LETTER  SUBMITTED   BY  MR.   WARREN  S.   BLAUVELT. 

702  Penobscot  Building. 

Detroit,  September  18,  1919. 
Hon.  Robert  W.  Woolley, 

Interstate  Connncree  Commissioner, 

Washington,  J).  C. 
My  Dear  Mr.  Woolley  :  Your  published  statement  that  for  the  general 
welfare  it  might  be  advisable  to  defray  a  portion  of  railway  expenditures 
by  taxation  rather  than  by  additional  freight  charges  impresses  me  as  strongly 
by  its  wisdom  as  by  the  courage  which  prompted  such  an  utterance  by  a  man 
in  public  life. 

A  satisfactory  solution  of  the  transportation  problem  of  the  country  will 
never  be  obtained  until  the  pi-oblem  is  analyzed  and  functions  are  differen- 
tiated. There  are  two  distinct  functions,  namely,  the  construction  and  main- 
tenance of  a  highway  and  the  performance  of  the  service  of  a  common  carrier. 
As  the  existence  and  maintenance  of  a  public  highway  where  needed  inevi- 
tably increases  economic  rents  and  land  values,  justice  requires  that  the 
values  thus  produced  should  be  the  fund  from  which  should  be  drawn  the 
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uKtney  necessary  for  the  construction,  maintenance,  and  policing  of  tlie 
highway. 

On  the  other  hand,  tlie  service  actually  performed  on  the  highway  in  moving 
commodities  from  points  of  production  to  points  of  consumption  is  properly  a 
charge  upon  such  commodities ;  hence  should  be  paid  for  by  the  ultimate 
consimier  for  whom  the  service  is  rendered. 

The  opinion  is  quite  general  that  in  the  performance  of  service  functions 
governmental  agencies  generally  can  not  compete  in  efficiency  with  individual 
or  corporations  where  greater  latitude  of  individual  initiative  is  possible. 


The  Plumb  plan  appears  to  me  to  have  more  of  the  elements  which  would 
lead  to  a  satisfactory  solution  of  the  problem  than  any  of  the  other  phuis  which 
have  been  fornndated.  It  recognizes  clearly  that  society  suffers  in.histice  when 
the  increase  in  the  value  of  land  owned  by  the  railroads  is  capitalized  and 
becomes  a  basis  for  issue  of  additional  stocks  and  bonds,  the  interest  on  which 
must  be  paid  out  of  the  railroads'  earnings  as  a  common  carrier.  The  Sims 
bill,  however,  does  not  recognize  that  in  this  particular  the  railroads  have  been 
as  much  sinned  against  as  sinning.  Expenditures  to  enlarge  terminals  or  other- 
wise improve  the  railroad  facilities  have  very  greatly  increased  land  values  in 
the  neighborhood,  all  of  which  have  gone  into  the  pockets  of  speculators,  and 
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then  the  Government  has  increased  the  assessed  valuation  of  lands  used  by  the 
railroads,  oftentimes  more  than  the  assessed  valuation  of  tlie  vacant  lands 
adjacent,  still  in  the  hands  of  speculators.  I  submit  that  it  is  not  fair  for  'the 
State  to  assert  that  the  railroads  have  values  which  should  be  taxed  and  at  the 
same  time  refuse  to  permit  the  values  taxed  to  earn  an  income. 

It  seems  to  me  that  the  Sims  bill  should  be  amended  along  the  following 
lines : 

(1)  Railroad-security  holders  should  be  permitted  to  exchange  present  securi- 
ties for  Government  bonds,  the  value  of  such  securities  to  be  determined  by  the 
average  prevailing  market  prices  for  said  railroad  securities  over  a  period  of 
perhaps  three  years  prior  to  January  1,  1917 (?),  and  provide  that  such  Gov- 
ernment bonds  would  be  issued  on  an  interest-bearing  basis  which  would  put 
them  practically  on  a  par  with  Liberty  bonds  bought  in  the  open  market :  i.  e.. 
to  net  from  4|  to  5  per  cent. 

(2)  Provide  that  the  interest  on  such  bonds  and  a  sinking  fund  for  their 
ultimate  retirement  should  come  not  from  the  railroad  earnings  a*:  common 
carriers  but  as  in  the  case  of  other  highway  bonds,  from  taxation,  and  in  this 
particular  case  from  a  taxation  on  land  values  of  the  United  States  as  a  whole, 
collected  by  the  various  States,  and,  in  order  to  meet  the  constitutional  pro- 
visions, assessed  on  the  States  on  the  basis  of  population.  Provision  should  be 
made  whereby  the  taxes  should  be  on  land  values  only,  exclusive  of  all  improve- 
ments. 

(3)  The  railways  being  owned  by  the  Federal  Government,  should  be  exempt 
from  State  and  local  taxation ;  for  obvious  reasons,  this  should  be  brought 
about  gradually — say,  by  an  annual  reduction  of  5  per  cent  in  the  tax  rate 
applicable  to  the  Federal  railways. 

(4)  A  railroad  wage  board  should  include,  in  addition  to  representatives  of 
the  classified  employees  and  of  the  othcial  employees,  representatives  of  the 
general  public,  the  total  number  of  whom  should  exceed  the  number  in  either 
of  the  other  groups. 

(5)  Provision  should  be  made  whereby  any  groups  of  employees  pursuing 
conduct  designed  to  interfere  with  or  obstruct  the  regular  conduct  of  the  busi- 
ness of  the  operating  corporations  would  be  deemed  guilty  of  felony  and  pun- 
ished in  an  exemplary  manner. 

Tlie  above  suggestions  are  given  you  at  this  time  without  any  arguments  in 
their  favor. 

Labor  during  the  recent  past  has  attempted  to  better  its  condition  by  pur- 
suing the  same  tactics  which  in  the  past  have  reacted  to  the  financial  betterment 
of  landowners  and  of  manufacturers.  Workers  have  attempted  by  combined 
action  to  make  that  which  they  have  to  sell  artificially  scarce,  and  consequently 
higher  priced. 

A  few  landlords  could  do  this  for  a  long  period  with  great  success.  They 
could  hold  land  out  of  use  and  legally  appropriate  the  increased  unearned 
increment.  The  quantity  they  secured  from  each  individual  was  relatively 
small,  and,  so  long  as  taxes  were  light,  few  practical  men  were  enough  inter- 
ested to  be  willing  to  give  of  their  time  or  their  money  to  put  a  stop  to  such  an 
injustice. 

Then  manufacturers,  through  the  protective  tariff  and  other  means,  made 
their  products  artificially  scarce  and  high  priced.  So  long  as  we  had  free  land 
the  burdens  they  could  put  upon  others  in  this  way  were  not  intolerable. 

Wage  earners  have  been  folio\\'ing  tlie  same  mistalven  line,  but  society  can 
not  exist  if  the  landowner,  the  tool  owner,  and  the  wage  earner  all  endeavor 
to  enrich  themselves  by  limiting  production.  Might  not  the  obvious  folly  of 
the  wage  eiirner's  effort  to  increase  his  wealth  by  interfering  with  production 
be  nuide  an  effective  argument  for  abolishing  t:ixes  on  labor  products  and  in- 
orpii'^ing  tlie  tax  on  land  values? 

It  is  interesting  to  note  that  the  first  of  these  groups  to  recognize  the  eco- 
nomic error  of  attempting  to  cure  the  ills  from  which  they  suffer  by  grabbing 
off  more  for  themselves  by  decreasing  their  own  product,  is  the  labor  group 
which  was  the  last  to  try  it.  This  leads  me  to  the  hope  that  possibly  labor 
leaders  would  be  broad  guage  enougli  to  accept  the  proposed  amendment  to  the 
Sims  bill,  whicli  would  obviate  the  objection  which  is  heard  from  all  quarters 
with  regard  to  the  pi-oposed  method  of  adjusting  wages  on  the  railroads. 
Wag(>s  paid  by  the  railroads  should  l)e  mcn-ely  sufficient  to  attract  the  railroads' 
service  men  of  the  calibre  physically,  mentally,  and  morally  necessary  to  func- 
tion efficiently  in  this  service.     Such  rates  have  not  been  exceeded  in  the  past 
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and  I  believe  would  not  be  exceeded  if  wages  were  fixed  as  proposed  in  the 
Sims  bill.  But  this  bill  does  not  recognize  the  fact  that  the  public  intei'est  in 
the  wages  earned  by  railroad  men  is  fully  as  great  as  is  the  interest  of  the 
men  themselves. 

You  may  possibly  be  interested  in  a  pamphlet,  which  I  inclose,  which  gives 
my  views  on  the  most  practicable  solution  of  the  problem  connected  with  the 
public  utilities  generally. 

Wliile  probably  neither  this  letter  nor  the  inclosed  pamphlet  will  add  any- 
thing to  your  knowledge  of  tlie  problems  discussed,  they  may  be  of  interest  to 
you  as  an  indication  of  a  growing  interest  in  securing  a  correct  soluttion  of  the 
railroad  problem  among  those  who  have  no  official  connection  either  with  the 
railways  of  the  Government.  I  would  appreciate  your  conuuents  on  my  sug- 
gested amendments  to  the  Sims  bill. 
Yo\irs  very  truly, 

Wakren  S.  Blauvelt. 


MEMORANDUM   SUBMITTED   BY   MR.    K.   K.    GARDINER. 

August  18,  191S. 

The  press  couin>ent  on  the  "Plumb  plan'"  or  the  "  Warfield  plan"  or  uny  of 
the  other  well  thduglit  out  plans  for  taking  over-  the  railroads  when  the  Rail- 
road Administrati<^n  relinquishes  its  control  is  unanimous  in  voicing  the 'opin- 
ion that  we  are  entering  upon  a  new  era  of  industrial  management  and  devel- 
opment, an  erii  in  which,  employees  or  operatives  work  under  some  arrangement 
which  recognizes  them  as  the  partners  of  capital  rater  than  as  its  hirelings. 

The  scale  of  wages  paid  in  this  country  has  always  been  higher,  much 
higher  in  many  instances,  than  that  of  any  other  country  on  the  globe,  and 
the  standard  of  living  of  the  so-called  laboring  class  has  been  accordingly 
higher  than  that  enjoyed  by  any  others.  But  in  spite  of  this  fact  there  has 
always  been  a  restlessness  on  the  part  of  our  laborers,  because  the  wages  paid 
have  been  as  though  they  were  the  price  of  the  raw  materials  entering  into 
industry.  The  4a!)or  that  goes  into  the  manufacture  of  steel  rails  is  not  a 
commodity  like  the  pig  iron  from  which  the  rails  are  made.  Labor  is  an  in- 
vestment and,  if  steel  rails  are  to  be  produced,  it  is  just  as  necessary  that 
there  be  an  investment  of  labor  in  a  steel  plant  as  an  investment  of  dollars. 
The  money  that  capitalists  invest  in  railroads  is  worse  than  wasted  until 
railroad  operatives  invest  their  labor  in  the  railroads  and  run  trains  on  them. 
Capital  without  labor  can  not  turn  locomotive  wheels  one  fraction  of  a  I'evo- 
lution.    Labor  is  the  activating  force  of  all  industry. 

It  is  not  in  reality  the  amount  of  the  wage  over  which  labor  has  always  been 
so  concerned,  because  increased  wages  have  nevei'  solved  its  problems.  What 
labor  has  always  been  struggling  for,  without  realizing  it  perhaps,  is  that  its 
compensation  be  made  not  as  hire  but  as  a  share ;  for  recognition  as  a  partner 
of  capital  instead  of  as  a  commodity  that  may  be  bought  like  raw  material.  It 
is  the  realization  of  its  real  grievance  that  prompts  such  an  extraordinary  pro- 
posal as  the  Plumb  plan.  Whatever  may  be  its  defects  or  merits,  the  Plumb 
plan  is  fundamentally  useless  in  meeting  the  present  situation,  for  instead  of 
providing  a  basis  on  which  capital  and  labor  may  associate  as  coiavestments,  it 
goes  to  the  other  extreme  and  would  eliminate  capital  altogether.  Labor  and 
capital  can  not  be  divorced.  The  "  Warfield  plan  "  is  equally  objectionable, 
because  in  seeking  to  guarantee  to  capital  its  6  per  cent  dividend,  overlooks  the 
basic  principle  of  equality  between  capital  and  labor,  if  cooperation  is  to  be 
secured.  Capital  has  no  more  right  to  have  its  return  on  its  investment  of 
money  secured  than  labor  has  on  its  investment  of  labor.  It  would  be  like 
trying  to  legislate  v\ater  uphill  to  provide  for  the  guarantee  of  a  6  per  cent 
return  on  both.  Vv'hether  they  get  any  return  upon  their  joint  investment  must 
depend  upon  whether  they  earn  it.  The  common  desire  of  both  stockholders 
and  operatives  to  earn  this  return  on  their  respective  investments  will  inject 
into  our  railroads  the  prime  incentive  for  eflicient  operation. 

The  hearty  cooperation  of  capital  and  labor  is  the  bedrock  on  which  the 
future  industrial  development  must  rest.  Capital  and  labor  must  struggle  to- 
gether as  partners  to  accomplish  a  common  end ;  if  they  struggle  against  one 
another,  they  v.ill  waste  themselves  and  wreck  the  country.  The  public  is  so 
vitally  affected  when  there  is  a  failure  or  refusal  to  coopei-ate  that  enforced 
cooperation  is  in  the  public  interest  and  becomes  a  fit  subject  for  legislation. 
Especially  is  this  true  in  the  case  of  the  operation  of  the  railroads. 
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Tlie  conditions  existing  now  bet\Aeen  the  railroads  and  the  railroad  operatives 
is  somewhat  analogous  to  that  which  existed  in  1887  and  for  the  years  prior 
thereto  between  the  railroads  and  the  shippers,  when  Congress  tinally  took 
cognizance  of  the  situation  and,  realizing  the  public  interest  involved,  enacted 
the  interstate-conmierce  act,  declaring  that  rates  for  transportation  should  be 
reasonable  and  providing  a  forum  in  the  form  of  a  commission  in  which  the 
shippei-s  might  enforce  the  right  to  reasonable  rates  created  by  tliat  act. 

Why  should  not  Congress  now  provide  that  wages  paid  railroad  operatives 
by  railroads  engaged  in  inter^^tate  commerce  shall  be  reasonable  and  define  a 
reasonable  wage  as  such  a  wage  as  yields  the  employee  a  standard  of  living 
for  himself  and  his  dependents  equal  to  the  average  in  the  community  in  which 
he  is- employed.  To  enforce  this  law,  a  commission  should  then  be  provided 
before  which  all  wage  complaints  could  be  brought,  just  as  all  complaints  con- 
cerning freight  rates  are  instituted  before  the  Interstate  Commerce  Commission? 

Whether  this  additional  duty  should  be  imposed  upon  the  Interstate  Com- 
merce Commission  is  a  matter  for  Congress  to  decide.  It  would  seem  better, 
however,  to  delegate  this  duty  to  an  independent  body  which  would  be  able  to 
decide  wage  matters  on  their  own  merits  without  any  thought  of  whether  the 
increases  sought  would  increase  freight  rates.  The  only  issue  in  a  wage  case 
would  be,  does  the  wage  received  enable  the  particular  class  of  operatives  to 
support  themselves  and  their  dependents  according  to  the  average  standard  of 
living  in  the  particular  part  of  the  country  where  they  are  employed.  All  the 
evidence  would  be  as  to  living  costs,  and  the  judges  of  these  cases  should  be 
free  to  give  their  entire  time  and  thought  to  this  one  problem.  If  the  Inter- 
state Commerce  Commission  were  required  to  adjudicate  these  cases,  they 
could  not  help  but  modify  their  judgment  perhaps  on  the  wage  issue  by  what 
they  knew  to  be  the  necessities  of  the  country  as  to  freight  rates. 

The  legislation  as  to  wages  should  have  only  one  fundamental  object, 
and  that  is  to  guarantee  to  the  operatives  wages  sufficiently  high  to  meet 
the  average  cost-  of  living.  When  the  cost  of  living  mounts,  tlie  commis- 
sion provided  by  this  legislation  should  be  unhampered  in  increasing  wages 
commensurate  with  the  rise  in  living  costs.  What  effect  such  increase  in 
wages  might  have  on  freight  rates  and  the  effect  of  increased  freight  rates 
on  still  further  increasing  the  price  of  necessities  of  life  and  living  costs, 
should  in  no  wise  concern  it.  These  latter  matters  are  for  other  governmental 
agencies  to  regulate.  Some  such  commission  may  have  been  in  the  mind  of 
the  President  when  he  addressed  his  recent  letter  on  railroad  wages  to  the 
Interstate  Conmierce  Commission  of  the  Senate. 

When  once  Congress  creates  such  a  tribunal  with  its  powers  safeguarded 
and  supplemented  as  hereinafter  suggested,  labor  is  recognized  as  an  entity  in 
industry  and  its  rights  once  and  for  all  established  on  a  legal  basis.  The  rail- 
roads and  railroad  operatives  can  then  settle  down  to  an  endless  term  of  inten- 
sive cooperation,  each  confident  of  the  other  and  both  sure  in  its  possessions. 
Labor,  then,  has  something  tangible,  a  legal  ground  on  which  to  stand. 
The  railroads  are  sure  of  an  uninterrupted  operation  and  the  public  enjoys 
the  fruits  of  constructive  legislation. 

When  living  costs  decline,  the  reduction,  if  any  which  should  be  made 
in  railroad  operatives'  wages  is  a  matter  to  be  passed  on  and  fixed  by  this 
commission  just  as  it  passes  upon  increases  and  its  orders  should  be  made  en- 
forceable in  the  court  by  injunction  or  otherwise,  just  as  are  the  orders  of 
the  Interstate  Commerce  Commission. 

When  Congress  gives  the  railroad  operatives  a  legal  status  and  fixes  by 
law  the  basis  of  compensation  and  provides  a  forum  in  which  to  enforce 
its  rights  so  legalized,  there  is  no  more  need  on  the  part  of  labor  to  resort 
to  "  strikes  "  to  enforce  its  rights.  The  tribunal  to  adjudicate  the  rights  of 
labor  would  be  powerless  to  pronounce  its  unbiased  judgment  if  the  potential- 
ity of  the  "  strike  "  lurks  always  as  a  silent  factor  in  every  case  it  considered. 
The  master  stroke  in  the  enfranchisement  of  labor  will  be  the  declaration 
in  this  legislation  of  the  illegality  of  the  "  strike  "  and  the  compulsory  sub- 
mission .of  wage  disagreements  to  this  tribunal. 

There  is  no  inherent  right  to  "  strike."  There  is  the  right  in  man  to 
work  or  not  as  he  sees  fit,  provided  he  has  a  visible  means  of  support  other- 
wise. But  a  man  in  concert  with  several  others  or  many  others  conspiring  to 
quit  work  together  in  the  same  industry,  is  doing  an  illegal  thing.  See  Dan- 
bury  Hatters  Case,  235  U.  S.,  522.  More  strikers  would  have  been  held  legally 
responsible  for  their  illegal  acts  but  for  the  difficulty  in  enforcing  the  remedy. 
But  where  the  Government  has  stood  aloof  and  failed  or  refused  to  take  a 
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hand  in  -ttie  matter  of  labor,  the  "  strike,"  though  illegal,  is  the  only  method 
for  enforcing  a  recognition  of  labor.  When  the  Government  by  legislation 
recognizes  labor  and  specifies  its  legal  riglits  and  creates  a  tribunal  in  which 
to  enforce  those  rights,  labor  no  longer  need  resort  to  the  "  strilce."  In  fore- 
going the  employment  of  the  "  strike  "  labor  would  be  laying  aside  a  weapon 
antedated  by  the  more  modern  devices  of  a  reconstructed  era. 

As  a  corollary  to  reasonable  wages  this  legislation  should  provide  that  the 
conditions  under  which  labor  is  employed  in  the  operation  of  trains  in  inter- 
state commerce  shnll  be  reasonalile.  It  should  be  noted  that  the  Interstate 
Commerce  Commission  is  already  enforcing  an  hours-of-service  act  and  a 
safety  appliance  act,  which  redound  to  improved  working  conditions  for  the 
operatives  as  well  as  safer  travel  for  the  public. 

Having  provided  for  the  payment  of  reasonable  wag<rS  and  reasonal)le  work- 
ing conditions  and  for  the  uninterrupted  operation  of  the  railroads,  the  public 
has  still  one  more  interest  in  the  railroads  which  also  vitally  affects  the 
operatives  and  goes  to  the  very  heart  of  the  whole  situation,  and  that  is  the 
efficient  operation  of  the  roads.  AVhat  can  legislation  do  to  secure  a  more 
efficient  operation  of  our  railroads?  Efficiency  conies  first  from  an  intense 
cooperation  of  all  those  employed  in  a  common  enterprise.  To  secure  cooper- 
ation there  must  be  a  common  incentive. 

Under  present  practices  what  is  the  incentive  of  the  railroad  manager? 
He  wants  to  keep  operating  costs  as  low  as  possible  and  make  gross  earnings 
as  high  as  possible  and  yield  a  net  income  as  large  as  he  can  from  which  to 
pay  larger  and  larger  dividends.  What  is  the  incentive  of  the  railroad  oper- 
ative under  the  present  system  of  compensation?  He  wants  to  get  as  much 
for  his  labor  as  he  can.  Where  his  labor  is  bargained  for  as  though  it  were 
a  commodity,  like  every  seller,  if  his  price  has  been  haggled  over  and  he  has 
had  to  take'  less  than  he  wanted,  he  still  h:',s  a  chance  to  get  even  with  the 
purchaser  by  giving  him  an  inferior  quality  of  the  commodity  traded  for. 
The  real  incentive  of  the  railroad  operative  under  the  present  system  of  com- 
pensation only  promotes  inefficiency.  If  he  does  not  receive  as  high  a  wage 
as  he  thinks  he  should,  he  resolves  the  bargain  in  his  favor  by  giving  less 
laljor  and  loafing  on  his  job.  Herein  lies  the  secret  of  the  inefficiency  of  i;ail- 
road  operation. 

Can  a  common  incentive  be  secured  by  legislation?  When  persons  employ 
themselves  with  a  common  incentive  they  are  said  to  be  partners,  but  the 
essential  fact  that  determines  the  relationship  of  partners  is  whether  or  not 
they  share  the  profits  of  the  common  enterprise.  If  the  railroad  operatives 
and  the  railroad  manager  representing  the  capital  invested  in  the  road  are 
to  work  with  a  common  incentive  they  must  share  the  profits  of  their  joint 
endeavor.  The  basis  of  division  must  depend  on  fundamental  economic  laws. 
As  stated  at  the  outset,  capital  is  helpless  to  produce  industry  until  it  is 
matched  with  a  certain  investment  of  labor,  and  labor  is  equally  dependent 
upon  capital.  Elements  so  interdependent  must  be  of  equal  value  to  each 
other.  To  reflect  this  equality  of  values  in  the  prosecution  of  the  common 
enterprise  the  profits  must  be  shared  on  a  percentage  basis  based  on  relative 
investment.  Any  profits  that  are  distributed  should  be  based  upon  the  joint 
investment  of  capital  and  labor  and  each  operative  receive  the  percentage  ar- 
rived at  based  on  the  amount  of  wages  paid  for  the  year  or  the  half  year  or 
the  quarter,  just  as  the  stockholder  receives  his  dividends  on  the  amount  of 
money  he  invests.  The  percentage  on  the  money  and  on  the  labor  must  be 
identical  . 

To  illustrate,  the  Pennsylvania  Railroad  in  the  year  1917  paid  $141,54S,-109.13 
to  its  130,290  employees;  it  also  paid  $29,951,098.50  as  a  6  per  cent  dividend 
to  the  holders  of  its  $499,178,400  of  capital  stock.  This  capital  stock  did  not 
earn  the  profit  so  distributed.  That  profit  was  earned  by  the  $499,178,400 
stock  plus  the  $141,548,409.13  labor,  or  a  total  investment  of  $640,726,809.30.' 
If  there  is  to  be  a  common  incentive  in  the  operation  of  the  Pennsylvania 
Railroad,  if  the  operatives  and  the  owners  of  the  railroad  are  to  work  together 
as  partners,  the  profit  of  $29,951,098.50  instead  of  being  distributed  as  a  6  per 
cent  dividend  to  the  stockholders  should  have  been  distributed  as  a  4i  per 
cent  dividend  on  the  stock  and  a  4:^  per  cent  Itonus  to  each  operative  based 
on  the  amount  of  wages  he  had  put  into  the  year's  work  of  the  road.  Twenty- 
nine  million  nine  hundred  and  fifty-one  thousand  and  ninety-eight  dollars  and 
fifty  cents  is  4^  per  cent  of  $640,720,080.13,  tlu^  total  of  the  inveslment  in  stock 
and  labor.  The  engineman  who  invested  $2,000  of  his  labor  would  receive  $84 
as  a  dividend  on  his  investment,  and  the  stockholder  who  invested  $2,000  in 
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money  would  get  his  $84  dividend.  The  respective  investments  of  these  two 
men  are  the  same  In  amount  and  the  risls  has  been  the  same.  One  rislied 
his  money,  the  other  his  labor.  The  incentive  is  the  same;  they  both  have  a 
common  end  in  view.  That  end  is  to  make  the  property  pay  as  big  profits 
as  possible.  The  engineman  desires  this  as  nuich  as  does  the  stockholder, 
because  his  return  is  the  same  as  the  return  of  the  stockholder.  There  is  abso- 
lute equality  in  the  share  they  are  to  receive  if  the  road  lias  a  good  year,  and 
each  runs  the  same  risk  of  losing  their  dividends  if  the  road  has  a  poor  year. 
Two  thousand  dollars  worth  of  labor  is  worth  as  much  as  $2,000  worth  of 
money.  \Mien  the  operative  tfskes  his  chances  with  the  Pennsylvania  Railroad 
instead  of  getting  a  job  with  the  Union  Pacific,  for  instance,  he  is  taking  as 
nuich  of  a  risk  of  earning  a  dividend  on  his  labor  as  the  man  who  Invests  his 
money  in  the  stock  of  the  one  in  preference  to  that  of  the  other. 

Legislation  can  accomplish  this  conununity  of  incentive  and  can  enforce 
cooperation  and  intensify  efficiency  by  providing  that  the  profits  of  railroads 
operated  in  interstate  commerce,  when  distributed  in  any  manner  whatsoever, 
shall  be  based  upon  the  .loint  investment  of  labor  and  capital  employed  to 
achieve  the  result,  and  the  percentage  distribution  made  alike  to  employees  and 
stockholders. 

When  such  a  system  is  inaugurated  the  value  of  the  stock  upon  which  the 
dividend  is  distiibuted  to  capital  becomes  of  vital  importance.  The  Inter- 
state CoPiimerce  Commission  is  now  engaged  in  valuing  each  railroad  in  the 
country.  Wage  legislation  only  attaches  further  importance  to  this  already 
important  work.  In  its  inception,  however,  the  plan  could  well  be  based  on  the 
capital  showing  of  the  roads  in  their  annual  statements  to  the  Interstate  Com- 
merce Conup.ission,  subject  to  such  ad.iustments  by  the  Wage  Commission 
where  the  figures  shown  ai'e  manifestly  inflated.  After  .the  plan  assumes 
tangible  application  in  practice,  the  valuation  fixed  by  the  Interstate  Commerce 
Connnission  v/ould  only  have  a  final  stabilizing  effect. 

When  cooperation  is  carried  on  under  the  legal  form  of  a  corporate  organiza- 
tion, for  the  laborers  and  shareholders  to  be  partners  there  must  be  an  equal 
voice  in  the  management  as  well  as  an  equal  percentage  distribution  of  the 
pi-otits.  At  shareholders'  meetings  each  laborer  should  have  one  vote  for  each 
$100  of  labor  invested  during  the  fiscal  period  if  each  stockholder  has  a  vote 
for  each  $100  of  money  invested.  In  the  direction  of  each  railroad  the  opera- 
tives sliould  be  represented  by  that  percentage  of  directors  as  their  investment 
of  labor  for  the  fiscal  year  bears  to  the  total  investment  of  capital  and  c<impen- 
sation  paid  to  employees. 

To  again  illustrate  by  the  Pennsj'lvania  Railroad,  the  labor  investment  of 
$141,548,409.13  is  22  per  cent  and  the  capital  stock  of  $499,178,400  is  78  per 
cent  of  the  total  investment  of  capital  and  labor  of  $640,726,809.13.  This  per- 
centage of  investment  would  be  reflected  in  the  stockholders'  meetings  by  the 
operatives  having  1,415,484  votes,  as  compared  with  the  4,991,784  votes  of 
stockholders.  Because  of  the  very  nature  of  circumstances  it  would  have  to 
be  provided  that  the  votes  of  the  operatives  be  cast  by  proxy.  The  repre- 
sentation on  the  board  of  directors  would  be  22  per  cent  operatives.  There 
were  17  directors  of  the  Pennsylvania  Railroad  in  1917,  five  of  whom  were 
the  president  and  four  vice  presidents ;  22  per  cent  of  this  personnel  would 
be  3i  directors.  Resolving  the  fraction  into  an  additional  director,  there 
should  be  four  directors  chosen  by  the  operatives.  Since  directors  must 
ordinarily  be  stockholders  before  they  can  quality,  so  these  directors  repre- 
senting the  operatives  must  liave  made  their  investment  of  labor  in  the  particu- 
lar railroad  before  they  are  eligible  to  serve  on  the  board. 

Of  course,  the  president  is  an  operative  in  the  real  sense  as  much  as  is  the 
engineman  and  the  laborers  might  continue  to  keep  the  president  and  vice 
presidents  on  the  board  as  their  representatives,  or  they-  might  prefer  an 
engineman,  a  conductor,  a  wiper,  a  section  foreman,  or  a  rate  clerk  to  rep- 
resent them.  The  counsel  of  such  employees  in  board  meetings  would  prove 
invaluable  in  solving  many  of  the  problems  of  a  board  operating  a  railroad. 
On  the  other  hand,  the  association  of  these  employees  with  the  other  board 
members  i-epresenting  capital  would  afford  them  an  opportunity  of  observing 
the  valuable  and  important  services  rendered  the  railroad  by  the  capitalistic 
members  and  would  confirm  their  confidence  in  their  fellow  members,  and  they 
in  turn  could  not  but  help  disseminating  this  feeling  of  confidence  throughout 
the  rank  and  file  of  their  fellow  employees.  The  cooperation  so  necessary 
to  efficient  operation  would  then  be  completely  accomplished. 
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The  astute  railroad  capitalist  would  not  balk  at  the  inauguration  of  this 
plan  because  it  will  cut  the  return  on  railroad  capital  for  the  immediate  present 
by  the  amount  of  dividends  paid  on  the  labor  investment,  for  he  can  see  the 
immense  ultimate  gain  to  be  realized  by  both  capital  and  labor  which  will 
result  from  the  more  efficient  operation  that  is  bound  to  follow. 

For  the  sake,  however,  of  those  railroad  capitalists  whose  vision  fails  them, 
let  them  ask  themselves  by  what  law  of  economics  or  nature  is  capital  entitled 
to  receive  6  per  cent  on  its  money  invested  while  labor  receives  only  its  hire. 
No  authority  can  be  cited  except  that  it  has  always  been  so.  But  the  corollary 
to  this  answer  is  that  there  has  always  been  a  social  unrest  in  the  world 
because  the  man  with  money  has  gotten  an  income  on  it  while  the  man  with 
only  his  labor  has  gotten  no  income  on  his  hire.  The  man  with  only  his 
labor  is  in  an  economic  sense  a  slave.  This  unrest  has  survived  throughout 
the  ages  dormant,  only  to  break  out  into  violent  revolution  in  the  last  12 
months  in  at  least  one  country  and  to  assume  the  proportions  of  a  social  up- 
heaval in  every  stal>ilized  country.  It  is  to  avoid  open  revolution  in  our  own 
land  by  righting  the  MTong  we  have  at  last  come  to  realize  and  to  point  the  way 
that  the  world  may  follow  if  they  would  have  industrial  prosperity  that  these 
suggestions,  formulated  into  a  legislative  plan,  are  proposed  in  the  firm  belief 
that  if  true  Americans  will  address  themselves  to  these  suggestions  in  the  true 
American  spirit  of  fair  play  their  adoption  and  hearty  enforcement  can  not 
but  yield  great  returns  to  the  prosperity  of  the  country  and  to  the  glory  of 
American  leadership. 

K.  K.  Gardiner. 

AVashington.  D.  C. 
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[Condensation  of  a  proposed  plan  for  an  undivided  administration  of  the  railroads  ; 
for  promoting  competition  in  raih-oad  service ;  and  for  stimulating  local  initiative  in 
railroad  development.]  .  v 

author's  introductory  note. 

The  original  pamphlet  relating  to  this  plan  which  was  submitted  to  the 
Committee  on  Interstate  and  Foreign  Commerce  of  the  House  of  Representa- 
tives on  September  5,  1919,  filled  128  closely  printed  pages.  The  following  pages 
are  a  condsensation  of  that  document,  and  are  prepared  at  the  suggestion  of 
the  Chairman  of  the  said  Committee,  Honorable  John  J.  Esch,  in  order  that  the 
same  may  come  within  the  space  allotted  therefor  in  the  printed  testimony. 
Such  a  condsensation  into  a  space  liinited  to  one-sixth  of  that  of  the  original 
matter  must  necessarily  omit  many  details  of  the  plan  as  well  as  many  points 
in  the  argument  which  the  author  regards  as  necessary  to  a  judgment  of  the 
plan ;  but  it  is  hoped  that  this  condensed  statement  may  serve  to  give  a  clear 
indication  of  the  general  character  of  the  plan  and  that  it  will  stimulate  further 
inquiry  into  its  features  and  advantages. 

It  is  expected  that  the  plan  from  which  this  condensation  has  been  compiled 
will  be  published  in  pamphlet  or  book  form,  to  be  supplied  to  those  interested 
in  making  a  study  o^  the  outline  of  the  plan  which  is  herein  only  briefly  referred 
to.  Information  as  to  how  to  obtain  such  copies  after  the  same  are  published 
will  be  cheerfully  supplied  by  the  author  upon  application. 

Walter  W.  Davis. 

Great  Neck,  Long  Island,  N.  Y.,  Septetn'ber,  1919. 

certain  principles  to  be  carried  out. 

The  turning  over  of  the  operation  of  the  railroads  to  the  Federal  Government 
at  the  end  of  1917  was  hailed  with  approval  by  all  classes  of  the  American 
people.  Those  who  believed  in  Government  ownership  as  an  academic  question 
seemed  to  believe  the  roads  would  never  be  turned  back  to  their  former  owners. 
The  holders  of  railroad  securities  were  satisfied  with  the  change  as  a  means 
of  avoiding  the  financial  ruin  which  faced  the  roads.  The  employes  and  labor 
organizations  thought  the  Government  more  likely  to  look  favorably  upon  de- 
mands for  increases  of  wages  than  the  private  owners  operating  the  properties 
without  profit.     And  the  American  people  as  a  whole  felt  that  the  move  was 
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necessary  to  cany  ou  the  war  because  they  believed  that  it  was  the  ouly  method 
which  would  aii'ord  unity  of  control.  With  the  signing  of  the  armistice,  how- 
ever, the  situation  is  found  to  be  an  impossible  one  under  which  to  carry  out 
any  rational  and  advisable  peace  program.  The  losses  to  the  Government  dur- 
ing one  year  of  war  operation  have  been  estimated  at  hundreds  of  millions  of 
dollars.  The  poor  service  and  inconvenience  to  the  public,  though  tolerated 
patiently  and  patriotically  during  the  war,  are  now  found  to  be  intolerable  and 
inconsistent  with  the  carrying  on  of  business  and  industry.  One  has  only  to 
travel  or  to  engage  in  business  in  a  small  way,  or  even  to  observe  what  is 
about  him,  to  realize  that  the  machinery  does  not  now  exist  for  making  a  sat- 
isfactory disposition  of  the  thousands  of  questions  which  call  for  executive  effi- 
ciency and  which  daily  arise  in  business  with  railroads.  There  is  a  total  failure 
to  consider,  initiate  and  carry  on  the  thousands  of  large  and  small  administra- 
tive matters  necesary  to  create  a  .satisfactory  service  for  an  increased  industry 
and  production.  The  situation  as  set  forth  in  the  following  words  by  a  promi- 
nent publication  is  not  disputed: 

"  That  the  railroads  are  running  at  a  loss  so  great  that  the  owners  cam  not 
afford  to  take  them  back  as  rates  and  wages  are. 

"  That  if  the  owners  took  them  back  and  the  several  States  began  to  enforce 
the  legal  rates,  the  properties  would  be  almost  generally  bankrupt. 

"  That  the  Government,   according  to  IMr.  McAdoo.   can  not  afford  to  con- 
tinue the  experiment  of  Federal  operation  unless  it  is  given  a  period  of  five 
years  in  which  to  work  out     *     *     *     suggestions  offered     *     *     * 
"  That  there  is  nowhere  any  responsibility." 

adhere  are  the  other  questions  of  reconstruction  and  readjustment,  such  as 
the  shipping  problem,  threatened  problems  of  demobilization  and  unemploy- 
ment, grave  questions  of  national  finance,  etc.,  but  the  railroad  question  is 
foremost  in  presenting  a  problem,  the  solution  of  which  should  be  the  key  to 
most  of  the  others. 

Many  suggestions  have  been  made  for  a  solution,  but  few  of  them  appear 
to  do  more  than  express  a  preference  for  one  or  the  other  of  several  general 
plans  more  or  less  vaguely  referred  to  in  the  suggestions.  From  these  ex- 
pressions, however,  there  will  be  found  a  wonderful  agreement  as  to  general 
principles  which  should  govern  the  disposition  of  the  subject,  and  in  this  lies 
the  hope  of  a  speedy  and  proper  adjustment  of  the  entire  railroad  problem. 
For  example,  there  are  disciples  of  Government  ownership,  but  they  desire 
Government  ownership  only  for  the  purpose  of  the  proper  regulation  and  con- 
trol of  the  business ;  and  the  most  extreme  ou  the  opposite  side — in  favor  of 
returning  to  the  old  regime  of  private  ownership — concede  that  a  proper  Gov- 
ernnient  supervision  is  desirable  and  necessary. 

Among  the  principles  which  seem  to  be  agreed  upon,  the  chief  ones  may 
be  enumerated  as  follows : 

Principle  1.  The  railroad  problem  should  be  handled  in  such  a  way  (as 
Mr.  McAdoo  says)  as  "to  keep  the  matter  out  of  politics."  This  means  that 
we  should  settle  the  matter  on  scientific  principles  based  upon  experience, 
without  creating  an  issue  between  political  parties.  Hope  that  this  principle 
can  be  carried  out  is  found  in  the  enactment  of  the  Federal  reserve  act  creat- 
ing the  present  Federal  reserve  banking  system,  which  is  so  excellent  that  all 
parties  claim  credit  for  its  enactment. 

Principle  2.  There  should  be  Federal  governmental  regulation  of  policies 
relating  to  rates,  service,  profits,  extensions,  and  methods  of  financing.  Every 
one  agrees  with  this.  It  is  the  one  point  which  has  now  become  well  estab- 
lished. Bankers,  railroad  men,  financiers,  and  economists,  including  the  most 
conservative  and  the  most  radical,  now  join  in  this  principle ;  and,  as  already 
stated,  the  disciples  of  Government  ownership  advocate  Government  ownership 
as  a  means  to  this  end. 

Principle  3.  There  should  be  no  interference  with  Principle  2  on  the  part 
of  the  States.  It  is  recognized  that  one  of  the  greatest  troubles  in  the  past 
has  been  the  conflict  of  authority  between  State  and  Federal  jurisdictions. 

Principle  4.  There  should  be  no  unnecessary  duplication  of  service.  Com- 
mon terminals  and  repair  shops ;  consolidation  of  stations  and  ticket  offices 
at  terminals  and  junction  points ;  universal  mileage  books  and  common  time- 
tables ;  the  use  of  the  most  direct  line  between  two  points ;  the  use  of  the 
sailing  day  plan ;  standardization  of  freight  classification ;  and,  indeed,  uni- 
form rules  so  far  as  practicable  for  the  entire  country  should  be  possible  of 
accomplishment  in  any  system  to  be  provided. 
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rrinciple  5.  Tho  operation  of  railroads  in  coordination  witli  water  routes- 
one  in  support  of  tlie  otlier — to  tlie  end  of  worldng  out  tlie  greatest  econoni}% 
the  avoidance  of  congestion,  and  tlie  luaxinuun  of  elasticity  for  the  accommo- 
dation of  the  public  is  an  idea  already  partially  worked 'out  liy  the  United 
States  Ilailroad  Administration  and  is  universally  approved. 

Principle  G.  The  virtue  of  opei-ating  the  railroads  in  cooperation  with  the 
service  of  ocean-going  ships  and  railroads  in  foreign  countries  as  recommended 
by  the  cliairman  of  the  United  States  Shipping  Board  is  not  disputed. 

Princli)le  7.  The  solution  of  the  railroad  problem  must  embrace  an  adequate 
financial  plan  for  financing  the  railroads  in  equipment.- betterments,  and  ex- 
tensions, in  such  a  manner  -as  to  insure  that  those  improvements  will  be 
installed  and  all  railroads  coordinated  in  one  great  plan. 

Principle  S.  Railroad  rates,  fares,  wages,  and  salaries  should  be  standardized 
as  far  as  practicable  and  varied  as  local  conditions  and  character  of  service 
demand. 

The  foregoing  principles  have  all  been  formulated  and  tried,  and  theii-  merit 
proved  so  far  as  circumstances  haxe  permitted,  by  'the  Railroad  administration 
and  the  railroad  managers.  Any  proposed  plan  should  permit  of  their  ajiplica- 
tlon. 

There  are  also  certain  acknowledged  defects  in  the  practices  and  plans  here- 
tofore in  use  which  should  be  remedied.  These  remedies  call  for  the  anplica- 
tion  of  certain  other  principles,  supjilemental  to  the  foregoing,  which,  with  the 
defects  that  they  intend  to  correct,  are  as  follows: 

Principle  9.  The  regulation  of  railroad  rates  in  the  past,  it  is  claimed,  has 
assumed  too  much  the  aspect  of  penalizing  the  railroads.  This  .should  Mie 
obviated,  and  the  railroads  afforded  sufficient  revenue  to  operate  in  the  most 
approved  manner,  and  to  reward  (be  investments  according  to  approved  rules 
of  finance.  This  should  be  accomplished  in  such  a  manner  as  to  avoid  class 
feoling  as  between  the  public  and  the  railroad  owners.  In  no  event  should  any 
plan  be  adopted  that  would  permit  a  change  in  the  political  complexion  of  the 
legislative  department  of  the  Government  to  cause  these  rates  to  become  un- 
settled; for  if  such  a  thing  is  to  be  permitted,  the  question  of  railroad  rates 
will  become  a  matter  of  political  manipulation,  whicli  will  endanger  the  suc- 
cessful operation  and  building  up  of  any  railroad  system.  To  accompish  this 
end,  any  propo.sed  plan  should  find  a  method  of  making  it  to  the  direct  pe- 
cuniary interest  of  tlie  Government  to  have  the  railroads  earn  a  fair  and 
proper  revenue ;  and  at  the  same  time  the  plan  should  make  it  in  the  interest 
of  the  owners  of  railroad  securities  to  liave  the  costs  of  operation  as  well  as 
the  rates  to  the  public  kept  to  the  minimum,  consistent  with  actual  necessitie'S. 

Principle  10.  The  arrangements  for  financing  railroads  under  any  plan 
adopted  should,  under  no  circumstances,  in  times  of  peace,  permit  loans  from 
the  Niitional  Treasury,  as  was  found  necessary  during  the  war.  In  normal 
times  this  would  become  a  most  dangerous  practice,  tending  to  create  discord, 
favoritism,  and  general  demoralization.  The  guaranteeing  of  railroad  .securi- 
ties by  the  Government,  whicli  in  effect  is  the  same  tiling,  would  be  equally 
vicious.  The  plan,  therefore,  must  at  all  events  provide  that  the  railroad 
ownership,  wherever,  vrhoever,  or  what<^ver  it  may  be,  sl^all  be  able  to  finance 
the  necessities  of  the  railroads. 

Principle  11.  The  propo.sed  railroad  plan  should  contemplate  the  needs  and 
necessities  of  the  country  in  time  of  war,  and  should  provide  for  the  instanta- 
neous use  of  the  entire  strength  of  tho  national  system  and  the  organization 
operating  it  for  the  needs  of  the  Government,  without  demoralization  and  with- 
out requiring  reorganization. 

Principle  12.  Those  abuses  of  the  past,  which  are  sometimes  indefinifely  re- 
ferred to  as  th.e  "  abuses  of  the  rights  and  interests  of  minority  stockhohlers," 
must  be  impossible  under  any  future  plan.  To  this  end,  speculation  in  and  the 
manipulation  of  railroad  securities  by  operators  acting  in  self-interest  or  in 
the  interest  of  other  railroads  or  other  business,. must  be  made  impossible.  The 
abuses  to  which  reference  is  made  in  this  paragraph  will  be  made  clear  in  con- 
nection v>'ith  the  outline  of  the  proposed  plan,  which  will  follow. 

Principle  13.  In  coiuiection  with  the  organization  of  any  proper  railroad 
there  is  no  reason  why  provision  should  not  be  made  soon  after  the  inaugm-a- 
tion  of  the  plan  (1)  toplace  the  enu^)loyees  in  such  i-elationship  to  the  enterprise 
a.s  to  make  it  to  their  pecuniary  interest  for  the  system  to  be  operated  success- 
fully;  and  (2)  to  insure  that  such  employees  at  all  times  shall  receive  proper 
compensation  without  requiring  them  to  demoralize  the  business  of  tho  coim- 
try  and  the  discipline  of  the  railroads  by  making  demands  against  those  who 
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should  litive  the  interests  of  the  employees  at  heart  and  who  should  act  without 
waiting  for  such  demands  to  be  made.  Such  a  plan  can  readily  be  made  auto- 
matic in  its  working,  and  should  be  based  upon  scientific  and  "well-understood 
principles  governing  the  relations  of  employer  and  employee. 

Principle  14.  The  14th  principle  in  solving  the  problem  of  railroad  manage- 
ment in  the  United  States  is  to  be  found  in  the  principles  underlying  execu- 
tive administration  in  all  business.  The  principle  applies  where  there  is  any- 
thing to  be  done  efficiently  and  economically.  To  understand  this  principle  it 
is  necessary  to  consider  the  well-known  divisions  of  all  government,  whether 
business  or  political,  into  the  three  branches  commonly  described  as  "  the  ex- 
ecutive," "  the  legislative,"  and  "  the  .ludicial." 

It  is  perfectly  in  order  to  stipulate  in  advance  any  proper  limitations  under 
which  the  l)usiness  or  the  Government  may  be  conducted.  If  the  business 
is  to  be  conducted  by  a  corporation,  the  charter  of  the  corporation  can  very 
properly  limit  and  define  the  legislative  powers  of  the  corporation  in  creating 
rules  for  its  own  conduct  and  the  conduct  of  those  witli  whom  it  deals.  That 
is  legislative. 

In  interpreting  the  rights  and  duties,  and  judging  the  acts  of  such  a  cor- 
poration, or  in  visiting  a  punishment  for  violation  of  the  rules  laid  down  for 
it,  it  is  proper  also  that  there  be  an  authority  independent  of  the  corporation 
to  .iudge  \ipon  such  matters.    That  is  judicial. 

But  in  carrying  on  the  purely  executive  and  administrative  matters,  and  to 
do  so  efficiently,  the  corporation  must  act  within  its  own  organization  and 
with  one  head.  That  is  to  say,  the  executive  powers  must  be  centered  in  tha 
very  heart  of  the  organization  ifself,  in.  a  single  !>ndy  with  a  single  head,  which 
can  act  definitely  to  the  purpose  so  that  it  may  carry  out  speedily,  directly, 
and  efficiently  the  will  of  the  corporation.  This  must  be  done  if  there  is  to  be 
efficient  and  economical  administration.  It  is  from  the  violation  of  this  prin- 
ciple that  the  chief  evils  arose  in  recent  years  under  private  management. 
If  there  is  any  one  thing  that  pleases  the  public  in  dealing  with  a  large  cor- 
poration, it  is  in  being  able  to  deal  directly  with  some  one  in  authority.  It 
should  be  the  first  duty  of  the  executive  of  a  railroad  system  to  understand 
the  extent  of  his  duties  and  the  limitations  of  his  authority;  and  with  those 
things  thoroughly  understood,  he  should  have  power  within  those  limits  to 
speak  for  the  railroad  without  question ;  and  this  spirit  of  authority,  tempered 
by  proper  limitations  of  the  powers  delegated,  should  filter  down  through 
the  system  among  all  emi»loyees,  so  that  each  in  turn  may  act  with  vigor  and 
certainty  within  the  scope  of  his  authority.  It  Is  this  kind  of  service  and 
satisfaction  that  the  American  people  demand.  It  is  in  this  way  only  that 
thousands  upon  thousands  of  petty,  insignificant  questions,  troubles,  and  diffi- 
culties can  be  prevented  from  accumulating  to  the  demoralization  of  employees 
and  to  the  ruin  of  the  business  of  the  Nation  and  of  the  railroads. 

Applyinu-  uiis  principle  14.  th-'refovv^,  it  is  tl\e  r.ro.vlnie  of  Congress  in 
authorizing  any  corporation  which  is  to  conduct  the  railroad  business,  to  pro- 
vide certain  general  provisions  for  the  limitation  and  guidance  of  the  cor- 
poration. These  limitations  can  properly  extend  to  tlie  manner  and  method 
of  creating  the  board  of  directors  and  filling  the  offices  of  the  corporation ; 
l)ut  the  officers  and  directors  thus  created  under  such  limitations  should  have 
a  free  hand  to  create  an  administrative  organization  and  carry  on  the  busi- 
ness of  the  corporation  as  efficiency  and  good  business  principles  dictate. 
The  authority  thus  created  within  the  corporation,  although  properly  confined 
to  its  appointed  course  by  outside  authorities  exercising  a  judicial  fiinction, 
should  in  administrative  matters  be  accountable  only  to  those  who  have 
created  the  boai-d  of  directors. 

Thus  tliere  should  be  no  conflict  with  State  control  where  there  is  Federal 
control.  If  there  is  to  be  a  railroad  conmiission  exercising  judicial  powers, 
care  should  be  taken  that  the  powers  of  any  other  authority,  such  as  that 
of  a  secretary  of  transportation,  do  not  come  in  conflict  with  the  authority 
of  that  railroad  commission.  When  we  come  to  analyze  the  proposed  plan 
which  will  follow,  it  will  be  observed  that  ample  check,  indeed,  any  desired 
check,  upon  the  acts  of  tlie  officers  and  the  executive  of  the  corporation  can 
be  provided  by  its  by-laws,  which  in  turn  can  be  limited  and  restricted  to  any 
required  degree  in  the  provisions  of  the  charter  itself. 

The  whole  point  of  the  idea  involved  in  "  principle  14  "  is  that  it  is  more 
direct  and  better  to  insure  in  the  beginning  a  proper  board  of  directors, 
representative  of  all  stockholders  as  well  as  of  the  public  and  of  the  Gov- 
ernment— all   within   the  corporation   itself— than    to   attempt   to   create  new 
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oflk.ors  iind  new  bodies  outside  of  the  corporation  for  sucli  representation  and 
control. 

Principle  15.  The  plan  adopted  should  dispose  satisfactorily  of  tlie  question  of 
daniafjes  Incurred  in  the  war  use  of  the  railroads.  It  is  the  law  that  if  tlio 
railroads  are  turned  hack  to  their  owners  and  the  owners  are  not  returned  the 
identical  property,  together  with  the  same  good  will  with  whicli  they  parted, 
there  shall  be  a  due  appraisement  of  the  damage,  if  any,  based  on  changes  which 
have  been  made  in  the  property,  and  such  damage  shall  become  due  to  the 
owners.  It  is  apparent  that  there  already  have  been  sufficient  changes  in  many 
cases  to  require  an  evaluation  or  appraisal  of  most  of  the  several  properties  to 
determine  .such  questions.  Such  railroads  as  have  signed  the  standard  contract 
have  agreed  to  waive  certain  things  in  relation  to  damages  for  reduction  of  value 
of  property,  disruption  of  organization  or  diversion  of  traffic.  But  flint  does 
not  mean  that  the  Government  is  under  no  moral  obligation  to  accord  just  and 
fair  treatm(-nt  to  the  railroad  corporations  in  sucli  matters.  Any  plan  for  the 
solution  of  the  railroad  problem  sliould,  therefore,  insure  a  just  and  fair  treat- 
ment to  the  corporations  and  their  security  holders  in  matters  affecting  the 
value  of  their  properties,  business,  and  good  will. 

Principle  16.  The  principle  of  stimulating  fair  and  healthy  competition  or 
rivalry  between  two  or  more  railroad  systems  or  parts  of  systems  pei-forming 
similar  service  .should  be  recf)gnjzed;  and  this  competition  should  be  made;  so  to 
manifest  itself  in  the  morale  of  employees  that  each  employee  of  a  given  road 
would  know  that  it  is  to  his  direct  interest  that  such  road  render  a  servic(; 
superior  to  its  rivals  in  efficiency,  comfort,  and  economy.  There  should  be  a 
direct  incentive  for  towns,  cities,  and  communities  to  initiate  movements  and 
policies  for  building  up  a  profitable  railroad  system ;  and  there  should  he  an 
Incentive  for  tlu!  railroad  management — including  the  chief  executive  and  sub- 
ordinate officials — to  assist  and  cooperate  in  the  upbuilding  of  industry  in 
regions,  cities,  communities,  and  towns  as  far  as  possible  {-onsistent  with  the 
welfare  of  the  Nation — all  to  the  end  of  increasing  local  and  national  prosperity. 

A  consideration  of  the  foregoing  16  principles  brings  out  two  facts  preniinently  : 
First,  Ihiit  there  must  be  an  evaluation  of  each  railro.id  ns  it  existed  when  the 
Director  General  of  Railroads  assumed  its  operation,  either  for  a  pui-chase  hr 
for  the  determination  of  the  question  of  damages;  and,  second,  that  nothinii? 
short  of  a  single  national  control  of  the  entire  system  will  be  able  to  put  these 
principles  into  effect. 

We  must,  therefore,  eliminate  any  idea  of  return  of  the  railroads  to  their 
owners  as  they  were,  and  devote  ourselves  to  perfecting,  carrying  on,  and  ex- 
tending the  railroads  of  this  coimtry  as  a  single  national  system. 

Our  experience  in  the  past  generation  in  the  creation,  regulation,  and  control 
of  corpr)rations  goes  to  show  that  we  can  best  do  this  by  the  creation  of  a  na- 
tional corporation,  organized,  limited,  and  controlled  now  and  in  the  future  by 
the  legislalive,  executive,  and  judiejal  branehes  of  our  Federal  Govenunent. 

A  national  corporation  designed  to  operate  all  of  the  i-ailroads  would  therefore 
be  organized  under  an  act  of  Congress  in  whieh  the  proper  i-egulation  would  be 
effected  by  law,  and  such  "  act "  would  constitute  the  charter  of  the  orporation. 

SYNOPSIS   OF   I'l.AN. 

The  plan  jtrovides  for: 

1.  Ownership  of  all  interstate  railroads  by  a  national  corportition  nilii  svock 
distributed  among  the  security  holders  of  the  existing  railronds. 

2.  IJniitations  and  restrictions  to  insure  econoniieal  and  efficient  service  for 
the  public,  and  an  undivided  management  clothed  with  all  administrative 
powers  and  representatve  of  the  large  and  small  investors,  the  Government,  and 


to  exereise  full  adniinislrative  fieedoin  to  manage  the  business  well :  and  (h) 
by  requiring  the  management  to  provide  betterments  and  equipment  and  mnke 
rates  to  enable  it  to  operate  as  nearly  as  possible  eontinuously  at  full  r:-.i);i(.-ity— 
this  consideration  being  second  only  to  a  satisfaetctry  service  to  th(>  public; 
and  (e)  by  accumulating  a  reserve  fund  in  prosperous  yenrs  to  be  drawn  ui)on 
in  lean  years.]  . 

3.  Judicial  review  by  the  Interstate  Commerce  Connnission,  and  .n  certain 
cases  by  the  Federal  courts,  to  construe  the  chai'ter  iind  i-eriuiie  at  till  times 
diligence,  ability,  good  faith,  and  etiuity  in  the  execution  of  tlie  plan. 
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4.  Divideuds  up  to  4  per  cent  cumulative  to  be  paid  annually.  Profits  over 
4  per  cent  to  be  distributed  among:  (a)  tbe  stockholders;  (b)  to  a  trust  fund 
to  initiate  certain  improvements;  and  (c)  a  possible  share  to  the  Government. 
(It  is  expected  stockholders  would  receive  at  least  5  per  cent  per  annuiu,  after 
which  the  Government  would  sliare  liberally  in  further  profits.) 

5.  The  executive  and  administrative  powers  to  be  vested  in  a  board  of 
directors  consisting  of  25  persons. 

(o)  The  National  Government  to  be  represented  by  six  directors  v.ith  a 
six-year  term  each — one  term  expiring  each  year. 

(6)  Nineteen  of  said  directors  to  be  divided  into  two  groups;  one  gi'oup  to 
consist  of  9  directors  and  one  of  10  directors.  The  group  of  9  directoi's  to  be 
elected  as  now.  The  group  of  10  directors  to  be  elected  by  the  stocklilders  at 
a  meeting  at  \\'hich  stockholders  are  iJermitted  to  be  represented,  in  their 
disci-etion,  by  a  Government  official  and  Cabinet  officer  styled  the  "  Secretary 
of  Transportation." 

6.  The  Secretary  of  Transportation  to  be  tbe  personal  representative  of  the 
President  and  intended  to  represent  small  stockholders,  shippers,  and  the  public 
generally.  His  duties  are  representative  and  advisory,  without  executive  or 
judicial  functions  in  tiio  operation  of  the  railroads. 

7.  The  plan  provides  that  stock  in  the  National  Railway  Co.  owning  tbe 
railroads  shall  he  issued,  sul).iect  to  be  purchased  in  part  pro  rata  and  paid  for 
at  par,  and  sold  at  par  among  employees,  shippers,  and  patrons  of  the  roads  who 
will  have  made  application  therefor,  at  not  to  exceed  $2,000  par  value  to  any 
one  person.  (The  aim  of  this  part  of  the  plan  being  to  cause  as  nuich  of  the 
stock  as  possible  to  be  finally  owned  by  registered  employees  and  resident 
patrons  over  all  parts  of  tlie  national  system.) 

S.  The  board  of  directors  are  required  to  divide  the  railroads  of  the  country 
into  separate  sni)sidiary  managements  so  as  to  provide  a  number  or"  balanced 
systems  in  competition  with  each  other.  Accurate  account  of  the  profits  on 
each  comi)etitive  system  is  to  be  kept,  and  bonuses  distributed  to  employees  and 
to  the  registered  stockholders  for  the  lines  showing  the  greatest  zeal  and 
enterprise  as  reflected  in  the  profits. 

9.  It  is  provided  that  within  a  fixed  period  after  the  inauguration  of  the 
plan,  the  election  of  directors,  representative  of  each  competitive  systein,  may 
be  made  by  stocklioldei's  actually  registered  as  residents  of  the  territory  rea- 
sonably tributai-y  to  sucli  comiietitive  system,  or  conducting  a  business  within 
the  territory  of  such  subordinate  competitive  system  ;  and  the  directors  thus 
elected  shall  have,  unless  waived,  a  limited  right  of  approv;U  of  the  appoint- 
ment of  subordinate  managers  by  the  chief  executive  of  the  national  sysreni. 

[It  is  the  aim  of  the  provisions  referred  to  in  paragraphs  7,  8,  and  9  to 
stinnilate  local  initiative  and  enterprise  and  good  service  from  employees  by 
the  actual  owning  eventually  of  the  major  portion  of  railroad  storks  by  em- 
ployees, shippers,  and  the  patrons  who  are  to  be  served  by  the  National  Co.] 

CONDENSED    OUTLINE    OF    THE    PROPOSED    CHARTER    FOR     C.'iRRYINO    THE    PLAN     INTO 

EFFECT. 

[The  original  "  outline "  contains  a  pivanible  and  provisions  for  making 
certain  preliminary  agreements  to  be  consummated  before  the  plan  becomes 
effective.    These  are  entirely  omitted  in  this  condensation.] 

The  plan  is  set  forth  in  22  articles,  the  main  purpose  of  each  of  which  are 
briefly  set  forth  as  follows : 

Articles  I  to  V,  inclusive,  provide  for  the  proposed  name,  "The  National 
Kaihvay  Co."  (or  some  other  appropriate  name),  and  these  articles  deal  with 
matters  relating  to  capital  stock,  officers,  board  of  directors,  and  by-laws.  It 
is  through  the  method  of  election  and  appointment  of  directors  that  both 
the  public  and  the  owners  are  equitably  and  fairly  represented  in  the  manage- 
ment; and  through  limitations  fixed  by  the  by-laws  much  administrative  regu- 
lation is  provided  which  heretofore  has  been  provided  through  outside  com- 
missions. The  outline  of  the  plan  provides  for  insuring  proper  protection 
of  the  public  without  hampering  or  curtailing  the  administrative  powers  of 
the  proprietor  corporation,  and  without  shielding  it  from  the  responsibility 
for  a  successful  management  and  operation.  Many  of  the  particular  pro- 
visions of  these  five  articles  are  fundamental  parts  of  tbe  plan. 

Article  VI  provides  that  the  duties  of  the  Interstate  Commerce  Commission 
shall   be   judicial   and    advisory   only,   and    certain    fixed    principles    are   laid 
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down  for  the  control  of  this  coininissioii  in  the  exercise  of  its  judicial  functions. 
The  provisions  of  this  article  are  fundamental. 

Article  VII  provides  a  method  for  the  evaluation  of  the  railroads  as  well 
as  for  the  purchase  thereof  by  the  Federal  corporation  organized  for  the 
purpose  of  acquirinc;  thera ;  and  provision  is  made  for  the  manner  of  the  issue 
of  the  capital  stock  of  the  company,  with  limitations  and  safeguards  for  the 
protection  of  the  public  and  of  the  stockholding  owners  of  the  corporation. 
It  is  pointed  out  in  this  article  that  in  a  plan  for  a  single  national  owning 
corporation  many  difficulties  otherwise  to  be  met  in  the  evaluation  of  rail- 
roads may  be  eliminated.  This  article  indicates  a  way  for  lloating  the  stock 
of  the  National  Railway  Co.  at  par ;  and  authorizes  and  prescribes  limitations 
for  the  voluntary  exchange  of  the  stock  of  the  company  for  the  railroads  or 
for  the  stocks  and  other  securities  of  the  railroads  as  they  now  exist.  There 
are  also  methods  of  acquiring  railroad  properties  or  a  control  therein  for  the 
National  Railway  Co.  through  business  and  legal. procedure  provided  for  in 
this  article. 

Article  VIII  defines  the  relations  which  shall  exist  between  the  State  com- 
missions and  the  Federal  Government,  and  the  State  commissions  are  afforded 
every  opportunity  for  advancing  the  interests  of  the  railroads  and  the  public 
in  building  up  a  satisfactory  railway  .service;  but  it  is  provided  that  in  cases 
of  conflict  between  the  Federal  and  State  authorities  the  Federal  shall  control. 

Article  IX  deals  with  rate  making.  The  initiation  of  railroad  rates  is  an 
administrative  or  executive  function  of  rjulroad  management,  and  this  power, 
therefore,  rests  with  the  board  of  directors  of  the  national  corporation,  which 
in  turn  is  itself  representative  of  both  the  public  and  the  owners  in  every 
sense  that  any  commission  can  be  representative  of  those  tvvo  parties.  I'liis 
article,  however,  lays  down  rules  or  principles  which  must  at  a\i  events  control 
the  board  of  directors  in  establishing  freight  rates.  The  duty  of  the  inter- 
pretation of  these  principles  thus  proposed  to  be  formulated  in  the  charter 
from  Congress  is  imposed  on  the  Interstate  Commerce  Commission  acting  as 
a  judicial  body ;  and  the  Interstate  Commerce  Commission  is  clothed  v/ith 
the  responsibility  of  judicially  determining  whether  the  -principles  rluis  con- 
strued are  legally  and  properly  complied  with.  The  plan  is  l)ased  on  a  belit^f 
that  under  proper  business  principles — sound  and  comparistively  simple  in 
their  nature — which  may  be  easily  formulated  by  Congress  and  imposed 
directly  upon  tiie  l)oard  of  directors  of  the  national  corporation  through  its 
charter,  that  an  efHcient  and  able  management  may  be  permitted  and  required  ; 
and  under  principles  thus  directly  imposed  the  railroads  would  be  more  effi- 
ciently and  successfully  operated  in  the  public  interest  than  where  many 
of  the  administrative  functions  are  delegated  to  an  outside  l)Ody. 

Rules  and  principles  are  also  formulated  in.  Article  IX  for  the  guidance  of 
the  Interstate  Conunerce  Commission  in  the  exercise  of  this  judicial  duty 
in  interpreting  the  principles  thus  laid  down  by  Congress  for  the  corporation, 
and  in  passing  judgment  as  to  the  diligence,  good  faith,  and  ability  of  the 
directors  and  officers  of  the  National  Railway  Co.  in  fulfilling  the  duties  im- 
posed on  them  by  Congress.  This  ai'ticle  sets  forth  a"  tentative  standardiza- 
tion of  rates  for  the  entire  country,  by  which  it  is  intended  to  illustrate  the 
principles  Congress  shall  impose  upon  the  railroad  corporation  in  the  charter 
of  that  corporation.  These  principles  provide  that  terminal  charges  shall  be 
separate  and  apart  from  charges  for  haulage,  etc.,  incurred  between  terminal 
points,  and  that  terminal  charges  shall  be  based  upon  the  actual  cost  thereof  at 
each  respective  terminal — thus  offering  each  community  at  terminal  points  an 
opportunity  to  encourage  business  at  its  respective  terminal  by  cooperating  at 
such  terminal  point  in  the  solution  of  the  problems  there.  In  this  way  an 
incentive  is  provided  for  communities  to  cooperate  with  the  railroad  manage- 
ment in  creating  terminal  economies.  Extraordinary,  costs  are  allowed  for  in 
certain  cases  to  be  assessed  as  an  extraordinary  charge  wherever  they  occur. 
It  is  provided  that  local  charges,  within  certain  fair  and  reasonable  limita- 
tions, shall  be  in  proportion  to  the  cost  of  local  operation  upon  which  such 
charges  are  ba.sed — said  local  cost  to  be  arrived  at  in  a  systematic  and  scien- 
tific manner  provided  for  partly  under  Article  VI  and  partly  under  Article  IX. 
Article  IX  also  presents  a  tentative  standardization  for  mileage  and  tonnage 
charges,  which  is  to  be  varied  according  to  certain  rules  in  which  there  are 
seven  classes  of  variations  set  forth  in  the  tentative  structure.  All  variations 
are  to  be  expressed  in  percentages  of  the  standard.  The  primary  purpose 
of  the  rules  and  principles  required  to  be  used  in  the  making  of  rates  is  that 
all  pai-ts  of  the  railway  system  shall  be  operated  at  a  profit  in  the  most  cffi- 
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cient,    expeditious,    and    economical   manner,    and    to    the   end    that    the    most 
superior  public  service  may  be  rendered. 

[A  perusal  of  the  plan  itself  alone  can  shov.-  exactly  how  this  is  accom- 
plished; but  a  study  of  the  plan,  it  is  believed,  will  demonstrate  not  only 
how  all  parts  of  the  railroads  can  be  operated  at  a  profit  and  the  best  public 
service  rendered,  but  how.  throush  rate  structure,  there  may  be  provided  at  all 
times  that  essential  basis  for  the  greatest  economy  and  profit,  viz,  the  full, 
even  load.  Such  a  study  will  also  demonstrate  the*  fallacy  upon  which  many 
plans  are  based,  namely,  that  a  progressive  increase  of  rates  will,  under  ail 
conditions  and  on  all  commodities,  increase  net  income,  for  frequently  a  de- 
crease in  rates  on  a  given  commodity  will  increase  net  income.] 

Provision  is  made  under  this  article  for  appealing  in  certain  exceptional 
cases  to  courts  higher  than  the  Interstate  Commission  Commission  for  the 
interpretation  of  tlie  principles  provided  by  Congress,  and  for  passing  judg- 
ment on  the  good  faith,  diligence,  ability  or  fairness  of  the  corporation  in 
carrying  out  those  principles. 

In  the  opinion  of  the  author  of  the  plan,  the  authors  of  proiwsed  plans  gen- 
erally err  in  seeking  to  accomplish  by  legislation  what  can  and  should  be 
accomplished  only  by  sound  business  management.  This  is  shown  in  the  pro- 
visions relating  to  rate  making,  and  also  in  provisions  dealing  with  other  ad- 
ministrative matters. 

Article  X  provides  for  appeals  to  higher  courts  or  for  inquiries  by  higher 
courts  into  certain  policies  of  railroad  management  in  certain  other  cases. 
Some  instances  where  the  higher  courts  are  given  jurisdiction  to  grant  relief 
occur  whei-e  it  is  charged  that  the  railroad  management  is  accumulating  an 
unreasonably  and  dangei'ously  large  reserve  not  needed  Tor  railway  purposes, 
and  therefore  jeopardizing  the  public  welfare:  also  in  cases  where,  except  by 
acts  of  nature,  the  uninterrui)ted  service  to  the  public  is  interfered  with  and 
the  board  of  directors  are  unable  to  provide  a  proper  remedy ;  and  also  in 
cases  where  it  is  charged  that  the  directors,  either  individually  or  as  a  board, 
through  negligence,  bad  faith,  or  incompetence,  fail,  to  the  detriment  of  the 
public  and  of  the  stockholders,  to  carry  out  the  principles  laid  down  by  Con- 
gress, or  for  any  reason  fail  to  function.  Relief  in  aggravated  ca.ses  of  the 
character  named  may  extend  to  a  dissolution  of  the  board  of  directors,  or  to 
the  appointment  of  a  receiver,  or  to  a  requirement  for  the  election  of  a  new 
board  in  the  manner  provided  under  other  articles  of  the  charter. 

Article  XI  provides  in  detail  for  the  payment  of  dividends,  and  states  the 
circumstances  under  which  they  may  be  paid.  These  are  to  be  paid  out  of  the 
profits  of  the  railway  company  are  are  not  guaranteed  by  the  United  States 
Government  directly  or  indirectly.  The  synopsis  appearing  hereinbefore  in 
this  condensed  statement  sets  forth  briefly  the  rates  of  dividends  which  it  is 
expected  will  be  paid.  In  the  original  plan,  from  wliich  this  condensed  state- 
ment is  taken,  certain  business  principles  and  limitations  are  set  forth  which 
must  be  complied  with  by  the  board  of  directors  in  the  payment  of  dividends. 
These  are  calculated  to  encourage  good  management  and  efficient,  satisfactory, 
and  economical  service  to  the  public,  create  stability  for  the  corporation,  and 
return  a  reasonable  and  fair  profit  to  the  stockholders  as  a  reward  for  creating 
a  good  and  efficient  management. 

Articles  XII,  XIII,  and  XIV  relate  to  the  building  of  branches  and  exten- 
sions and  to  the  installation  of  improvements  throughout  the  railway  system 
of  the  country.  The  executive  management  of  the  railroads  is  permitted  to 
initiate  and  build  branches,  extensions,  and  improvements  to  the  railroad 
system  when  its  stockholding  owners  lawfully  authorize  the  same  and  where 
the  construction  of  the  same  is  not  against  public  policy.  At  the  same  time, 
a  method  is  provided  in  Article  XII  for  the  building  of  such  branches,  im- 
provements, and  extensions  at  their  own  expense  by  individuals,  partnerships, 
private  corporations,  municipalities,  or  States,  and  for  the  operation  of  such 
branches  and  extensions  as  a  part  of  the  national  railway  system  under  a 
contract  to  be  entered  into  with  the  National  Railway  Co.  prior  to  any  such 
construction.  The  general  principles  safeguarding  the  public  welfare  and  the 
stockholders  of  the  corporation  are  formulated  by  Congress  as  a  basis  for  any 
such  operating  contract ;  and  it  is  provided  that  the  Interstate  Commerce  Com- 
mission shall,  in  case  of  question,  interpret  the  said  principles  thus  laid  down, 
and  shall  enforce  diligence,  good  faith,  ability,  and  equity  in  the  carrying  out 
of  the  said  principles.  The  way  is  thus  provided  for  the  financing  locally  of 
extensions  and  improvements  and  for  the  operation  and  for  the  possible  acqui- 
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sitiou  of  the  same  by  the  National  Railway  Co.  on  terms  which  will  encourage 
the  investment  of  local  capital  in  such  enterprises. 

Article  XV  deals  with  the  relations  of  employer  and  employee  in  the  opera- 
tion of  the  railroads.  The  importance  of  this  subject  at  all  times  and  the 
peculiar  difficulties  encountered  in  it  at  this  time  are  fully  recognized.  The 
remedy  for  existing  difficulties  is  believed  to  lie  in  the  formulation  and  carry- 
ing out  of  certain  principles  insuring  justice  to  employer  and  employee — the 
soundness  of  which  can  be  agreed  upon — and  which  may  be  imposed  by  Con- 
gress upon  the  corporation  having  executive  powers  necessary  for  the  best 
operation  of  the  railroads.  These  are  sul>ject,  as  are  all  principles  laid  down 
by  Congress,  to  the  interpretation  or  construction  of  the  Interstate  Commerce 
Commission  or  the  courts.  It  is  recognized  that  the  railroad  corporations,  due 
to  their  multiple  ownership  and  control,  have  been  backward  in  voluntarily 
taking  up  and  solving  problems  of  equitable  payment,  promotion,  housing,  and 
the  preparation  of  employees  for  efficient  service ;  and  although  in  dealing  with 
the  subject  the  administrative  and  executive  powers  in  this,  as  in  all  things, 
rest  with  the  railroad  management  under  the  proposed  plan,  that  management 
must  at  all  times  meet  certain  tests  imposed  upon  it  by  Congress  which  alone 
will  be  deemed  to  show  diligence,  good  faith,  and  ability.  These  things  the 
law  will  require;  and  as  to  fulfillment  of  the  law,  the  Interstate  Commerce 
Commission  or  the  courts  will  be  the  judge  under  rules  which  Congress  will 
in  turn  impose  on  them  for  such  purpose.  For  dissatisfaction  and  unrest 
among  employees  no  outside  body  can  provide  an  appropriate  adjustment  with- 
out further  destroying  the  discipliue  which  it  is  claimed  in  the  plan  is  neces- 
sary for  an  efficient  business  administration  of  the  railroads.  The  remedy 
can  and  nuist,  if  projier  morale  is  to  be  preserved,  come  through  the  executive 
management  of  the  corporation.  This  it  is  the  duty  of  Congress  to  require 
under  general  scientific  principles  to  be  incorporated  in  the  charter.  This 
article  sets  forth  suggestions  for  principles  thus  to  be  provided. 

It  is  believed  that  the  normal  and  natural  method  is  indicated  in  this  plan 
for  insuring  efficient  and  loyal  service  from  employees  and  assuring  to  them  in 
return  reasonable  compensation,  comfortable  homes  with  desirable  surround- 
ings, modern  and  approved  educational  facilities,  and  reasonable  opportunities 
for  promotion  and  advancement. 

Article  XVI  relates  to  the  issuing  of  stocks  and  bonds.  The  issue  of  all 
stock  in  the  National  Railway  Co.  is,  under  this  and  other  articles  of  the  plan, 
with  reasonable  limitations,  made  subject  to  call  or  repurchase  at  par.  If  any 
such  call  or  repurchase  is  made,  such  repurchase  luust  be  prorated  equitably 
and  shall  not  in  any  one  year  exceed  10  per  cent  of  the  outstanding  stock. 
Such  stock  can  be  thus  repurchased  for  certain  purposes  only.  These  pur- 
poses are  set  forth  in  the  act,  and  include  the  resale  at  par  of  stock  to  em- 
ployees and  others  doing  business  or  resident  in  territory  served  by  the  rail- 
roads. Brief  reference  to  this  part  of  the  plan  is  made  in  paragraphs  7,  8, 
and  9  of  the  foregoing  synopsis.  Full  details  of  this  method  of  resale  of  stock 
are  set  forth  under  Articles  XV,  XVI,  and  XIX  of  the  plan. 

Article  XVII  provides  in  detail  methods  for  coordinating  with  the  railroad 
management  the  several  bureaus  of  the  Government  and  the  local  and  State 
bodies  dealing  with  the  railroads.  A  plan  is  worked  out  whereby  the  railroad 
management  will  receive  the  maximum  l)enefit  of  initiative,  suggestion,  and 
advice,  without  interfering  with  the  administrative  and  executive  powers  of 
management.  These  powers  are  preserved  in  the  board  of  directors  of  the 
National  Railway  Co.  to  be  exercised  under  certain  well-recognized  general 
principles  to  insure  diligence,  good  faith,  and  efficiency  in  the  management 
and  good  service  and  fairness  to  the  public. 

The  aim  of  Articles  XVIII  and  XIX  (which  constitute  eight  printed  pages  of 
the  plan)  is  briefly  stated  in  paragraphs  7,  8,  and  9  of  the  foregoing  synopsis. 

Under  the  provisions  of  these  articles  and  Article  XV  employees  of  the 
railroads  and  citizens  of  other  vocations  would  share  in  the  management  of 
the  railroads.  This  is  not  opposed  to  the  American  idea  that  only  two  parties — 
the  owners  and  the  public— are  entitled  to  share  in  such  management.  For,  it 
will  lie  observed,  this  sharing  in  the  management  is  founded  on  the  purchase 
and  ownership  of  stock,  and  is  not  a  gratuity.  The  difference  between  man- 
agement by  right  of  ownership  and  management  based  on  class  privilege  is  of 
great  importance.  The  former  encourages  thrift  and  promotes  community 
spirit,  able  management,  and  good  service.  The  latter  engenders  class  hatred 
and  encourages  the  selection  of  directors  and  officers  for  purposes  other  than 
the  best  management  of  the  railroads.     The  only  persons  that  we  are  cus- 
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tomarily  taught  will  expect  to  exercise  management  over  property  without  a 
corresponding  ownership  interest  are  of  the  robber  type,  and  in  recent  times 
of  the  Bolshevist  type. 

As  a  corollary  to  the  principle  that  good  management  nmst  rest  upon  and 
faithfully  lejiresent  ownership  (and,  aside  from  the  public,  represent  no  other 
interest  whatsoever),  it  may  be  stated  that  an  undivided  ownership  is  entirely 
useless  unless  it  in  turn  is  made  the  basis  of  an  undivided  management.  Up  to 
the  date  of  this  publication,  however,  no  plan  for  reorganization  of  the  rail- 
roads has  lieen  publicly  advocated  which  fully  recognizes  this  principle.  Many 
plans  provide  for  a  national  undivided  ownership,  but  all  fall  short  in  the 
requii'ement  for  an  "  undivided  management."  This  should  warn  us,  when 
applying  the  provisions  of  this  and  other  articles,  to  be  diligent  to  preserve 
■the  undivided  executive  administration  of  the  railroads  in  the  single  board  of 
directors  provided  for  that  purpose,  which  alone  represents  both  the  owners 
and  the  public,  and  upon  whom  rests  the  full  responsibility  for  a  successful, 
adequate,  and  satisfactory  national  transportation  system.  If  such  a  board 
fail,  then  the  remedy  is  in  the  reconsti'uction  of  the  board,  not  in  prescribing 
through  an  outside  body  impracticable  details  for  its  administrative  control. 

Article  XX  of  the  act  relates  to  the  necessary  appropriations  to  carry  out 
the  act. 

Article  XXI  prescribes  the  form  of  an  oath  of  office  for  each  member  of  the 
board  of  directors-and  such  employees  as  may  be  required  by  the  by-laws. 
■  Article  XXII   contains  provisions  against   fraud,   incompetence,   negligence, 
gross  mismanagement,  and  misappropriation  of  property. 

AKGUMENT. 

[The  argument  as  set  forth  in  the  plan  as  originally  prepared  consists  of 
about  46  pages  of  printed  matter  which  it  is  impossible  to  include  in  this  con- 
densed statement.  A  reference  to  the  headings  or  subjects  discussed  in  that 
argument  will,  however,  indicate  sonie  of  the  points  touched  upon.  These  in- 
clude, among  others,  the  following : 

1.  Regional  or  divided  ownership  is  wrong  in  principle  because  it  means 
divided  management. 

2.  Administrative  regulative  bodies  can  not  function  separate  and  apart 
from  the  management. 

3.  The  matter  of  new  railroad  construction. 

4.  Competition. 

5.  A  further  observation  upon  incentive. 

6.  Simplicity  and  certainty — A  plea  for  speedy  congressional  action. 

7.  The  Colorado  situation. 

8.  In  relation  to  certain  false  principles  in  some  of  the  plans. 

9.  Undivided  executive  control  fundamental  in  all  business. 

10.  Electrification  of  railways — Plea  for  the  speedy  solution  of  the  rail- 
way problem. 

11.  Responsibility  in  the  employment  of  labor  should  rest  with  executive 
management. 

12.  Ordinary  business  principles  applied  to  rate  making. 

13.  A  recent  illustration  of  proposed  divided  ownership. 

14.  Balanced  subordinate  managements  and  local  representation  on  the  board 
of  directors  a  stiunilus  to  local  initiative. 

These  discussions  are  embodied  in  the  complete  draft  of  the  plan.  Atten- 
tion is  called  to  the  author's  introductory  note  at  the  beginning  of  this  state- 
ment.] 
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